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Mr. DOUGLAS, from the Joint Economic Committee, submitted the
following

REPORT

The following reportof the Joint Economic Committee was prepared
and approved unanimously by the Subcommittee on Foreign Economic
Policy composed of Representative Bolling (chairman), Senators
Douglas, Fulbright, and Flanders, and Representative Talle. The
findings and recommendations presented are based upon the sub-
committee's hearings and study of defense essentiality, using the
watch industry as a case study. The report of the subcommittee was
approved for transmission to the Congress by the full committee on
July 18, 1956, and will be given further consideration during the com-
ing months in connection with preparation for the committee's report
on the 1957 Economic Report of the President. Some members of the
full committee who are not on the subcommittee wish to point out
that while they have approved the transmission of the report to the
Congress they do not necessarily agree with all the conclusions of the
report.

I. REASONS FOR THE STUDY

The Subcommittee on Foreign Economic Policy was created pur-
suant to the authority contained in the March 14, 1955 report of the
Joint Committee on the Economic Report (pp. 4 and 5). It held
hearings in November 1955, reviewing a wide range of considerations
affecting our foreign economic policy. During the course of those
hearings, limited attention was given to the argument that trade
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restrictions may be required for reasons of national defense. The
testimony received on this subject was in part so contradictory that
the ensuing report of the Joint Committee to the Congress on January
5, 1956, stated (p. 28):

It is also evident that much greater study is required of the
very concept of the mobilization base. There is question
whether the present tests of defense essentiality reflect
realistically the changing nature of war. * * * Differences of
opinion among witnesses make clear that further study of
these problems is required in the light of new conditions.

The recommendation of the report was (p. 31):
Further study is required of the whole concept of defense

essentiality if it is not to dominate over other necessary
factors in trade policy. Not only should impartial criteria
be discovered, but the whole concept of the mobilization base
in the light of evolving military strategy should be reviewed.

It is important to state the general findingofithe subcommittee to
the effect (p. 28):

There is a valid argument in favor of trade restrictions
to aid national defense, but the case requires careful qualifica-
tion.

This makes clear that the problem was regarded by the subcom-
mittee with an open mind combined with a degree of skepticism
toward some of the arguments which had been presented up to that
time.

The Congress in 1955 made a part of the Trade Agreements Act a
section 7 which provided the Office of Defense Mobilization with the
authority to advise the President to take such steps as are necessary
to modify trade policy as the Uational defense may require. It is not
within the purview of this subcommittee to make a specific study of
that piece of legislation. But the law did provide a new rationale
whereby some industries, denied other forms of relief from foreign
competition, might advance a "national defense" argument as the
next resort to the solution of their problems.

The Office of Defense Mobilization to the present time has taken
few overt steps to change trade rules. On April 5, 1956, that office
announced that it was starting a study, as its first under the authority
of the Trade Agreements Act, on the domestic watch and clock
industry, with the initial phase of that study limited to the jeweled
lever segment of the watch industry. By early May 1956, as many
industries had applied to the Office of Defense Mobilization for relief
from foreign competition on the grounds of defense essentiality as
there were pending applications before the Tariff Commission for
relief under the escape clause.

The combination of these events and the continuing interest of the
subcommittee made clear the desirability of a study of the defense
essentiality arguments being advanced. Previous governmental deci-
sions regarding the watch industry have given rise to such controversy
that it seemed a timely and valuable industry to select as a case study.

Accordingly, letters of inquiry on the analytical approach used by
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various agencies of the Federal Government in studying defense
essentiality were sent out, and public hearings were held in the period
of June 4 through June 8, 1956, to explore general concepts and the
details of microprecision manufacture so important to modern warfare.
The Director of the Office of Defense Mobilization appeared before
the subcommittee to interpret the views and procedures of the execu-
tive branch of the Government in meeting mobilization base problems.

This report summarizes the highlights of those hearings, to bring
into as sharp focus as possible the contrasting views of various wit-
nesses, to identify what questions still remain, and the points which
it was possible to resolve. This summary of the latter points should
not be construed as a prejudging of any actions which the Tariff
Commission, the Office of Defense Mobilization, and other parts of
the executive branch of the Government, or the Congress may take
in the future, for it has not been possible to resolve all doubts in so
short an inquiry. But it is our hope that our painstaking review of
a considerable body of evidence will ease the difficulties of the several
agencies which will have occasion to study our published record of
the hearings for the light which they throw on problems of defense
essentiality and foreign-economic policy. As Dr. Arthur S. Flemming,
Director of the Office of Defense Mobilization, stated:

* * * I feel that the committee is to be congratulated on
developing plans for a hearing of this kind. I am confident
that the testimony that has been presented to this committee
will be of real help to us in considering various matters that
we will be called upon to consider in this area.

The report which follows accordingly concerns itself with an analysis
of changing world conditions, the implications for military strategy,
and the problems of choosing the right economic environment for the
protection of national security. Halving offered these observations
based on expert testimony, the general principles which emerge are
tested against the problems associated with the watch industry.
Choosing a specific industry illustrates that general principles can be
used in a particular case, but that they are easily obscured in the com-
plexities and irrelevancies which inevitably are associated with any
concrete example surrounded by historical antecedents and by strong
pressure interests. It is not always easy to identify the national
interest.

We have deliberately included in the discussion major points brought
forth by witnesses who felt their views should appear in the record even
though many of these points relate to side issues and other battles than
those of defense essentiality. Their inclusion will suggest the atmos-
phere within which responsible executive and congressional agencies
must make their decisions for the national good.

As persuasive as some of these subsidiary arguments may be to the
reader, we will make every effort to keep these points in proper per-
spective to the whole subject. No directly interested party will be
satisfied with our treatment of their favorite views, but we hope
others will find this report instructive.
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II. CRITERIA FOR DEFENSE ESSENTIALITY

A. THE NATURE OF POSSIBLE WARS

Although it can be hoped that the terrible costs to human welfare
which wars bring can be avoided, ordinary prudence requires that all
nations including our own consider the range of potential threats and
their implications for national security. It is clear that no one can
read the future with accuracy, nor prepare to meet every possible con-
tingency. National strategy, first having in mind basic objectives,
therefore, consists of assessing various potential threats and the re-
sponses which should be made considering the relative probability of
the threats, their relative seriousness to national survival, and the
relative costs, broadly conceived, to our national resources and well-
being in meeting these challenges.

For purposes of convenience, and symptomatic of the range of eco-
nomic requirements and policy determinations which may be called
for, we can identify (without reference to the likelihood of each oc-
curring) the following alternative conditions of national existence in
the modern world:

(a) Stable conditions with no likelihood of war as we have known
it because of a widespread desire for peace and the means for inter-
national guaranties of such peace, including a foolproof system for
inspection against danger of surprise attack.

(b) No military war, but intensified efforts by competing states or
blocs of states to obtain economic, political, and ideological advantage
through such means as expanding trade relations, providing foreign aid
and investment, and the stimulating of nationalistic ambitions in third
countries. Subversion and propaganda efforts are additional devices.

(c) Elements of (b), plus civil strife and other localized wars which
may represent an economic and social drain, but do not call for use of
full-scale mobilization or major weapons.

(d) The peripheral war which is still limited geographically, but
which requires a fairly heavy commitment of men and materiel, and
which may or may not include tactical use of nuclear weapons.

(e) General war which engulfs much of the world but which for some
reason does not include significant use of nuclear weapons or toxic
warfare against the main industrial centers of the contending big
powers.

(f) Virtually unlimited war with such combinations of thermo-
nuclear, radiological, chemical, and biological attack as seem worth
attempting by the contending forces.

Finally, it should be noted, the logistics requirements and economic
consequences of several of the foregoing conditions can vary consid-
erably with the geographic areas of the world involved, the identities
of the combatants and neutrals, and the scale of operations.

B. DEFINITION OF NATIONAL SECURITY

National security refers to the basic survival of the people of the
country and their important institutions. Broadly conceived, we
tend to include not only physical existence in the absolute sense but
we are also concerned with our spiritual well-being, social welfare,
economic prosperity, national sensibilities and such personal comfort
as may be important to us.
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The national security can be viewed as defended by two general
approaches: the first often labeled "continental defense," and the
second, "international cooperation." There was a time when the
former might have been considered seriously, because there was a
possibility of making this continent impregnable against major attack,
and commitments to allies were thought merely an added burden.
In any case, if we did become involved in foreign wars, our homeland
could become the "arsenal of democracy." In fact, of course, nearly
all of our wars have involved close relations with other nations for
material and moral support.

Now we have frankly and openly adopted the course of interna-
tional cooperation, both in peace and war, because no other route is
offered to us. There is no longer a choice, for changing conditions
have made it sheer necessity. Our own vital interests extend into
many parts of the world, and the fate of other nations in any case
ultimately will affect our own, if they fall under the control of ruthless
and ambitious rivals. Outlying bases and allies are necessary in a
mutually supporting effort to warn against sudden attack and to
stage most effectively any massive counterblow. These same needs
for world links are present to guard against and to wage peripheral
wars as well as general conflicts. And clearly, if the cold war has
turned toward intensified economic competition rather than immediate
warfare with military weapons, many international ties are equally
crucial.

Let us examine in greater detail elements of concern in defending
the nation, whether viewed from the popular though incomplete and
impractical continental defense, fortress America, viewpoint, or from
the broader view of international cooperation. For clearly, the
security of the United States and of other nations willing to live in
harmony is of the greatest importance to all of us, and is of the highest
concern to this subcommittee. Consistent recognition of the realities
of the choices of strategy open to us in turn will have profound effects
on the decisions taken to protect the national security.

The national security is defended by the elemental factors of geo-
graphic conditions and man-taken measures of protection such as
air-warning, internal policing, and various intelligence operations,
plus. more positive military preparations when force has to be used as
an instrument of policy. Oceans, Arctic wastes, and mountain ranges
are a part of our geographic defense together with such important
facilities as air and naval bases in parts of the world remote from our
shores. Similarly, internal policing to maintain law and order must
be supplemented by worldwide flows of intelligence information to
anticipate and nip in the bud many difficulties before they become
unmanageable. Our positive military preparations even in a period
of intercontinental bombers and missiles are predicated upon having
allies.

Protection of national security is based upon long-term and short-
term factors, both of which are important. In a world of rapid tech-
nological development and political surprise, the relative importance
of different elements is subject to considerable change, and requires
constant review. Thus our geographic position and resources may
seem to be relatively fixed, but even their roles clearly change. The
formerly impassable Arctic has become an air bridge, and rare materials
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found in remote parts of the earth have assumed a new importance
in advanced technology.

Our industry, commerce, and financial system are even more
dynamic, and their growing complexity is both a strength and a
weakness. The comparative level of technology and availability of
manpower skills in competing countries are increasingly important
factors in national security. In the short run, it is forces in being
which count, but equally important is the long-run assessment of
where we are going in our abilities to create the instruments of military
power and of peaceful influence. Our political and social institutions
are added important elements in national security as are our national
spirit and our cultural heritage. Clearly where it is possible to
quantity, the absolute levels and the rates of change of these natural
and human resources are important to national security; in any event
we must consider the adaptability of all tangible and intangible factors
which affect our security.

We have said national security relies upon weapons and forces in
being, and upon the industrial and manpower base required for logistic
support. But true, too, national survival may depend upon many
additional elements. As one example, firm roots in American trad -
tions of liberty and individual worth, and a developed, mature
philosophy toward life on the part of our people may be one safeguard
against destruction of our institutions by subversion or simple neglect.
Another example may be found in measures to stimulate the spirit
of hope and progress in other countries, through growing economic
relations and cultural interchanges, so that the countries whose
governments are predicated on individual freedom and worth may
develop a feeling of unity sufficient to offset the danger of piecemeal
surrender to totalitarianism through loss of hope. We need to en-
courage economic and cultural relationships with other powers so that
their territories, airbases, resources, and manpower do not come under
the control of military rivals, and do remain available to the cause of
freedom. This would be true either to stave off thermonuclear war
or to prevent or win a peripheral war. (No contestant would win a
thermonuclear war, even though it could be lost.)

It seems particularly important to repeat and to emphasize that
national security is broader than continental defense and military
force. Isolation might have been considered once but now almost
every policy must be judged in light of our interdependence with the
rest of the world for resources, markets, technical advances, and
finally for sufficient understanding and good will to refrain from mu-
tual annihilation through weapons of unparalleled danger to the
continuance of life on the planet

Indeed it is this broader view of national security which must
prevail under the conditions of the modern world that is the justifica-
tion for the Subcommittee on Foreign Economic Policy making such
a studv as this. Continental isolation either in peace or war will not
work, and this is the balance of judgment which carried us to lend-
lease, World War II, the United Nations, the Marshall plan, Greek
and Turkish aid, NATO, the Korean war, and the many other pro-
grams of the last several administrations. In general there has been
bipartisan support for the thesis that a vigorous and growing world
economy, with a strong community of interest among nations, repre-
sents the best opportunity for the world to avoid war and for this
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community of nations to be equal to winning wars against aggressor
states when they start wars.

C. THE MOBILIZATION BASE

It is a part of national prudence, while hoping for the best, to be
prepared for the worst. This is a responsibility of any government
which is not to flirt recklessly with national disaster. Some of the
measures are immediate in applicability. Others are longer range in
nature. Radar and sky watcher warning systems and strategic air
forces capable of dealing strong retaliatory blows are obvious imme-
diate necessities. Of longer range importance are measures to keep
our total national productive capacity high, as well as able to produce
at the time required and in the quantities needed items incorporating
the most advanced technology. This objective requires adequate
absolute levels and good growth rates in industry, effective research
and development, and a fresh flow of manpower highly educated and
trained for military and essential civilian activities. With these
general principles there can be little disagreement.

The mobilization base concept is not new, but received serious
attention at the time of World War I because we were so poorly
prepared then by readiness and experience to turn ourselves into an
arsenal of production for the Allied cause. In the years that followed,
preparedness thinking was carried on by a few specialists until the
outbreak of World War II once again made our productive might,
located safely across the oceans from the main areas of combat, the
factor which turned the tide against the Axis and brought victory.
In both of those wars, this country was late to join, and had the
opportunity to convert its industry. In the second of the wars, our
tools of control and allocation were more highly developed.

It was natural that the experience of these two wars should en-
courage defense preparations based upon mobilization plans which on
signal would allow selected industries to change to the production
of military goods, and that logistic planning should become a highly
developed science. This study and foresightedness is commendable
as far as it goes, but it is not fully adequate to the needs of today.
The changes which are occurring are partly technological and partly
world political.

Any mobilization base concept must be given constant review if it
is to keep pace with changing world conditions and national needs.
Clearly, the classes of international existence identified in this report
call for different economic prescriptions to meet each one, and it would
be the height of foolhardiness to risk destruction of .the Nation by
simply picking either 1 or 2 possible emergencies, and tailoring all
mobilization plans to meeting those limited cases. The obvious
answer would seem to be that we must marshall our resources to meet
any eventuality. This of course implies that we shall have the time
to convert our peacetime industry to the production of war goods,
an increasingly unlikely situation. But let us assume this is still
possible. Restricting the discussion for the moment to primarily
industrial capital and manpower requirements, one can conceive of
an attempt to direct resources so that we have a base to meet all
possible eventualities.

However, even the strongest nation on earth is limited in its ability
to organize itself against all eventualities. We have had to limit
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our forces in being to the point where the individual branches of the
armed services must compete for limited resources of men and mate-
rials. Every aircraft designed must make compromises among
the factors of speed, range, maneuverability, armaments, navigation
equipment, armor, ease of construction and repair. We want to
give our crews every advantage, but we forego some improvements.
This does not mean that the human crew is regarded as less important
than economy. On the contrary, for each potential use for an aircraft,
the design represents that compromise which will give the best
chance for the plane to accomplish its mission and bring the crew
home. An all-purpose, all-protective aircraft could become so heavy
as never to leave the ground. The mobilization base concept also
must involve compromises. The economy of the Nation, in a sense,
does have to be all-purpose, but if it is to be viable, it must be based
upon a sound rationale of the tasks to be carried out and the means for
accomplishing them. This implies a system of relatives and the
necessity for decision making to establish priorities, based not alone
on probabilities but upon the seriousness of the consequences of
miscalculation.

Consideration of plans for a mobilization base cannot be foregone
just because there are conditions under which it might not be impor-
tant. But it does not follow either that a mobilization base tailored
after the pattern of World War II and the Korean conflict can be
accepted uncritically. The probability that in a major war the big
powers would use nuclear weapons is very great, and cannot be com-
pared with failure to use stocks of poison gas in World War II. No
one has found a clear way to distinguish between military and civilian
targets in an all-out effort, and no power has the technology yet to
blunt a determined nuclear attack sufficiently to save that country's
national identity. This is why many students of the problem believe
our economic and industrial effort must be based upon a threefold ap-
proach, not one of which is the traditional mobilization base concept.
One part must be to keep our industrial system so. strong, flexible, and
expanding that it can help win the economic-political world battle
without resort to arms, except as policing actions occasionally put
minor demands upon our production. A second part must be to build
our forces in being to such a state of readiness as to act as an effective
deterrent until workable international controls are accepted. The
final part should be a morm realistic facing of the immensity pf the
survival task if unwanted general war should arrive.

Some authorities have hopefully suggested that even if thermo-
nuclear war should arrive, that first destructive phase in which we
might easily lose half our population and two-thirds of our industry
would still be followed by a "phase two," in which traditional mobiliza-
tion base planning has a role as we would rebuild our forces to carry
a long, conventional war to enemy shores. It is very hard to accept
this view as either a fair interpretation of military strategy as it would
evolve after thermonuclear attack, or that any industrial preplanning
would be able to anticipate postattack needs adequately. The real
task for any country which has been exposed to such attack would
-be to try to save some small part of human civilization for those who
survived both the initial attack and the chaos following in the wake
of such a breakdown of community services and economic and social
life.
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D. MANPOWER SKILLS

Perhaps the greatest asset of any nation is its people. No resources,
no location automatically give productivity or military defensive
strength, particularly as transportation overcomes previous barriers
to movement. Numbers of people are important if the labor force
is to be capable of manning a diverse and specialized interdependent
economic system, and if the military forces are to have their personnel
requirements filled. In a military contest between major powers,
their absolute population levels, their population pyramids, and their
net reproduction rate trends are of significance.

But of overriding significance are the qualities of the people. Their
aspirations and their steadfastness are important, together with
their native intelligence and their physical fitness. So, too, is leader-
ship, whatever form of government and social organization is adopted.
Our interest now, however, centers on the acquired skills of the work
force of the population. This is a paramount consideration in an age
so dependent upon advanced technology and in which this revolution
is proceeding at breakneck pace.

Requirements for skills can be viewed in short-run and long-run
terms. In the short run, we must have the pilots and the radar
technicians to fill military billets. We must have the production
workers with their background of experience and training to perform
the current manufacturing and transporting work the economy
requires. Recruitment for immediate needs depends upon the avail-
ability of people with experience for the more difficult jobs and with
good aptitudes for the jobs which take less training.

The long-run meeting of manpower needs is both more difficult and
requires a greater ability to foresee complicated relationships among
policies. The most critical of the manpower skills are ones which re-
quire the greatest foresight to provide. They require the acquisition
of a wide range of basic skills and knowledge. Without minimizing the
importance of humanistic education, which is important to the
preservation of our institutions and our traditions, we must in this
context center our attention on scientific and engineering skills. They
are the key to continued technological progress, and technological
progress may very well determine our national survival. Clearly,
we cannot create good scientists or pursue basic research on a crash
basis and expect optimum results therefrom. Only long-range pro-
grams starting early in the school career, guided by good teachers and
supported by proper equipment, are going to yield adequate results.
So, too, must basic research be supported without regard to shifting
international relations or economic conditions at home. Finally, in
the applied field, there must be opportunity for teams of scientific,
engineering, and toolmaking talent to work together and to develop
capabilities for meeting fresh challenges brought by rapidly evolving
technical requirements.

The Joint Economic Committee has studied the problems of auto-
mation, and has found that automation is an extension of processes
long underway in our industrial society. The newer aspects of auto-
mation not only are accelerating productivity in industry, they are
also changing manpower requirements qualitatively. Now more than
ever, the scientist and the engineer, and the highly skilled tool and
die maker are the controlling factors in attaining production goals
for advanced military hardware items and essential civilian products.
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The rapid obsolescence of existing weapons and equipment, and
the great variety of challenges we face all emphasize that no pool of
skilled workers can be frozen in a stockpile and then necessarily
satisfy the highest priority of national needs. The constant develop-
ment of versatility and the expanding capability to meet fresh chal-
lenges are of greater importance.

This suggests that the business and social environment in which
skilled workers find themselves may be important to maintaining and
expanding both numbers and skills, as well as providing incentives for
performance at a very high level. Our system looks to competition
and the desire for material and social well-being as the means for
attaining these ends, rather than either compulsion or complacency.
We do not threaten people with penal servitude for failure to reach
production goals, but neither do we get best results from those largely
sheltered from competition. This is parallel to the situation where
an industry feeling some pressure from rivals is more likely 'to be
progressive than one which has a guaranteed market. Scientists and
engineers are encouraged to work by individual financial incentives,
and these should not be neglected. But these professions also require
the status and general level of rewards which will insure that some of
our best potential talent will elect work in sciences and engineering,
and that the highest grade of graduates are available for teaching
staffs. We must see that those of high ability have the opportunity
as well as the incentive to acquire the training the country needs.

E. GUJIDES TO SELECTING CRITERIA

In the preceding subsections of this report there has been brief
analysis of the meaning of national security, of the nature of war, of
the mobilization base, of manpower skills. Perhaps most of the points
made find general acceptability in this country. But general prin-
ciples need implementation, and then specific and very complex issues
must be faced and resolved. This requires both understanding and a
machinery for decisionmaking. The understanding must come to
the general public and the Congress as well as to those officials of the
executive branch who control the particulars of individual situations.
Everyone concerned must appreciate the importance of a well-
thought-out program of long-run building of national abilities both
in industrial capacity and in manpower skills. Everyone concerned
must appreciate that policy is based upon balancing requirements,
that each choice made will have consequences favorable and unfavor-
able. The plea for any single program of military or industrial
strength cannot be judged alone on its individual merits, but must
likewise take into account a very broad range of short-run and long-
run repercussions. This is not easy, and usually the repercussions are
difficult to identify, which does not in the least minimize their
importance.

When this understanding has been reached, probably the most
difficult part of the job is done. What remains is to create a machinery
for cataloging our requirements and our facilities, and to have ade-
quate statistical and analytical tools in Government and in business
for assessing policy alternatives and implementing those selected.
The intangible factors should not be neglected. A decision based
upon resource accounting alone might not take into account suffi-x
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ciently dynamic consequences at bome or important relations abroad.
And certainly policies related to national security, mobilization, and
defense essentiality must be coordinated at the very highest levels of
Government. Every department must be working from the same
premises if the actions of all are to fit into a meaningful pattern.

It seems very clear that there have been obvious conflicts in pre-
vious considerations of the problems of foreign economic policy and of
national security. There have been conflicting priorities and means
used for making policies effective. This is a type of difficulty which
must be resolved, for too much is at stake to allow these differences.
It is our view that these conflicts can be settled if a proper understand-
ing is attained of the issues. In the watch industry which we have
taken as a case study, it is clear that a narrow view of the mobiliza-
tion base and the broad objectives of foreign economic policy have
clashed, and this study is designed to minimize that danger in the
future for both that industry and similar ones which will cause dispute
as their individual situations are reviewed.

This subcommittee is convinced that a meaningful pattern very
definitely must extend beyond any narrow continental defense con-
cept of the industrial mobilization base. National security has broad
international aspects both in time of peace if useful trade among
nations is to stave off war, and in time of war, if our strategy is not
to fight alone, but with allies to share the responsibility for our col-
lective security. Any lingering doubts that we are all involved as a
part of the human race must surely have been dispelled by Army
testimony in June 1956 that thermonuclear attack on the Soviet
Union could result in heavy casualties in Western Europe or the Far
East from the fallout. Preserving national security in this kind of
world requires the very broadest consideration of all aspects of par-
ticular policies.

In effect, as particular industries ask for special treatment in the
name of national defense, we must ask ourselves these questions:

(a) How unique and essential is this industry to our military
strength and are their skills in short supply?

(b) Will trade restrictions actually help the industry to keep its
skills and does its civilian production aid our defense, or is it seeking
a rationale for its own commercial advantage?

(c) What repercussions will such restrictions have in other indus-
tries; will fresh burdens be thrown on them?

(d) What alternative approaches to preserving the capacity of a
critical industry have been sought and weighed?

(e) Finally, and not least, what will.be the repercussions generally
on our allies and on other friendly countries whose prosperity is also
important to our national security?

III. WATCHES AS A CASE STUDY

A. ARGUMENTS FOR ESSENTIALITY OFFERED BY DOMESTIC JEWELED-
LEVER WATCH MANUFACTURING PROPONENTS

(1) Essentiality of the American watch industry has been well estab-
lished and does not need further review. Domestic producer repre-
sentatives placed in the record copies of selected previous govern-
mental decisions which leave the impression of unanimity of opinion
that the watch industry is essential to national defense because of
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its production of horological devices and of precision military equip-
ment. Constant reopening of the question is upsetting to the industry.
The view was voiced that the Congress cannot establish defense
essentiality criteria, and such matters should be left to the executive
branch of the Government.

Subcommittee commentary.-Continued controversy surrounding
watches clearly shows this is not a closed matter. We would be
neglectful of our responsibilities not to seek an understanding of
what is meant by defense essentiality, how it is applied, and what the
consequences are of such applications. Congress cannot act intelli-
gently on the wide range of matters delegated to it by the people
unless it studies major problems as well as delegating authority to
the executive branch.

Other congressional studies have taken a limited view of the prob-
lems of the watch industry in keeping with their responsibilities. At
no other time has a committee brought together the economics,
foreign relations, and preparedness aspects of the industry in a com-
prehensive study.

The preceding section of this report emphasizes that needs do
change, and that constant review of mobilization base priorities is
required.

(2) The interest of the domestic producers of watches in restricting
watch imports is primarily patriotic, not commercial. The combina-
tion of defense contracts, other manufacturing, and importation of
Swiss watches is sufficient to keep these domestic companies in healthy
financial condition. This establishes their present concern with de-
fense essentiality as genuinely patriotic. But the importers with
their interest in increased trade are willing to sacrifice the national
security. Trade should not dominate over security.

Subcommittee commentary.-We were left with the impression that
both domestic manufacturers and importers have an equal concern for
the welfare of the United States. Differences of views on both sides
seemed compounded of sincere interest in national security which can
be advanced in alternate ways, and of commercial considerations
which also may be quite respectable. Trade and national security
are not necessarily exclusive alternatives, and indeed the preceding
section of this report establishes their vital connection.

(3) Even with the H-bomb, a war could last many, many years.
Nearly all past wars have lasted longer than people expected they
would at the time. This emphasizes the importance of the mobiliza-
tion base and the watch industry as a part of that base.

Subcommittee commentary.-It is not safe to conclude that history
always repeats itself. For example, never before has the survival of
life on the planet been threatened by weapons of unparalleled destruc-
tiveness. Our views on the mobilization base have been presented in
the preceding section of this report.

(4) The watch industry provides a pool of critical skills for defense.
For approximately 200 years the essential. characteristics and design
of watches have changed very little. They have been made by skilled
craftsmen, with many of the production secrets remaining something
carefully guarded, to be passed on from father to son. But gradually
greater reliance has been placed upon machine production, once the
proper design for a particular model and its tools for close tolerance
work have been attained. By progressive stages, machine production
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has carried watch manufacture closer to what is popularly called
automation. Some of the assembly line jobs can be learned fairly
quickly by those who show aptitude for the close work entailed.
Supervisory, tool adjustment, and related skilled jobs, however, may
require several years to acquire, and a handful of most critical jobs in
a watch factory are occupied by those with more than a decade of
experience. If a new watch plant is to be successful in less than a
decade, it requires under today's technology people of long experience
in watch production to do the overall designing and coordinating of
production for a complete watch. Watch spokesmen claim no other
industry can match these microprecision abilities in mass production.

Subcommittee commentary.-There is no doubt that some of the skills
of key personnel in a watch factory take years to acquire, but prob-
ably not as great a proportion of jobs are truly critical as the domestic
producers imply, and job training times can be reduced, if the exper-
ience of other industries has any relevance. Most skills are presently
acquired by the slow accumulation of experience rather than through
carefully organized and intensive instruction by modern techniques.
The experience of one watch firm in establishing a branch plant is a
case in point. In any event, we recognize that a modern watch factory
which takes advantage of the latest production techniques and which is
energetic in research and development represents desirable production
capacity both for making horological devices and for making other
precision items in a national emergency. We are not convinced, how-
ever, that such factories are the sole repository of precision skills in
industry.

(5) Watches are needed in war. We live in an age in which we are
governed by time. In transportation, in all military tactical opera-
tions, and in most production processes, accurate time is of key im-
portance to the efficient functioning both of our organizations and our
machinery and vehicles. Broadly conceived, timing devices include
more than wrist watches and clocks: they include a great variety of
special mechanisms which rely upon horological principles. The mili-
tary forces have provided estimated requirements for a variety of
watches and clocks, based upon certain assumptions as to the kinds
of emergencies we may face. The Commerce Department also has
provided estimates on essential civilian uses for watches, such as for
civil defense, nurses and doctors, and production workers in factories
and mines. Clearly the efficient functioning of our economy in peace
and war depends upon a large number of watches and clocks with
sufficient accuracy in some uses as to insure close coordination of sep-
arate operations. This is particularly true in aviation, railroading,
front-line fighting, and naval operations. The British, French, and
Soviet Governments recognize the importance of watchmaking by
their special efforts to expand their home industries. Furthermore,
the industry must produce at a certain level to exceed the break-even
point, regardless of the size of critical needs.

Subcommittee commentary.-There is no denying our increasing
dependence in peace and war upon timing devices. Particularly in
fixed installations, electric clocks are supplying many services formerly
provided by mechanical clocks, and for some purposes, electronic
radiations, as in the use of loran for navigational information, can
replace some previous requirements for mechanical timepieces. The
Department of Defense feels that there was some overissue of watches

S. Rept. 2629, 84-2-8
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of a higher quality than actually required in World War II, and it
now estimates sharply reduced requirements in a possible 3-year war.
Foreign governments' decisions to create horological industries are
compounded of several elements in addition to defense needs. How
we are to fill our needs for watches is discussed later in the report.

(6) The possibility of jamming electronic fuzes by ECM (electronic
countermeasures) makes especially vital the place of the mechanical
time fuze which is based upon horological principles of construction.
Proximity fuzes and radar-guided missiles both have been shown vul-
nerable to a variety of electronic emissions. Therefore clockwork
movements for timing and missile inertial guidance are important if
ammunition and missiles are to reach the intended destinations and
to perform as programed.

Subcommittee commentary.-This is not disputed, but it should be
noted that our relative dependence upon electronics of all kinds is
growing, and we cannot afford to neglect these versatile potentialities,
either. This report has emphasized the speed and variety of tech-
nological changes, and new breakthroughs at any point may alter the
importance of specific products, so that our whole industrial structure
must be prepared to exploit changes.

(7) The watch industry is an important source for military end items
which require precision and skill. The microprecision skills of the
watch industry have found an important place in the production of
military component items which require close tolerance work on small
pieces. Typical is the work on aircraft instruments, mechanical time
fuzes, rear-fitting safety devices, electronic proximity fuzes, guidance
components in missiles, and small gyros for a variety of other military
purposes. Some watch manufacturing tools are convertible to turning
out nonhorological devices, and clearly a skilled work force both on
the production line and in the collection of toolmakers, tool designers,
and engineers is an important asset for these otber tasks, if they are
called upon to turn to this work. Some watch manufacturers contend
that only watch manufacturers can produce the types of military com-
ponents assigned to their companies if the job is to be done with
precision and speed, in large volume, and at low cost.

Subcommittee commentary.-Watch companies have made notable
contributions to national defense production as have many other
companies. They should be particularly well fitted to produce several
types of microprecision items, particularly of a horological nature.
But there is considerable evidence that other companies can produce
microprecision items in quantity too, and that their contributions have
been equally important to defense. The Department of Defense
reported there is no fuze component which is produced exclusively by
jeweled-lever watch companies, and only a small part of the total fuze
program is currently programed for mobilization assignment to that
segment of the industry. The research and development activities
of watch companies in the military field are of growing importance
and need the same encouragement given similar efforts elsewhere in
the economy. It is not clear that watch production as such is making
a large direct contribution to the military research; their research
divisions tend to be separately organized and staffed.

(8) It is the wage differential between Switzerland and the United
States which makes it impossible for the American watch manufacturing
industry to compete with imports, not any technological lag. One United
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States producer who also operates a factory in Switzerland contended
that comparing production methods in his two plants, a clear com-
merical advantage lay with the Swiss plant because of lower wages
in Switzerland.

Subcommittee commentary.-All trade is based upon a difference in
costs, and absolute comparisons of efficiency are neither practical nor
helpful from a national policy point of view. Our reasoning was
developed in our report on foreign economic policy of January 1956.
This is not to deny that the domestic watch producers do not -find
Swiss price competition very keen. But this is not in itself a reason
for ending this trade until we have found a higher consideration than
price competition, namely defense essentiality, should give reason for
interfering with the private business system. Despite lower Swiss
costs, American manufactured watches are able to compete in some
foreign markets.

(9) Swiss watch exports to the United States are a relatively small
part of the Swiss national income, and consequently little harm would be
done to that country if the United States takes measures to protect the
domestic industry. In any case, because Switzerland is determinedly
neutral, we have little occasion to worry about the repercussions of our
policies in Switzerland. The scare talk that higher duties on watches
will hurt United States export sales to Switzerland is not based on
facts.

Subcommittee commentary.-There is no doubt that Switzerland is
likely to remain a neutral. It is also true that the Swiss are a demo-
cratic people, and this is a time when such values are especially im-
portant. Our only commentary on the effect of reduced imports of
watches is to refer to the foreign economic policy report of this sub-
committee made in January 1956. Any reduction in imports (dollar
expenditures) is likely to have repercussions on exports (dollar
receipts), and the burden of trade restrictions is likely to fall upon our
export industries.

(10) The Swiss watch cartel poses a threat to the American manu-
facturers, and hence harms an essential industry. American producers
of watches contend it is the purpose of the Swiss manufacturers to
destroy all foreign production of watches to create a complete monop-
oly for themselves. If this is the case, and they are successful, the
dependence of at least the non-Soviet world upon this tiny neutral
country remote from our shores could be a very critical matter. It
would take many years to reestablish a jeweled-lever watch industry
based on conventional designs. During a war of limited duration
it would be almost impossible. A neutral Switzerland would be
under no obligation to supply us, and if it were either surrounded or
overrun, that production capacity would be lost to us.

The cartel might approach its goal of market domination by several
means. It might sell in this country at dumping prices below the
regular level elsewhere. Alternatively, it might sell at prices related
to production costs appropriately marked up at retail level, but be-
cause of the efficiency of the Swiss industry and the translation of
costs, including wages, at prevailing exchange rates, they would
underprice their American rivals. The cartel could of course try to
maintain its prices at artificially high levels, and the Department of
Justice has charged it with restrictive practices designed to accomplish
this. The cartel has been charged, too, with using its organized
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ingenuity to find tax avoidance routes around the protection of the
American tariff, and these will be discussed in the next subsection of
this report. Finally, the cartel is charged with attempts to limit the
export from Switzerland of their specialized know-how in the form of
plans, machinery, engineers, and skilled workers. All of these
possibilities and actualities, the domestic producers charge, represent
threats to American security.

Subcommittee commentary.-There is no real evidence that the Swiss
have attempted to sell in their most important market at a dumping
price and consequently there has been no move to assess antiduMping
penalties against watch imports. If the Swiss have held their watch
prices to artificially high levels, this affords an umbrella of protection
to American producers with higher costs. If the Swiss are able to
undersell American producers on the basis of efficiency in produc-
tion, sales acumen, and price advantage brought by exchange rate
translations, it is hard to see why this by itself makes the cartel
harmful to this country, for these are not factors related to the cartel
form of organization. Swiss cartel attempts to limit the export of
technical know-how and machinery are more serious charges if the
United States industry is less efficient than the Swiss and needs
Swiss innovations in order to catch up.

This country does not like the cartel form of organization, but can
not dictate to the Swiss in this matter. Many Americans believe
that cartels tend to limit production, raise prices, and become back-
ward in product improvement and cost savings. Considering Swiss
preeminence in horology, it would be difficult to prove the general
complaint in this instance.

We agree that the fate of the American watch industry should be
determined by its ability to meet fair competition and by the needs of
our people for specialized essential products not available elsewhere.
Maneuvers of a foreign organization operating through restrictive prac-
tices should not be allowed to determine the fate of American watch
production. On the other hand, no convincing evidence to substantiate
charges against the Swiss of cartel interference with our defense were
presented, and the attempt of domestic watch producers to make this
topic the central one of the entire hearings is judged to have had
little relevance to the real problems of defense essentiality.

(11) Watch upjeweling in this country and the importing of quality
watches marked "unadjusted" are two means used by importers to
avoid taxes levied on imported watches for the purpose of protecting an
essential American industry. The domestic producers of watches feel
that the Congress intended that watches of high jewel counts and ex-
ceptional precision be made in this country, and for that reason extra
duties are imposed on watches which are "adjusted" for accuracy,
and a very high duty on all watches with more than 17 jewels is
assessed, irrespective of other features. Watch importers on a small
scale now, but perhaps potentially on a much larger scale, convert
some imported watches to a higher jewel count or add imported self-
winding subassemblies to watches which are imported as 17-jewel
watches in running order. The domestic producers also contend that
modern watch construction methods create watches which no longer
need individual adjustment, but are still the equivalent of "adjusted"
watches within congressional intent, and they contend therefore that
an indeterminate number of adjustment fees should be assessed against
these watches upon importation.
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Subcommittee commentary.-This would seem to be another matter
not particularly germane to the problems of defense essentiality. It is
not within the province of this subcommittee to pass on pending bills
related to either of these technical matters. Only to the extent that
these tax avoidance measures, if they deserve that label, threaten
American security can they even be discussed.

Whether upjeweling is, as the domestic producers claim, a way
around the law or, as the importers insist, the normal right of any
concern to remanufacture after importation is not for us to say. It
does seem as if some of the difficulties are an outgrowth of the curious
1930 decision that watches of more than 17 jewels require markedly
different tariff treatment, and of the new consumer preference for high
jewel counts which has been fostered by high power advertising and
by the desire for special features. We found in our investigations no
technical reason for drawing this arbitrary distinction.

Similar complexities surround the relation between the congressional
intentions on watch adjustments expressed in 1930 and the situation
today when advancing technology has made it possible to build a watch
which no longer needs as much manipulation for it to keep good time
under varied conditions.

If domestic watch manufacturers are convinced that their industry
needs protection from foreign competition, their several attacks on
importers are consistent with that objective, however diverse the
reasons offered. Already they have won the withdrawal of tariff
concessions through the escape-clause action of 1954, and have found
the results from their point of view did not go far enough to restrict
imports. If they can win a processing tax on upjeweled watches, and
an indeterminate number of adjustment fees on watches which do not
need the type adjustments made in 1930 but which have similar accu-
racy, they hope to strengthen their market position compared to their
importer rivals. Since there seems no opportunity to prove that the
cartel has dumped watches here, even though Swiss watches compete
in price, they can be pleased to see the cartel attacked for holding up
prices and for limiting foreign watchmaking activities of Swiss manu-
facturers even though these restrictions help much of our domestic
watch industry. Now section 7 of the Trade Agreements Act of
1955 offers the opportunity to add a variety of restrictions if the

Office of Defense Mobilization and the President can be convinced
that national security requires these.

Certainly our watch tariff problems could be simplified if we
applied an ad valorem duty on all watches, regardless of jewel count
and form of construction or adjustment, perhaps setting absolute
lower and upper limits to this ad valorem rate. Such a tariff would
not vary so much in its protective effect with changes in price levels,
and by setting at least a minimum rate, the work of customs appraisers
would be greatly simplified. This would save us from controversies
over the present rules, and attention could be refocused on the main
issue of whether the industry does or does not need protection, and
whether if required this should be done through the tariff or by other
means. However, as a practical matter, this is not the time to amend
the 1930 Tariff Act.
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B. ARGUMENTS AGAINST ESSENTIALITY OFFERED BY IMPORTERS OF
WATCHES AND THEIR SUPPORTERS

(1) Government ifndings on watch requirements have been inconsistentand inadequately supported by clear-cut criteria. The escape clauseaction was supposed to be based upon the faltering commercialposition of the industry, but the President seems to have been influ-enced by the report on defense essentiality of the industry made bythe Interdepartmental Committee on the Jeweled-Watch Industryof the Office of Defense Mobilization in the spring of 1954. Thereare good reasons for being troubled by the logic or lack of logic onthe part of that committee in arriving at its decision.
The Department of Defense made a very complete study of militaryrequirements for watches and other products of a military natureproduced in part by the jeweled-lever watch companies. TheDepartment of Defense concluded that the need for jeweled-leverwatches in any future 3-year war would be nominal, and that if itwere necessary, sufficient watches could be stockpiled in advance.This report was not made public until almost a year later, eventhough the original report was prepared in a way which would haveallowed its declassification at the time.
In contrast, the Department of Commerce concluded in its studymade for the Office of Defense Mobilization that annual productionof at least 3 million movements was required to meet the very minimumof essential civilian needs in wartime. This, it should be remembered,does not refer to direct military requirements. The Departmentbased its estimate on the apparent shortages and inconveniences ofWorld War II, and then scaled upward the estimates on new require-ments to match the growth of population and economic activity.It is curious that the Department of Commerce minimum has beenexceeded only 2 years in our history.
The Interdepartmental Committee on the Jeweled-Watch Industryseems to have rejected much of what was concluded by the Depart-ment of Defense report, but accepted in scaled-down form theDepartment of Commerce estimates. The Committee finally sup-ported the figure of 2 million movements a year.
This movements figure seems at best a very crude measure withoutany particular inquiry into the composition of the work force required,the number of watch designs to be produced, the number of com-panies to be supported, all of which would have a bearing on thepreservation of critical skills. In fact, it looks like a compromisefigure, roughly equal to the Department of Commerce estimate cutin half and added to the Department of Defense estimate. Now ifthe Department of Commerce was correct, it was wrong for the Com-mittee to compromise on a lower figure, simply to get agreement.On the other hand, the Department of Commerce presented no evi-dence that its findings were anything more than a scaling up ofpurported watch requirements of World War II and the Koreanemergency periods. There was no evidence of an analytical processto show whether the production of 3 million watches a year in warwould have a deleterious effect on other essential production. If theskills of the jeweled-lever watch industry are so great, it would seemlikely that as in previous emergencies, their abilities would be tooimportant to use in manufacturing watches instead of fuzes, gyros,relays, and many other important devices.
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While the details of the Department of Defense study were still
kept from the public, that same spring of 1954, the new Assistant
Secretary of Defense for Supply and Logistics testified that the
jeweled-lever watch industry was essential. When the study was
finally made public, long after the escape-clause action, it was hard
to reconcile the declassified study and the public statement, despite
the assurances of the Secretary of Defense that the position of the
Department had not changed.

There is left a strong suspicion that the decision of the Interdepart-
mental Committee was dominated by domestic commercial con-
siderations rather than either defense needs or foreign policy effects.

Subcommittee commentary.-Careful reading of the Department
of Defense report on watches of 1954 and the press release of the
Secretary of Defense in 1955 makes it hard to accept that the Depart-
ment has not shifted its position. The report stated, "* * * no
special or preferential treatment for the [jeweled-lever watch] industry
is necessary." The press release of a year later stated these words
meant the jeweled-lever watch industry is equally as essential as the
pin-lever industry, both of which are important.

Considering that watches are likely once again to have a low
priority for manufacture in light of the reserve already available in
stores and private possession and the need for all precision skills in
the country for making more critical military items, it would seem
better for the Interdepartmental Committee to have studied that
aspect of the problem more completely. Then it would be possible to
explore whether watch production in peacetime is necessary to pre-
serve a pool of skills needed in war to make devices other than watches.
It would be desirable to study whether singling out the watch industry
for special treatment would do more to advance the genera] level of
precision skills available in the country than would more general
efforts in research and education and training. Certainly it is im-
portant to inquire whether special treatment of the watch industry
is likely to harm other critical industries in the United States.

(2) Other producers are equally capable of performing microprecision
manufacture essential to defense. Only the jeweled-lever watch pro-
ducers in this country are prepared to produce jeweled-lever watches,
and it would take many years to start from scratch to manufacture con-
ventional jeweled-lever watches if those plants did not exist. But
when one reviews the uniqueness of their skills for doing close tolerance
work on small items in general, the evidence is that an increasing num-
ber of other firms are also capable simply because there are increasing
demands for such products both in time of peace and in time of war.
The four jeweled-lever watch companies do not begin to have the space,
the machinery, the production line personnel, the skilled toolmakers,
or the engineers to carry the total burden of such microprecision manu-
facture for the Nation. Nor did they ever have in any past period
capacity equal to meet needs of today's magnitude. Even if they could
be so equipped, the country could not afford to concentrate strategic
and vital production to that degree in a few vulnerable plants of a
single industry. The Department of Defense has made clear that it
does not regard the abilities of the jeweled-lever watch industry in
defense production as unique, even though the industry has valuable
capacity. No major military production component is made exclu-
sively by the jeweled-lever watch industry, and only a small propor-
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tion of total fuze and rear-fitting safety device orders are programed in
the future for production by the jeweled-lever watch industry.

Importer spokesmen noted that although evidence was produced
for the record which showed that companies other than jeweled-watch
producers had production difficulties which in some instances were
overcome with help from these watch companies, this was not the
whole story. Once new firms mastered unfamiliar production prob-
lems, many of them did very well. There was evidence offered, too,
that in some instances, the domestic watch companies have been
underbid and outdone on defense work by other domestic firms, in-
cluding plants operated by importers of watches who were able to
do well without the benefit of simultaneous domestic production of
jeweled-lever watches. Nor did the watch companies volunteer for
the record any information about some of their own previous produc-
tion difficulties and rejection problems while trying to master new
products, even of a horological nature. A labor witness did allude
to watch company difficulties in producing ships' chronometers, but
there was no elaboration in the hearings. What it comes down to is
that today the demands for accuracy, speed, and large volume produc-
tion are very great, and the best of firms are hard pressed to meet
requirements.

Also striking is the changing nature of defense needs. Not only
have our methods of production moved toward automatic production
within tolerances beyond the capability of the individual skilled
worker to meet, but the rapid obsolescence of military equipment is
presenting fresh challenges. Typical today is growth of miniaturized
electronic equipment used in bombs, shells, missiles, and aircraft.
In this work, many newcomers and companies outside the horological
industry will have important contributions to make to microprecision
manufacture. Twenty years ago, it was uncommon for microprecision
work to be required outside the horological industry. By World
War II, the picture had begun to change, and since that time each
passing year is markedly in the direction of such skills becoming more
and more widespread.

Subcommittee commentary.-During the hearings, a representative
of the jeweled-lever watch industry conceded equal importance to
defense for the pin-lever watch and clock industry. The pin-lever
industry, according to evidence in the record, like everyone else, seems
to have had its share of production triumphs and failures.

We do not want to minimize the importance of microprecision
skills in manufacture required for defense purposes. Watch com-
panies have a long tradition of experience in this field, and undoubtedly
can do some operations better than their rivals. But at the same
time they cannot do everything better, and can be more than matched
in a number of vital fields. Emerging technology will pose very great
challenges on all manufacturers, whether they are watch companies
or clock companies, or outside the horological industry. Some will
do well, while others will have production difficulties. Many of the
existing engineering and toolmaking teams will continue to be in-
valuable, but newcomers will be needed, too. Some of their results,
if the past is any guide, will give the established concerns a good run
for their money.

(3) There is only a limited need for more watches in war. A labor
-representative at the hearings contended that fuze production was the
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least important work of the jeweled-lever watch industry, that funda-
mentally the basis for preservation of the industry was the production
of jeweled-lever watches. Obviously, accurate timepieces are essential
in many military operations, and the jeweled-lever watch companies
are undoubtedly the concerns best able to make such products, al-
though the importance of pin-lever watch production should not be
minimized. But the importer representatives questioned whether
watches are needed in the quantities implied by domestic watch manu-
facturers. Granted for the moment that they are, there should be
enough watches in the hands of jewelers and in the possession of the
public that could be requisitioned to meet any foreseeable needs for
watches even in a war lasting several years. Probably enough ships'
chronometers are already in storage by the Navy to meet those needs,
too. There is a further question of relative priorities. Granted that
watches are important to the conduct of war and essential civilian
operations, it does not follow that we can afford to manufacture them
in wartime. Probably most watch company facilities would be re-
quired to fulfill higher priority needs, just as was true during World
War II. Swiss production might again be available as it was in that
war, because no limited war would be likely to cut off that country.
The Swiss are likely to be.cut off only in the kind of grand holocaust
which would leave in doubt any mobilization plan.

Subcommittee commentary.-It is the ability of the jeweled watch
companies to do fuze and other defense work which leads us to suspect
that most of their capacity in an all-out emergency would be diverted
from watch production. This ability, of course, is shared with other
good firms in this country. It would seem that some of the require-
ments for watches in time of war have not been based on any real
assessment of relative priorities as urged in an earlier section of this
report. Air navigation requires high accuracy in instruments, but
nurses will harm few patients if they use pin-lever watches and electric
wall clocks for taking pulses and timing medication. We were im-
pressed by some of the pin-lever watches shown at the hearings.
Many of them would provide a sufficient degree of accuracy for most
purposes, and are enough cheaper to manufacture that even if they
wear out after a few years, their purchase price approximates the cost
of cleaning a good jeweled watch, let alone purchasing the jeweled-
lever one initially.

(4) Technical changes in watches will outmode some present concepts
of their essentiality. As has been pointed out, for about two centuries,
watches have been altered very little in design, except to make them
smaller and thinner and more stylish. Manufacture has changed,
and is changing through standardization of parts and automated pro-
duction. Self-winding watches have been made in Switzerland since
1880, and one American company now makes such watches. Calendar
and other special-feature watches are not new, but are of growing
popularity. Improvements in pin-lever watches in this country and
in Switzerland are opening up new markets of considerable size which
are only partly competitive with American jeweled watch production.

Of considerable interest for the future are the potentialities for revo-
lutionary changes in watch design. These changes may be such that
much of present watch technology will be of limited significance to the
competitive position of different watch companies. Electronic firms
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not now engaged in watch production may very well have the advan-
tage in the production of new devices of this type. Already one watch
company in this country has announced an electric watch, and the
witness from another wore an electric watch to the hearings. Testi-
mony from an importer at the hearings suggested the time is not far
distant when electric watches may in turn be replaced by purely elec-
tronic watches bearing no relation to the present watch mechanisms
except to tell time.

Such products are not yet a marketing reality, but there is little
reason to doubt that in a few years they will be. When that time
comes, any estimates in the watch industry on the size of facilities,
and manpower pools required for defense will clearly have to be re-
viewed. It suggests that the defense contribution of the watch com-
panies which is real is concerned with the production of military end
items, not watches. These defense skills should be considered on their
own merits, together with similar skills of nonhorological companies
which may be judged worth preserving. But the traditional way of
producing watches may prove in time of less importance than is true
today.

Subcommittee commentary.-It is premature to judge what the spe-
cific effect on the watch industry will be of technological chances which
are now under development and may come in the future. Certainly
these possibilities stress again the importance of versatile and high
caliber engineering and tool and diemaking talent. We must be sure
that governmental policies encourage this versatility and do not
freeze our capacity in processes which will become outmoded.

(5) All industries become essential in a major war effort. Any
maximum logistic effort will require all the machinery, skill, and ex-
perience which can be converted to saving the Nation. Shortages of
such talent will be general. It follows that if the defense essentiality
argument is to be allowed any one industry as an excuse to interfere
with legitimate peacetime trade, so too may all other industries make
pleas for protection. If such grants were to become commonplace,
we would retreat rapidly into expensive autarky and an unworkable
isolation. The pleas of individual industries cannot be taken too
seriously because they lack any common set of criteria, and view their
own contributions in a parochial way.

Subcommittee commentary.-There is the danger in some quarters
that because all industries are essential in war, any and all pleas for
trade restrictions might be entertained uncritically. We would not
go so far as to believe any part of the Government would be so naive.
We need impartial criteria which may help us to find genuine dif-
ferences in the degree of essentiality on which policy determinations
can be made and which will protect the national interest. Every
industry feels itself essential to defense because it knows that its
facilities would be employed in an all-out emergency. But there must
be selectivity on the part of Government in identifying the more
critical, bottleneck industries for special treatment, if we are not to
abandon the system of market-price allocation of resources (free
enterprise) for a centrally controlled and planned society (totalitarian-
ism). The responsibility for substituting bureaucratic judgment for
market forces cannot be taken lightly, and defense considerations must

be truly overriding.
(6) A practical test of defense essentiality might be found in the

willingness of the Department of Defense and the armed services to
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carry the costs of certain industries, including watches, as part of their
military budgets in the form of direct subsidies. There is no reason
why consumers should have to pay a high price for watches to support
a so-called essential watch industry. Further, if watch industry
research on guided-missile components is essential, the costs of such
development work should be a part of the military budget, not
obscured as part of a minimum base concept of skilled watch workers
maintained through trade restrictions. We do not ask duck hunters
to subsidize an ammunition program or the owners of television sets to
pay the costs of the DEW line'radar screen.

Subcommittee commentary.-It is quite likely that fewer military
figures would come forward to volunteer that their organizations pay
subsidy money for making civilian watches in order to maintain a
mobilization base than now come forward with generalized endorse-
ments of essentiality. This may not be the whole answer to the
problem, as implementation might prove difficult in some respects, and
more study is required. However it is paid, special treatment for an
essential industry does have its cost, and if the purpose is to aid
defense, it is a defense expense.

(7) Fresh restrictions on importation of watches justified on the basis
of defense essentiality may have repercussions which are overlooked or
disregarded by those advocating this approach to solution of domestic
watch industry problems. Most obvious is that a reduction in the
value of imports requires adjustments in the balance of payments.
Swiss purchasing power is reduced, and will be evident in lower
purchases either from the United States or in third countries which
deprived of dollar exchange will themselves have to cut purchases from
this country. To sustain the level of exports might require a heavier
burden of foreign aid to offset dollar earnings lost here. It is the
multilateral balance, not just Swiss trade with this country, which
is affected.

Secondly, fresh trade restrictions can be followed by reprisals, and
it matters little whether these are considered vindictive or merely
adjustments to a new situation. There is danger of starting a new
vicious circle of mounting controls which could be very damaging to
the goal of strengthened economic relations with friendly countries.

Subcommittee commentary.-These points are easy to accept in
principle but harder to prove statistically in particular instances
because of the complexities of economic and political relations. But
we would go a step further. Whether individual acts seem to be
justified or not within the limits of consideration reviewing authorities
have used, we sense from worldwide editorial comment, travel, and
discussion, a cumulative harmful effect which cannot be measured in
quantitative form by any regular review process. Our Government's
actions on watches, bicycles, and procurement of generators for public
power dams have been viewed apprehensively by all our friends abroad
even when they were -not directly affected by the decisions taken.
Aid for the domestic industries concerned may be required, but if it is,
a much more determined effort must be made in the future to avoid
measures which can only bring comfort to unfriendly rivals.

(8) Restrictions on imports taken to aid the domestic watch industry
will not have the effects hopedfor, at the same time that they make trouble

* for us in our foreign relations and add an unnecessary burden on other
home industries and consumers. The 1954 decision to raise the duty
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on imported watches did not solve the problems of the domestic
watch industry, nor is there any reason to suppose that further duty
hikes or other restrictions on imports would be beneficial. Consumers
will not buy expensive domestic watches which lack advanced features
in sufficient quantities to sustain a growing American jeweled-watch
industry. For the person who owns a quality domestic watch in
good working order, and who wants to buy a new watch with self-
winding or calendar or other special features, the chances are good
that such a Swiss purchase is not competitive with domestic watch
products. There are several consequences which follow from these
import restrictions, existing and proposed. In very expensive watches
the watch movement is a small part of the price anyway, and duty
changes will not affect their market appreciably, or if they do, they
are such a small part of the total market as not to affect the general
prosperity of the domestic producers. In cheaper watches, the market
would simply be lost. Many people unable or unwilling to buy an
imported watch at a low price for gift purposes will buy products other
than watches, or will buy services, to meet their gift needs. The choice
in a gift is not always between a $20 imported watch and a $35 domes-
tic watch, but more often between the $20 watch and a bracelet, or a
short train trip, or a chemistry set. Furthermore the growth of foreign
travel by Americans is becoming so great that there are a very large
proportion of people able to buy directly or through a friend a watch
purchased outside the United States tariff jurisdiction. Smuggling
of watches is not difficult either, and a high duty gives increased
incentive for tourists and transportation company personnel to bring
back watches for resale in this country.

Subcommittee commentary.-Certainly past restrictions on watch
imports have not increased the share of the market held by domestic
watch producers, and a heavier tariff burden on the higher jewel count
watches may have been a factor in the shift to the importation in larger
quantities of cheaper watches causing some difficulties for domestic
pin-lever watch manufacturers. This is arguable, but still is indicative
of the complicated results of implementing defense essentiality meas-
ures. Both a witness from the jeweled-lever watch industry and the
Department of Defense concede that pin-lever watch producers are
equally essential to defense. So we note that any increase in duties
has the tendency to shift a burden to other parts of the economy, parts
which may not previously have needed protection. But with their
position made precarious, they may be forced to ask for protection, too.
If wholesale adoption of such policies were to be the rule, it would be
an admission of a policy of virtually complete self-sufficiency which
is not in the national interest. Therefore all changes in rates should
look beyond the immediate product affected to these other industries.
Whether smuggling becomes more of a problem or whether watches
are brought back by tourists not only from Switzerland but even
from nearby Canada and Mexico, it is probable that many Swiss
watches will continue to reach the United States.

(9) There are several alternatives to trade restrictions which would
ofer more long run hope for improvement of the position of the American
watch manufacturing industry. Perhaps most important would be a
concerted drive to increase horological knowledge in this country.
Although watch repairing is taught, there is no university which
offers work in the horological sciences, in contrast to Switzerland
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where numerous institutions carry on both training and research.
The United States industry has been dependent upon Switzerland for
many of its tools and technicians and skilled workers, as well as for
jewels which are used in watch manufacture.

American actions to restrict Swiss trade in watches increases Swiss
reluctance to allow the export of their machinery and technicians not
only related to watches but in other advanced fields of technology and
engineering as well.

There is the real danger that the American industry, if it feels it
will be protected from progressive rivalry abroad, will grow com-
placent and have even less incentive for keeping up with the Swiss who
are the acknowledged leaders in advancing watch technology. Ameri-
can producers might come to expect with each Swiss advance, that
they could return to our Government for further protection.

Subcommittee commentary.-The watch companies are now in the
process of expanding their military research activities. It might be
desirable for them to make more comprehensive plans for horological
research as well, if they feel that watch production is an important
part of their defense contribution. Swiss cooperation could be im-
portant to this effort, and would be more likely to be forthcoming if
the present feuding could be ended.

(10) The real attack by the American producers of watches is not so
much upon the Swiss as upon other American businesses. The importers
imply this when they point out that only about 15 percent of the
selling price of an imported watch goes to pay for the Swiss movement.
The amount paid in taxes to our Government is in excess of the price
of the movement. The greater part of the price is spent for the total
of delivery charges, taxes, the case, the strap, and various markups
by dealers and retailers.

Subcommittee commentary.-This is a minor point, although the small
place of the cost of the movement in the retail price of a watch is
worth noting. In general though, whether most of the price goes to
other Americans or to the Swiss is not particularly germane to the
defense essentiality discussion, and should not have too much bearing
on trade policy. The subcommittee's discussion of the balance of
payments in its January 1956 report makes clear that dollars spent
abroad tend to be as useful to the domestic economy as do dollars
spent at home, and in fact, if the reason for buying abroad is based on
international division of labor, our well-being under peaceful condi-
tions is enhanced. In passing, we note the 15 percent estimate prob-
ably understates the typical Swiss share.

(11) The real basis of Swiss competition is in the superior technology
and marketing abilities of that watch industry, not low wages of Swiss
workers. Much of the American industry seems to have stagnated,
and concentrated its efforts on winning new trade restrictions or
putting research money into defense items rather than better watches.
In contrast, the Swiss have made horology a major technical science,
establishing many institutes and courses of study devoted to improve-
ment of watches. Most of the major innovations in watch design and
in watch production methods have come from the Swiss. Because
their workers are among the highest paid in Europe, it is not proper to
credit their price advantage to low wages. The Swiss also have tried
to market products which people want. They have developed a large
new market in low-priced watches which American jeweled-lever
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watch companies do not seem interested in developing. They have
also developed very expensive watches with advanced features that
the public wants and American producers have not been willing to
build into their products.

Subcommittee commentary.-Neither the domestic producer view
that Swiss labor is cheap compared with ours, not the importer view
that this Swiss labor is the highest paid in Europe can be taken as
especially pertinent to the decision on essentiality.

More to the point of competitive relations is whether the Swiss turn
out products which consumers in this country want and cannot obtain
at home either at so low a price or at any price. From an economic
point of view there is no reason why our people should not be allowed
to buy what they want. It should be noted, of course, that neither
the "escape clause" nor the "defense essentiality clause" have any
reference to the consumer interest. Escape-clause actions put the
interest of the producer ahead of the consumer, and defense essential-
ity asks the consumer to carry a part of the burden of national defense
in higher prices or less desired products.
. The subcommittee established its views on comparative wage rates

in its January 1956 report on foreign economic policy. It recog-
nized further that a case can be made for the escape clause, but that
its use can have und esirable consequences. It is establishing its
position on defense essentiality with this report.

(12) The American jeweled-lever watch industry is prosperous despite
its complaints about watch imports, and therefore is not threatened with
extinction. Most if not all of the domestic watch companies have
shown a general upward trend in earnings and assets. The company
which has had the most difficulties could not blame those troubles on
imports, and feels it has made progress in overcoming those other
difficulties now. The domestic watch companies may be having
trouble meeting Swiss competition in watches simply because they
are so busy diversifying their efforts and spreading top management
thin over military research and various other outside activities.
All of the domestic jeweled-lever watch companies are also engaged in
marketing imported watches under their own labels and some sell addi-
tionally under the labels of subsidiary companies.

Subcommittee commentary.-Both the importers and the domestic
producers seem to be agreed that the American companies will keep
their corporate identities and be able to make money. The domestic
companies claim they face serious threats from Swiss competition
because their share of the market has declined. The importers tried
to establish that although watch sales fluctuate, the domestic com-
panies have not lost ground in absolute terms, and that share of the
market is a test open to several interpretations, of which the domestic
companies have not picked the correct one. Prosperity of watch
companies of course may not guarantee their ability to do defense
essential work.

C. OBSERVATIONS ABOUT WATCHES AND THE WATCH INDUSTRY

(1) The significance of jewel bearings in watches
Although the facts are not new, the hearings did develop some

information about watches which are not common knowledge to the
public. The importance of very high jewel counts has been exag-
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gerated in the advertising of some watch producers. A finely ma-
chined watch is quite likely to have a considerable number of jeweled
bearings, which help to maintain the initial performance of the watch.
But beyond 15 or 17, in a conventional watch, added jewels have
little significance. .The remaining points at which they might be
placed are not those at which great friction is encountered. And some
very poor watches may also have high jewel counts so that this count
is not a guaranty of quality. In fact, added jewels, particularly in
small watches, may detract from their time-keeping qualities. In any
case jewels cost from 2 to 5 cents each and hardly can be much of a
factor in the price of a watch.
(2) Relation of costs of watches to their retail pricing

The retail pricing of watches bears little relation to the cost or the
quality of the movement. Watches with identical movements and
with cases and straps that cost substantially the same sell at markedly
different prices. This makes it difficult to understand the precise
effect on sales of a change in the tariff, unless the tariff rate is pro-
hibitive. This suggests that some importers probably will stay in
business short of a prohibitive tariff or embargo, and that the domestic
industry cannot expect guaranteed sales through hikes in the tariff,
prohibitive or otherwise.
(8) Statistical assessments of the watch industry and imports

There is great difficulty in drawing firm conclusions from the statis-
tical claims of either watch importers or American watch producers
as to how the market is divided between them and what the effects
of various tariff changes have been.

While there is no complete statistical proof that tariff hikes have
hurt Swiss sales in this country, still the test of logic would suggest that
such increases in duty have cut into the profits of importers and that
because the demand for watches has some elasticity, there must have
been some cutback in quantity sold, other things being equal. The
drop which did occur in sales after the President raised the tariff could
have been related to a need to cut inventories in the recession of that
year, or might have been a reaction from overordering in anticipation
of the escape-clause action, but logic would suggest the longer range
effect of the duty in any case would be adverse.

On the other hand, it is not any clearer from the statistics that
raising the tariff in 1954 resulted in improvements in the sales of the
domestic companies, although they could argue that they would have
been in poorer position but for the hike. Improving business condi-
tions in 1955 probably would have brought some boost in sales anyway.
Whether it was the tariff or happenstance, the increased importation
of pin-lever and Roskopf movements occurred as 17-jewel watches fell.
These results again suggest that higher duties on watches for adjust-
ments, and a processing tax for upjeweling would make no measurable
contribution to the strength of the domestic jeweled-lever watch
industry to aid national defense.

So long as there are several overlapping and only partially com-
petitive markets for watches and no set of existing statistics are capa-
ble of measuring the exact components of these markets, it will be
possible for the importers and the domestic producers of watches to
disagree as to the state of the market, and neither group of claims can
be disproven, even though they come to conflicting conclusions. The
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statistical significance of comparisons on share of market are impor-
tant, though, for they bear on the question of purported Swiss domi-
nation. By selecting appropriate series, it is possible to demonstrate
either that the Swiss have about 85 percent of the market for jeweled
watches, or that they have less than 50 percent of this market (by
excluding (a) special feature watches which consumers want and
domestic manufacturers are unwilling to make, and (b) cheap watches
which may contain some jewels but which in fact in quality and price
should be grouped with domestic pin-lever watches, and are non-
competitive with either domestic or imported quality watches).

IV. CONCLUSIONS AND RECOMMENDATIONS

A. GENERAL

1. National security depends upon many factors, not the least of
which is a community of economically healthy nations devoted to
living in harmony and tied together by mutually beneficial trade.

2. Mobilization thinking must encompass the possibility of many
types of wars; each class of possible emergency puts different demands
upon the economy. Mobilization thinking must go far beyond
outmoded ideas of continental defense to encompass our worldwide
interests. Furthermore, it must be adapted to the changing effects
of burgeoning technology and shifting international relations.

3. Resources are not great enough to allow for preparations to meet
every eventuality; therefore, it is incumbent upon us to allocate our
limited resources to meet the highest priority demands based not
only on the likelihood of certain events taking place, but also on the
seriousness of these events. This suggests different degrees of essen-
tiality for industries in accordance with the priority of their roles.

4. It is safest to assume that never again will we have time to
convert our industry over a period of years from a peaceful orientation
to a military one; friendly forces in being and supplies ready for use
where they will be needed throughout the world should dominate our
readiness planning.

5. Thermonuclear war would destroy civilization and possibly
mankind everywhere. It must be avoided; but until acceptable
controls are available, our primary economic defense effort must
include (a) immediate readiness to fight such a war as a deterrent
to its ever being needed, (b) survival measures of shelters, food,
medical supplies, microfilmed libraries, self-contained power sources,
and other steps to save human life and civilization if. such a war
should come despite our best efforts to avoid it, (c) worldwide contain-
ment measures, both economic and military, positive as well as
negative, to minimize the loss of our strength through attrition by
totalitarian forces which ultimately might encourage resort to a total
war of annihilation against us.

6. Wars short of thermonuclear annihilation can best be prepared
for and prevented by keeping strong striking forces of naval and
airborne units capable of reaching the scene of any peripheral out-
break soon enough to bring it under control before the conflict spreads
into general war. Economic support of this effort implies current
production and stockpiling of material needed rather than massive
conversion of industry; it also implies allies and available overseas
bases.
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7.1If ourlmajor effort includes a building of economic as well as
military containment measures, the need for using weapons may not
arise on any large scale; but such an economic effort implies closer
trade relations with other countries free of mutual suspicions of
attempts to export depressions or to insulate noncompetitive industries
from progressive rivals.

8. The economic strength of our Nation both for peace and war
requires continued capital investment in modern plants drawing
increasingly upon the new techniques of automation, and backed up
by substantial work in basic sciences plus applied research and
development.

9. Even more criticaljzis the need for a continuing and growing
supply of skilled manpower capable of meeting these new requirements.
Wise manpower policies must raise the basic level of skills by proper
long-term methods with a minimum use of short-term makeshift
solutions which in the future will prove the more costly. We must
see that those able to master these skills receive their basic training
in proper schools with the best of instructors, providing both a good
grounding in key subjects and also a breadth of understanding in and
beyond their fields of specialization. This is because adaptable en-
gineering and toolmaking talent now counts for more than slowly
acquired production-line skills.

10. National economic and industrial policy must include a system
for judging relative degrees of priority and essentiality in those fields
where public decisions dominate resource allocation. In the private
economy, we rely upon the price mechanism to make these choices as
a reflection of consumer interests. In military affairs, pricing devices
encourage efficiency but do not answer directly the major strategic
questions which require conscious judgment.

11. Freezing neither industrial capacity nor skilled manpower in
set patterns is a wise approach to insuring national security even in
the narrow sense of continental defense in an age of accelerated tech-
nological change.

12. In the very limited number of cases where the balanced assess-
ment of all factors reveals a few industries need special treatment in
the name of defense and if these are industries whose manipulation
would have international repercussions, the alternative means to aid
these industries should be weighed carefully in each individual case.

(a) Tariff increases, direct' and indirect, should be eschewed for
the burden they throw on other industries, on consumers, and on
foreign trade essential to our system of world alliances, and for the
reduced incentive to the domestic industry to increase its efficiency
or improve its products.

(b) Quotas have the same disadvantages as tariffs plus the addi-
tional difficulties of rigidity in application and favoritism in assigning
shares.

(c) Subsidies have many of the same effects as tariffs but are likely
to throw a smaller burden on consumers and to require budget con-
trols to provide for an annual review of their costs. This latter
feature is a useful one.

(d) Stockpiling of durable items not subject to obsolescence but
difficult to manufacture or to import in time of war represents a solu-
tion to some situations. But just. as the tariff should not be used to
hide a military cost, neither should military stockpiling hide a de-
pressed industry relief cost.
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(e) Standby facilities have a limited role: existing facilities which
cannot be put to current alternate use might be preserved if there is
some prospect of their being needed in an emergency; but in industries
which depend mostly on a high level of active skills, standby is not a
helpful solution.

(j) Expanded research and development is something which should
be undertaken without regard to temporary shifts in the cold war; only
a sustained effort over many years can reap the full benefits of such
an approach.

13. Since our involvement in World War II, this country has been
committed to a policy of participation in world affairs as the only pos-
sible one for a great power in an age of interdependence and of rapid
communication over all distances. This requires a foreign policy
which frankly and consistently recognizes these realities, and which
builds national security not on an outmoded and unworkable conti-
nental defense, but rather works actively to prevent war and unrest
anywhere in the world, and if war comes works to keep it as far from
our shores as possible. This requires our consistent application of
principles designed to encourage economic growth and progress through-
out all the like-minded nations of the world; whereas a timorous and
inconsistent policy with principle sacrificed to temporary expediency
will weaken true national security.

14. It is both encouraging and ominous that the Office of Defense
Mobilization has announced that the mobilization base is stronger
than at any time in our past and that studies for fighting a war which
will not touch our shores are virtually complete, but that study of
the effects of attack on this country is still in an early stage. This
can be paraphrased to mean that we are in better shape to fight the
last war than ever before, and this is a charge which has been made
against governments and military leaders many times in the past.
That such studies have been completed on one kind of war is com-
mendable, but we are disturbed that defense preparations still lag for
other classes of emergencies.

15. If the Office of Defense Mobilization were capable of assessing
all mobilization requirements speedily and accurately, there would
be no necessity for industries to make individual applications to that
agency for relief under section 7 of the Trade Agreements Act of
1955, for the ODM already has the authority under that same section
to recommend to the President restrictions to meet these needs
spontaneously. However, there is something to be said for main-
taining an avenue for redress and petition where it is suspected that
mobilization decisions are not being made in accordance with recog-
nizable, uniform criteria by the Office of Defense Mobilization and its
interdepartmental committees. There is, on the other hand, the real
danger that once the way is shown, trade restrictions in the name of
defense will really be manifestations of commercial advantage made
sacrosanct against criticisms by the aura of patriotic need, even
though the real effect is to weaken national security.

B. WATCHES

1. Watches can be made best by firms experienced in their produc-
tion, and horological devices are widely used in military operations,
but finding the best role for watch'manufacturing companies and pro-



DEFENSE ESSENTIALITY AND FOREIGN ECONOMIC POLICY 31

viding timing devices for the military services do not necessarily bring
us to recommending restrictions on importation of watches. Importa-
tion can stimulate the ingenuity and efficiency of the watch industry.

2. Watches are not likely to be produced in this country in any war
in which Switzerland is cut off from us. Under such circumstances
it is likely then that factories in both countries would be destroyed; or,
if they were not, certainly our plants would have higher priority assign-
ments to fulfill than the production of watches.

3. Failure to produce watches in wartime is unlikely to cripple us
because watch requirements of the military forces even in a 3-year
war have been markedly reduced below World R ar II standards, and
essential civilian requirements, even if they are as high as the Depart-
ment of Commerce claims, could be met by importation from Switzer-
land or alternatively by requisition from private citizens.

4. Although the concerns that make jeweled-lever watches have al-
most a unique ability to manufacture quality watches in a short period
of time, their greatest contribution is to the general pool of managerial,
engineering, and production-line skills in the manufacture of micro-
precision military end products; this skill is valuable, but it is not
unique, for an increasing number of other concerns are showing an
ability to work to equally close or closer tolerances, and to develop
complex weapons systems employing such components.

5. Protection of the watch industry by trade restrictions in the
name of defense is unwarranted because first, it will not be effective
in preserving the domestic industry, and second, it represents an un-
due burden on other industries as well as consumers. The burden on
other industries and on the trade of the free world will detract from
national security.

6. Attempts to restrict watch imports whether it is done directly
by raising duties or indirectly by reinterpreting upjeweling and adjust-
ment rules and by attacking the cartel are likely to have undesirable
side effects on our worldwide trade relations and hence on national
security far beyond any narrow gain in domestic watch production.

7. Judgments of American interest in the Swiss watch cartel should
be in terms of whether it provides our consumers with products at
lower prices and of better quality than would home or other foreign
producers; we have no valid reason for dictating the form of internal
business organizations in a foreign country.

8. Undue emphasis in advertising and in legislation on high watch
jewel counts ignores the nominal cost of jewels and small additional
benefit if any which jewels in excess of 17 confer to the maintenance
of accuracy of a watch; the consequence is complication and con-
troversy in the administration and enforcement of trade rules as well
as misleading the public.

9. The 1954 decisions on watches by the Department of Commerce,
the Interdepartmental Committee of the Office of Defense Mobiliza-
tion, and of the President were not accompanied by completely devel-
oped analysis of defense essentiality. The industry appears to have
been studied in isolation from other industries and any set of recog-
nizable criteria. We urge that new decisions taken this year be sup-
ported in the public record with a full analysis of why the decision is
taken, regardless of whether that decision is to call for more or less
restriction of the watch imports.
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10. We do not believe it is correct to emphasize the present figure of
4,000 workers engaged in producing jeweled watches as the measure
of essential skills which are being preserved. In the firstsplace, this
reveals no fixed percentage of the critical skills requiring long training
within the industry; and secondly, it ignores all the thousands of
workers employed by watch companies who are doing defense work
today. These latter workers are more obviously contributing to
defense and maintaining defense skills than those concerned primarily
with routine work on conventional watches for the commercial luxury
trade. Our goal should be to expand skills, not to restrict trade, for
the latter, negative policy will not contribute positively to American
strength or world security essential to us.

11. Two-thirds of the large requirement for jewel bearings is
occasioned by the number needed to manufacture 2 million watch
movements a year. If the watch-movement figure can be questioned
as a wartime necessity, then too, the need for jewel bearings may be
grossly exaggerated.

Additional comment by Senator Flanders:
On the whole I conceive the preceding paragraphs to

express reasonable conclusions drawn from the testimony.
There are, however, additional conclusions which could
only have been reached by the visits made to actual watch-
making plants. Of these, the most pertinent seems to me
to be the unique skills of the mechanics and technicians on
whom the watch industry depends.

In no other industry are to be found mechanics who can
build machinery of such small size and precision as is required
for the making of watch parts. In no other industry can
be found toolmakers who can produce the microscopic
cutters, taps, etc., that are fitted into these machines.

The essentiality of such skills will, I belieive, become more
evident as the months go by. The replacement of the big
vacuum tubes by the little transistors, the replacement of
large electrical relays by the tiny cartridge type, are leading
to more and more compactness in the control mechanisms
which are entering into so many phases of defense work. The
watchmaking industry is our nursery for these skills. From
this standpoint, I conceive it to be an industry essential to
the full development of defense equipment.

For many years past I have been disturbed about the lack
of enterprise in an industry which 50 years ago led the world
in the commercial production of accurate timepieces. In
the last 50 years, however, by lack of enterprise it has sur-
rendered this leadership. In my judgment its essentiality
alone entitles it to consideration.

While there are general considerations applying to essen-
tiality, yet the case of each product and of each industry
must still be considered on its own merits.

Additional comment by Representative Talle:
I feel constrained to comment on a few aspects of the

report.
It is somewhat difficult to comprehend the timorous and

despairing conclusion reached by the report in its considera-
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tion of the mobilization base. The report states that it is
difficult to accept the conclusion that an attack on this
country would be followed by a "phase two," in which
traditional mobilization base planning would have a role, i. e.,
we would be rebuilding our economy and our forces to carry
on the war with the enemy. The entire approach of the
report seems to be that we should do everything to deter or
prevent a war. But, if such war should come and if we
should be attacked, we should forget what we are fighting
for and against whom we are fighting. This is so, the report
continues, because if we were attacked we would have to
devote all our efforts to try to save some small part of
human civilization for those who survive. Presumably those
who survive would surrender unconditionally to the enemy.

I would like to point out that when Dr. Flemming testified
before this subcommittee he did not in any way disagree
with the subcommittee's conclusion that our first efforts
after an attack would be devoted to survival efforts. He
stated:

"Under such circumstances we must be prepared, during
the period immediately following the attack, to provide the
resources which would be essential for survival and rehabili-
tation."

However, at that point, he did not throw in the towel and
recommend that we reconcile ourselves to defeat. OD the
contrary, he continued: "and then, during the second phase,
we must be prepared to resume our production of military
end items."

Referring to these two "phases" he stated:
"These will not be sharply defined phases.
"(1) For example, during the first phase we should be in a

position where, for whatever period of time that phase may
last, we can complete the production of at least a few essential
military end items-items that might represent the difference
between success and failure in that first phase.

"(2) And certainly, whenever the second phase starts, we
will still be engaged in survival and rehabilitation activities.

" (3) Nevertheless, primary emphasis during the first phase
must of necessity be placed on survival and rehabilitation.

"Each of these phases would require both facilities, equip-
ment, materials, and services in being and the capacity to
produce more of them."

In other words, we must have a mobilization base for sur-
vival and rehabilitation activities and for the second phase of
a war. It is not "either or"-it is "both and." Any other
approach is essentially defeatist.

As the subcommittee well knows, the Office of Defense
Mobilization acts in cooperation with interdepartmental
committees both at the staff and policy levels. All the
resources of the Government are put to work in producing
data on which judgments are based. Surely it must be
apparent that the conclusions of the Office of Defense Mobili-
zation should be given very careful consideration.

I am also pleased to point out that the record shows that
the Officeof Defense Mobilization has not only concluded
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that there will be a second phase, but that also it has under-
taken several programs to solve problems associated with it
which in its words are "incredibly more complicated and less
subject to accurate prediction."

I would like to state that in my opinion it would be ex-
tremely harmful for and detrimental to the defense of this
country if our mobilization base planning were to be predi-
cated on the watered-down concept described in the
subcommittee report.

In its conclusion No. 14, the subcommittee states that it is
bothvencouraging and ominous that the Office of Defense
Mobilization has announced that the mobilization base is
stronger than at any time in our past and that studies for
fighting a war which will not touch our shores are virtually
complete, but that study of the effects of attack on this
country is still in an early stage. It concludes that it is
disturbed that these latter defense preparations still lag.

The Office of Defense Mobilization is to be highly com-
mended for the extensive program of expansion and stock-
piling which has been undertaken during the past few years
under its direction. That our mobilization base is stronger
than at any time in our past should be a matter of reassurance
to all of us.

Considering the tremendous day-to-day changes which
have taken place in the development of nuclear weapons and
the relatively short time in which it has been possible to plan
and prepare for attacks of this type on this country, the
progress and advances in mobilization planning which have
been made in this area have been notable.

To test the adequacy of peacetime planning for mobiliza-
tion, and to provide a training program for the executive
reserve, the ODM has been developing mobilization readiness
exercises or war games.

In June 1954 an initial test was conducted in connection
with the Federal Civil Defense Administration's nationwide
Operation Alert 1954. The second test was conducted in
November 1954. It was designed as a command post
exercise where some 25 to 30 key mobilization agencies tested
relocation and communications facilities for 6 hours.

During Operation Alert 1955, the third in this series of
exercises was held. Spanning a 3-day period, June 15-17,
Operation Alert 1955 was conducted with considerable suc-
cess. Several thousand key officials and employees relocated
during the test.

In April 1956 it conducted a test of a readiness plan, in-
volving mobilization without an attack on this country.
This test was conducted in cooperation with all the depart-
ments and agencies of the Government primarily concerned
and provided a firm basis whereby the agencies can continue
to review their programs in the light of common assumptions.

Operation Alert 1956, scheduled to begin July 20, 1956,
will be a continuation of this program on a more extensive
scale to test our most advanced plans in this area.

In those parts of the report dealing with the case study on
the watch industry the subcommittee has reached several
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conclusions the firmness of which is entirely inconsistent
with its own admonitions as to how the relative merits of
domestic defense essentiality and foreign trade should be
weighed. The report states flatly that trade restrictions
on watches in the name of defense are unwarranted and that
such restrictions damage national security by hindering our
foreign trade and imposing burdens on other domestic
industries. In the light of the subcommittee's own advice
that mobilization needs and defense essentiality must neces-
sarily be subjects of constant review and that the effects of
imports on both foreign trade and the mobilization base
must be currently weighed by the high level officials re-
sponsible for the conduct of those programs, the decisiveness
and simplicity with which we settle the complicated watch
question are likely to raise some questions about the sound-
ness of our overall recommendations.

It appears that the 1954 opinion of the ODM's Advisory
Committee on the Watch Industry with respect to the neces-
sity for preserving manpower skills was reached, after careful
study and consideration of the various national objectives
involved, by high level officials of the Departments of State,
Defense, Treasury, Commerce, and Labor and the Office of
Defense Mobilization-the kind of forum that we have
recommended for such purposes. No evidence received by
the subcommittee from representatives of these agencies has
indicated any change in that finding. Our only Govern-
ment witness, Mr. Flemming of the Office of Defense Mo-
bilization, was not queried .on the past activities of the
executive branch on this point. For this subcommittee,
without receiving testimony from those agencies, to reach a
flat conclusion that that finding was then and is now in
error puts this subcommittee in a questionable position.

ODM's Advisory Committee on the Watch Industry is a
continuing body charged with the responsibility for current
reviews of the effect of imports on the industry from the
viewpoint of national defense. Such a review is now in
progress so that before long we should have for our con-
sideration the latest facts and defense findings on this com-
plicated subject. The representation on that committee
would seem to insure that the results of that study will
represent a careful assessment of the various national security
considerations for which the departments of the executive
branch are responsible. Under these circumstances I believe
it is extremely unwise, both from the viewpoint of our own
interests and those of the public, to include in our report
determinations as to the defense essentiality of the watch
industry.
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CONFLICTING OFFICIAL VIEWS ON MONETARY
POLICY: APRIL 1956

TUESDAY, JUNE 12, 1956

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON ECONOMIC STABIIAZATION,

JOINT COMMITTEE ON THE ECONOMIC REPORT,
Washington, D. C.

The subcommittee met, at 10 a. in., in room P-38, United States
Capitol Building, Washington, D. C.

Present: Representative Wright Patman, chairman, presiding.
Also present: Grover WV. Ensley, executive director; William H.

Moore, staff economist, and John W. Lehman, clerk.
The CHAIRMAN. The subcommittee will be in order.
The Joint Economic Committee and its Subcommittee on Economic

Stabilization have a continuing responsibility to watch carefully the
workings of monetary policy, since it is one of our chief instruments
for advancing the objectives of stabilization and growth, as called for
by the Employment Act of 1946.

Moreover, as I have said in releasing the correspondence which is
the subject matter of this morning's hearing, the workings of mone-
tary policy, through its effect upon interest rates and the availability
of credit, intimately affect the lives and fortunes of every business,
every homeowner, every farmer, and every citizen.

As is generally known, the Reserve System authorities on April 13
again took steps to raise the rediscount rate. Within a few days there-
after, stories began to appear in the press, with indications that the
step had been taken contrary to the judgment and wishes of various
Cabinet members, specifically Secretaries Humphrey, Mitchell, and
Weeks, and Dr. Arthur Burns, Chairman of the Council of Economic
Advisers.

For the purpose of getting the record clear as to precisely what had
taken place, I wrote to these officials, along with Chairman Martin, of
the Board of Governors. For some reasons which I hope will be
clearer after this morning's hearing, the replies we received from
Chairman Martin, of the Board of Governors, and from the Secretary
of the Treasury fell short of being wholly responsive to the few simple,
direct questions which we had asked respecting this particular in-
cident.

Had these replies been more responsive, there would have been little
need for this morning's hearing. The occasion for this hearing is
consequently the desire of the subcommittee to obtain orally the record
which the correspondence failed to achieve.

As I have previously indicated, it is our hope that the hearing this
morning can be confined as far as possible to the several specific ques-

1



2 CONFLICTING OFFICIAL VIEWS ON MONETARY POLICY

tions propounded in my letter of May 10. The intention is that this
brief hearing at this time can avoid, so far as possible, going into the
merits and economic consequences of the action taken in raising the dis-
count rate and otherwise pursuing a tight money policy over the past
year or more.

I think it is only fair to say that these substantive aspects and the
pros and cons of the tight money policy, including this April 13
action, are subjects which are clearly within the investigative powers
of the Congress, since the Reserve System itself is an instrument to
which Congress has seen fit to delegate a portion of the powers ex-
plicitly assigned to Congress under the Constitution. The authorities
of the Reserve System must accept the responsibility for their action
under this delegation and, I must say, I have no reason to feel that
they want or try to shirk that responsibility.

That responsibility, however, cannot and ought not to be shared
with others in the executive branch. Nor ought the responsibility of
an agent be allowed to become diffused by the action of a principal too
constantly looking over the agent's shoulder. This is not to suggest
that in due course an accounting for stewardship is not to be expected
and insisted upon from an agent such as the Reserve Board and Open
Market Committee are. The time and place for that accounting will
come later after we have more evidence as to the wisdom and foresight
demonstrated by the System in continuing the tight money policy by
its April 13 action.

Since the proceedings this morning are directed primarily at pro-
viding a clear public record as to the consultations, views, and differ-
ences of opinion which have been the subject of so much recent press
comment, I would like to include at this point the memorandum which
was sent to members of the Joint Economic Committee on May 23,
transmitting the correspondence in question.

Without objection, that will be included.
(The memorandum and letters referred to follow:)

[For release morning of May 23, 1956]

CONGRESS OF THE UNITED STATES

JOINT COMMITTEE ON THE ECONOMIC REPORT

MEMORANDUM

To: Members of the Joint Committee on the Economic Report.
From: Representative Wright Patman, chairman, Subcommittee on Economic

Stabilization.
Subject: Correspondence respecting recent monetary developments.

The workings of monetary policy, through its effect upon interest rates and
the availability of credit, intimately affect the lives and fortunes of every busi-
ness, every homeowner, every farmer, every citizen.
. It is not surprising, therefore, that many people are disturbed by widespread
press stories and whisperings of conflicting opinions at responsible and official
levels concerning the wisdom of the recent action of the Federal Reserve System
in raising the rediscount rate.

On May 10, I accordingly advised members of the Subcommittee on Economic
Stabilization that I was writing the Chairman of the Federal Reserve Board
and various members of the executive department, for the sole purpose of
getting the record clear precisely as to what lies behind these press stories. The
inquiry was not intended to question the judgment of the action itself, the
internal procedures of the System, nor the propriety of outside consultation,
but merely to learn something of the conditions under which the action was
taken. The questions were specific and sought nothing more than simple, factual
replies.
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I am disappointed, therefore, and I may say, vexed at the unresponsiveness of
the replies which have been received from the very agencies which should be
most interested in providing a clear public record. The general professions of
mutual respect and best wishes for each other contained in the letters from the
Secretary of the Treasury and the Chairman of the Board of Governors are
only too obviously intended to avoid answering the 3 or 4 simple, easy-to-
answer questions concerning the specific incident which has aroused recent
public concern. From the marked similarity in the two replies one might al-
most infer that the vaunted pattern of consultation applies to the problems of
dealing with congressional mail, as well as to policy matters. The evasiveness
of Secretary Humphrey's letter is all the more remarkable since, when ques-
tioned 2 days later before the Senate Finance Committee, he admitted: "If it
had been my responsibility I would not have made-this last move."

A reading of the questions and the replies is the best evidence of this avoidance.
For that reason it seems appropriate that the full text of the exchange of cor-
respondence be released to speak for itself.

Certainly the hope expressed in the letters to the agencies, namely, that by
their replies the necessity for public hearings could be avoided, is given no
encouragement or support by the unresponsive answers. A date for hearings
will be set in due course.

CoNGREss OF THE UNITED STATES,
JOINT COMMITTEE ON THE ECONOMIC REPORT,

May 10, 1956.
Hon. WILLIAM MCC. MARTIN, Jr.,

Chairman, Board of Governors of the Federal Reserve System,
Washington, D. a.

DEAR MR. CHAIRMAN: You are no doubt aware of the press stories which have
appeared in recent days indicating exceptions taken by various members of the
Cabinet, specifically Secretaries Humphrey, Mitchell, and Weeks, together with
Dr. Arthur F. Burns, Chairman of the Council of Economic Advisers, to the
recent action of the Reserve System in raising the rediscount rate.

While it is perhaps too early to judge the merits of the conflicting viewpoints,
and it is not my intention in this letter to pursue the arguments for and against
the prevailing restrictive money policy, I am deeply concerned about the forces,
governmental as well as other, to which the Board is subjected in the perform-
ance of its duties. The record which has given rise to these press comments
should be made accurate and clear.

Preparatory to consideration of the matter by our Subcommittee on Economic
Stabilization, as chairman I am writing to the several administration officials
and to yourself. I would like to have your answers some time next week to the
following questions:

1. Is it a fact, to your knowledge, that the decision of the Board of Governors
went against the wishes of administration advisers? If so, whom?

2. What communications and representations from executive department
officials or their subordinates did the Board have before it at the time of reaching
its decision?

3. How and by whom were these representations made, to you as Chairman, to
other members of the Board, or to the Board as a body?

4. Have you or the Board had any subsequent communication, through official
or unofficial channels, from members of the Cabinet or their responsible sub-
ordinates criticizing the action which the Board has taken?

I hope that your answer, together with those from the several administration
officials, will sufficiently illuminate the facts so that we can avoid the necessity
for public hearings.

In asking you these questions, I want to assure you that we are not now seeking
to probe into the judgment of the Board in the exercise of its responsibilities.
Nor are we asking for information as to the Board vote or discussions which led
to the decision. Since, however, the Board does act as an agent in carrying out
the powers delegated to it by the Congress, I feel that it is not only proper but
necessary that we should inquire as to the nature of the influence brought to bear
upon it.

Sincerely yours,
WRIGHT PATMAN,

Chairman, Subcommittee on Economic Stabilization.
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[Same letter to Secretary Sinclair Weeks, Department of Commerce, Secretary James P.
Mitchell, Department of Labor, and Chairman Arthur F. Burns, Council of Economic
Advisers]

CONGRESS OF THE UNITED STATES,

JOINT COMMITTEE ON THE EcoNoMIc REPORT,
May 10, 1956.

Hon. GEORGE M. HUMPHREY,
Secretary of the Treasury,

Department of the Treasury, Washington, D. C.
DEAR MR. SECRETARY: Beyond referring to questions at recent press confer-

ences by the President, it is certainly not necessary here to call your attention
to the number of press comments in recent days which have noted the existence
of differences of opinion between certain administration officials, including your-
self, and the Board of Governors of the Federal Reserve System in respect to the
Board's action in raising the discount rate. I am sure you are also aware of the
widespread public concern, both before and since the so-called accord of 1951, in
the independent role of the Federal Reserve System as an agency carrying out
the delegated powers of the Congress.

It is perhaps too early to judge at this time the merits of the conflicting view-
points as to the prospects for further inflationary or deflationary pressures, and
the appropriate monetary policy in the circumstances. The record which has
given rise to this public discussion should, however, be made accurate and clear.

Preparatory to considering the matter by our Subcommittee on Economic
Stabilization, as chairman I would like, therefore, to have your answer some time
next week to the following questions:

1. Did you, and for what reasons, disagree with the action taken by the Board
of Governors?

2. Did you or your associates, and by what channels-telephone conversations,
memoranda, or meetings-communicate your views or make representation to
System officials, either Chairman Martin, the Board, other members of the
Board, or staff members?

3. Subsequent to the action taken by the Board, have you or your subordinates
communicated your criticisms to representatives of the Board other than through
the press stories purporting to state your views, either publicly or privately
expressed?

I hope that the answers which we receive from you, the other officials, and the
Board itself will sufficiently illuminate the facts so that we can avoid the neces-
sity for public hearings.

As I have told Chairman Martin in writing to him, we are not now concerned
with probing into the wisdom of the Board's decision but feel, however, that the
Congress is entitled to and must of necessity know the forces brought to bear
upon its agency in carrying out delegated powers constitutionally assigned to
the Congress.

Sincerely yours,
WRIGHT PATMAN,

Chairman, Subcommittee on Economic Stabilization.

BOARD OF GovEsRNoRs
OF THE FEDERAL RESERVE SYSTEM,

Washington, May 16,1956.
Hon. WRIGHT PATMAN,

Chairman, Subcommittee on Economic Stabilization,
Joint Committee on the Economic Report, Washington, D. C.

DEAR MR. PATMAN: This is to acknowledge your letter of May 10, with regard
to the recent action of the Federal Reserve System in raising rediscount rates.

The directors of each of the 12 Federal Reserve banks who initiated this
action, with the subsequent approval of the Board of Governors, voted for
increased discount rates prior to publication of the press stories to which
you refer. The decisions to increase discount rates were taken separately
at each of the 12 Federal Reserve banks by their respective boards, consisting
all told of 108 directors.

As you know, the Treasury and the Federal Reserve work as partners in
discharging their responsibilities. To this end there must be and there Is
constant consultation and cooperative discussion between them with respect
to economic and related problems with which both are concerned. Similarly
the Federal Reserve, in keeping abreast of developments in the economy, nec-
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essarily maintains contacts with branches of the Government other than
the Treasury. Such consultations do not, however, mean any loss of independ-
ence by the Federal Reserve in discharging the responsibilities delegated to
it by the Congress.

From time to time there are bound to be differences of judgment, of emphasis
and timing. It would be astonishing in a democracy if this were not so and
indeed it would be reason for grave concern if precautionary action had to wait
for unanimity.

There has been no departure now or at any time during my chairman-
ship from the procedure of full and frank discussion between members of
this Board and staff and officials of other interested Government agencies with
a view to discharging public responsibilities in accordance with the best ob-
tainable judgment and the independent exercise of that judgment.

Sincerely yours,
WM. MCC. MARTIN, Jr.

THE SECRETABY OF THE TREASURY,
Washington, May 15, 1956.

Hon. WRIGHT PATMfAN,
Chairman, Subcommittee on Economic Stabilization,

Joint Committee on the Economic Report,
Congress of the United States, Washington 25, D. C.

DEAR MR. CHAIRMfAN: I have your letter of May 10 and am glad to answer your
questions.

As I have testified before your committee, the Treasury recognizes fully the
independent responsibility of the Federal Reserve System for its decisions, and
as long as I have been here we have never encroached on its domain.

However, as I have also testified before your committee, I believe it is in the
best interest of the people of this country and Government operations as a whole
that there should be the fullest consultation and cooperation between the Treas-
ury and the Board. To promote this, Mr. Martin and other members of the
Board and various members of the Treasury Department, including myself, make
it a continuing practice to keep in the closest possible touch with each other to
discuss fully current conditions and prospective trends in order that each of us
may be posted as to the other's thinking and appraisal of the various influences
affecting the economy both currently and prospectively.

It is, of course, only natural that we often have some differences of judgment
arising from varying appraisals of the timing and effect of economic trends. We
both are glad to have the benefit of the other's views, as well as the views of
many other people in trying to help us reach our own independent judgments.

There is nothing in the events to which you refer that is at variance with our
regular practice.

Yours very truly,
G. M. HUmPHREY,

Secretary of the Treasury.

THE SECBETARY OF COMMERcE,
Washington, May 15, 1956.

Hon. WRlIGLT PATHAN,
Chairman, Subcommittee on Economic Stabilization,

House of Representatives, Washington, D. C.
DEAB MR. CONGRESSMAN: I have yours of May 10 and following are my answers

to your questions:
1. I did disagree with the action taken, but my disagreement was more in the

realm of "timing" than otherwise.
2. Neither I nor any of my associates have had any communication with the

Reserve Board-collectively or individually-on this subject.
3. I have not communicated any criticisms to representatives of the Board.

In fact, I actually did not criticize the Board's action in my press conference
to which you have made reference.

In this respect the press asked me the following question:
"Do you have any information on the recent increase in the discount rate's

impact on housing particularly?"
79011-56- 2
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My answer follows and I'm sure you'll agree that it was not voiced in a critical
but in a factual vein.

"Of course, that is a field I don't move into very much. I leave that to the
Treasury and the Reserve Board. Money is tight today and money is short,
and that may prove to be a handicap as we move along here."

I think this answers your three questions.
Sincerely yours,

SINCLAIR WEEKS.

DEPARTMENT OF LABOR,
OFFICE OF THE SECRETARY,

Washington, May 16, 1956.
Hon. WRIGHT PATMAN,

Chairman, Subcommittee on Economic Stabilization, Joint Committee on the
Economic Report, Congress of the United States, Washington, D. C.

DEAR CONGRESMAN PATMAN: This is in reply to your letter of May 10 in which
you request my answers to the questions regarding the recent action of the
Board of Governors of the Federal Reserve System in raising the rediscount
rate.

I did not communicate my views or make representation to System officials,
either Chairman Martin, the Board, other members of the Board, or staff mem-
bers; and to my knowledge neither have any of my associates, either before or
after the action taken by the Board.

Sincerely yours,
JAMES P. MITCHELL,

Secretary of Labor.

THE CHAIRMAN OF THE COUNCIL OF ECONOMIC ADVISERS,
Washington, May 18, 1956.

Hon. WRIGHT PATMAN,
House of Representatives, Washington, D. C.

DEAR CONGRESSMAN PATMAN: I am writing in reply to your inquiry of May 10.
In keeping with its duties prescribed by law, the Council of Economic Advisers

keeps constantly in touch with the departments and agencies of the Federal
Government that are principally concerned with economic matters. The Coun-
cil's efforts in this direction have been described in its annual reports to the
President, which have been published in recent years as appendixes to the
Economic Report of the President.

I find it necessary and important to discuss the economic situation and govern-
mental economic policies fairly frequently with Chairman Martin, among others.

You have inquired about the Federal Reserve Board's recent action with
respect to discount rates. In view of somewhat conflicting tendencies, partic-
ularly the divergent movements that have occurred of late in retail trade and
capital expenditures, I doubt the timeliness of this action. However, it must be
recognized that some uncertainty inevitably attaches to judgments on a matter
of this type.

The conversations that members of the Council have with officials of the Fed-
eral Reserve Board do not, of course, involve or raise any question concerning
the independence of the Board. This is entirely clear as a matter of both law
and policy.

Sincerely yours,
ARTHUR F. BURNS.

The CHAIRMAN. With this background, I should like to turn to my
letter of May 10 to Secretary Humphrey of the Department of the
Treasury, and ask him to respond now to the specific questions which
I asked at that time. Mr. Humphrey, if you will identify yourself for
the record, it would be appreciated, sir.
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STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF THE
TREASURY

Secretary HumPrRiY. George M. Humphrey, Secretary of the
Treasury.

The CHAIRMAN. Would you like to make any preliminary comment
of your own, Mir. Humphrey?

Secretary HUMPHREY. No, Mr. Patman. I wrote you and I thought
that I had answered your questions. If you did not feel they were
responsive, I am glad to add to them in any way, and try to answer any
questions you may have to suggest.

The CHAIRMAN. That is fne, sir. I would like to ask you, then,
first, did you, and for what reasons, disagree with the action taken by
the Board of Governors on raising this discount rate of April 13,
1956?

Secretary HUMPHREY. I thought that before it was done, that it
was unnecessary to take that action. I thought that the situation was
sufficiently in balance, and the trend was toward a sufficient balance
without taking that action, and in our discussions, as we have discus-
sions continuously, and we hear what the members of the Federal Re-
serve feel about things, and we tell them how we feel about things,
we go over the situation frequently, very frequently, together, look-
ing forward to trying to balance out how their opinions of things are,
and ours are, and we are very frank in expressing our opinions to each
other in order that each may have the benefit of the other's feelings in
determining our respective responsibilities and determining what ac-
tion we will each take for which we are responsible.

In those discussions, those conversations that we had, I had the
feeling and expressed it that no further action was required just at
that time.

The CHAIRMAN. You expressed your feeling in advance of the order
being issued, I assume?

Secretary HUMPHREY. I did. We talked about it for a number of
times, and over a rather extended period before action was taken, but
it wasn't just with respect to this. We meet frequently and we talk
about how things are going and get each other's views as to present
conditions and what future trends are.

The CHAIRMAN. Now, there were, I believe, four other increases
before this one.

Secretary HUMPHREY. Yes.
The CHAIRMAN. Over a period of what time, say?
Secretary HUMPHREY. Over a period of several months.
The CHAIRMAN. About 12 months, I believe, is that right?
Secretary HUMPHREY. About that.
The CHAIRMAN. Did you agree to those increases, the other four

increases?
Secretary HUMPHREY. I didn't agree with them. I mean there is

no such thing as agreeing from the point of view of influencing the
action. I thought their action was wise when they took it.

The CHAIRMAN. You did not object to them?
Secretary HUMPHREY. I did not.
The CHAIRMAN. Well, this time, when you did not agree, it some

way got in the press. How did it get to the press? Did you give
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it out, Mr. Humphrey, that you were not in agreement with this par-
ticular action of the Board?

Secretary HUMPHREY. I have forgotten, Mr. Patman, how we did,
what the first word about it was. Of course, it is always news if
there is a disagreement on any subject, and I really have forgotten
just how it did arise.

The CHAIRMAN. What caused me to wonder about that, is that
so far as I know you did not advise the press at the time you favored
the other four increases. On those occasions there was no publicity.

Secretary HUMPHREY. I don't know as anybody asked me. Strangely
enough, it doesn't seem to be news if people are in agreement and it
does seem to be news if they are not.

The CHAIRMAN. Well, I agree with you about that, Mr. Humphrey.
Did you or your associates, and by what channels-telephone con-

versations, memorandums, or meetings-communcate your views or
make representation to System officials, either Chairman Martin, the
Board, other members of the Board, or staf members ?

I believe you have answered that. You did communicate your
views?

Secretary HUMPHREY. I did.
The CHAIRMAN. To these different people.
Secretary HUMPHREY. On a number of occasions, and over a rather

extended period.
The CHAIRMAN. Subsequent to the action taken by the Board, have

you or your subordinates communicated your criticisms to represen-
tatives of the Board, other than through the press stories purporting
to state your views, either publicly or privately expressed?

Secretary HuxMPHREY. We have continued our discussions fre-
quently, and just as we have always done ever since we have been
here, and as we expect to continue as long as we are here. We have
discussed these matters currently, and we keep doing it currently, and
we expect to continue doing so.

The CHAIRMAN. You feel that you are communicating with them
as to the extent necessary to get your views over?

Secretary HUMPHREY. Not to get our views over at all. We ap-
prise them of what we think, and we will have the benefit of their
thinking. We each are entitled to have the benefit of the other fel-
low's thoughts in this very important field.

The CHAIRMAN. I agree with you.
Secretary HUMIPHREY. We not only have the benefit of each other's

thoughts, but we seek and we welcome the benefit of any other person's
thoughts, who is qualified and in whose judgment we have confidence.

The CHAIRMAN. This action raising the discount rate of course
meant an increase in interest rates across-the-board, did it not?

Secretary HUIIPHREY. Well, I don't know that it was this action or
not. As a matter of fact, I rather think this action followed the pres-
sure toward the increased rates rather than preceding it.

The CHAIRMAN. As Secretary of the Treasury, Mr. Humphrey, do
you consider it your duty to keep the rate as low as possible on the
national debt?

Secretary HUMPHREY. No, I don't think so. I don't think that it
would be good for the country or good for the people in it if the rate
on the national debt was depressed to an unduly low level.
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The CHAIRMAN. What factors did you consider in agreeing to an
increase in the discount rate, as you agreed in the four instances pre-
ceding the last one?

Secretary HUMPHREY. You keep saying "I agree."
The CHAIRMAN. Well, you did not object.
Secretary HUmiPHREY. This is not a matter of a deal between us.
The CHAIRMAN. I know that.
Secretary HUMPHREY. It is a matter of my feeling as to whether it

is wise or not.
The CHAIRMAN. I didn't intend to leave the impression that I sus-

pected any "deal." In any case, it is not your responsibility.
Secretary HUMPHREY. Not my responsibility, and I don't agree to it.

If they do it, and I think it is wise, or I think it may be unwise, I feel
perfectly free to express my opinion either way.

The CHAIRMAN. Don't you think interest rates generally over the
country have gone pretty high, Mr. Humphrey? Aren't you concerned
just a little bit about the great increase in interest rates across the
board?

Secretary HUMPHREY. I don't know, Mr. Patman. Interest rates,
of course, fluctuate as they should. And I think properly so, with
demand for money and, after all, you know, I think that to have
interest rates too low and over a long period of time could be a very
serious thing in this country.

We have to have, we have to try to provide in this country, have to
try to have developed-the Government does not provide it, but we
have to have-we hope that it will develop in this country that there
will be opportunities for jobs for about a million more people a year
and that is an increasing amount.

Now, in America today you cannot get a job and earn the kind of pay
that Americans earn unless somebody has saved and invested a matter
of somewhere from $10,000 to $20,000 to buy the things, to buy the
tools, to buy the other things that are required to afford the facilities,
the transportation, and all of the things, the power and all of the
things that are required to make a job to permit an American to earn
the kind of money that he now gets.

I think we went through a period in this country where the emphasis
on saving was entirely wrong, where there wasn't sufficient emphasis
on saving, and I think that it was time that that emphasis was changed,
as it has been changed, and that there should be and there will have
to be in the future a continuing emphasis on saving.

We have to obtain savings, to have savings, to buy the tools that
make the jobs that give people work in America, and I am talking
about not just factory employees, but everybody. We have to have
capital investment in order to give them the opportunity, in order to
have the facilities in the country available for them to have their jobs.

In order to have that saving, two things have to be pretty well
assured:

First, that the savings, if made, will not be destroyed, will not be
stolen by inflation. And second, that there will be some return on
those savings which induce people to save for that return rather than
to just spend their money currently, because it isn't worth anything
to save it.
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So that I think this country requires over-a long period of time a
renewed emphasis on the security of savings, and efforts to preclude
inflation, to avoid inflation, and the theft of the savings in that way,
and the incentive to save by having their savings worth something in
interest that will be paid to them if they save it.

The CHAIRMAN. You have mentioned.two things which I think are
very important, namely, savings and inflation. The reason you did
not oppose the four increases in the discount rate preceding this last
one, was I assume because you thought there was some evidence of in-
flation that needed to be dealt with.

Secretary HUMPHREY. You have continually, Mr. Patman, in this
country, and it is good that you do, you have continually changing
conditions with varying pressures-inflationary pressures on the up-
side and deflationary pressures on the downside. The ideal situation
has been, or is, when those pressures are fairly evenly balanced. That
is when you make your most progress in this country, and that is
when conditions are the best.

If inflationary pressures prevail to too great an extent, and you de-
press the value of your money and you destroy the value of savings,
you set in motion a whole chain of events which are detrimental to
the future of the country. If you let deflationary pressures prevail to
too great an extent, you set in motion a whole chain of events that are
unfortunate for the country.

So you want to go along as nearly as you can toward a balance of
the two.

The CHAIRMAN. You are just as anxious to prevent deflation as you
are to prevent inflation? You want an even balance and an even keel,
if possible.

Secretary HuMPHREY. Absolutely.
The CHAIRMAN. You mentioned both savings and inflation in one

of your statements. I think it is important that we explore that just
a little bit, if you please.

If you want to encourage savings, don't you think a mighty fine
way would be to allow more interest on time deposits? If you were to
take off the limitations under existing laws and rules of the Board of
Governors, and permit time deposits to receive as much, say, as four
per cent on savings, don't you think that would have a tendency to
retard inflation and also to encourage savings?

Secretary HuIMPHREY. Of course, anything that pays for saving
money, any incentive toward that is a good thing to have; but actually,
what we want to do is to encourage people's savings in all ways, in all
forms, and to just pick out one, as to whether a relatively minor action
in one field is desirable or not, you have to balance them all out.

The CHAIRMAN. Mr. Secretary, you know more about this in a min-
ute than I do in a week or a year but it really concerns me a great deal
that you don't feel obligated to keep the interest rate down on the
national debt.

Now, if you do not feel obligated as a representative of the people
and of the United States Government to keep the interest rate down,
who does represent the people in that capacity? Whose duty is it to
keep interest cost on the Federal debt down?

Secretary HUMPHREY. I just got through telling you, Mr. Patman,
that I don't think it is to the advantage of the people to have the
interest on the debt too low.
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I think it would be disastrous in this country if we could borrow
money for an eighth of 1 percent. I just don't think we ought to
have it.

The CHAIRMAN. You mean of course for short-term paper, like we
used to.

Secretary HuMPHREY. Long-term paper at half of 1 percent. If
that was your interest rate, just let's illustrate it by an absurdity. I
think it would be just as absurd to get the interest rates too low as
it would to have them too high. You would be in trouble either way.

The CHAIRMAN. Aren't you now considering factors which are
primarily within the purview and the duties of the Congress and
the Federal Reserve Board. I am not criticizing you for running
your business like you want to, Mr. Humphrey, but it seems to me
like you should keep your eye on the interest rate in the interest of
the taxpayers.

Secretary HUMPHREY. I am very glad to have this chance to ex-
plain to you, Mr. Patman-

The CHAIRMAN. Let the Federal Reserve and Congress look after
the general economic policies dealing with the whole country.

Secretary HUMPHREY. why I think your views are wrong, and
why I think they are unduly narrow.

It is my job also to raise the money to pay the bills of the country,
and it is my job also to collect in our taxes, and if we don't have
suitable times in the country, if we don't have good employment in
this country, and reasonably good times in this country, we won't
have any money with which to pay our bills.

Now, if I took your attitude and kept my eye solely on one item
of trying to knock the interest rate down on the debt, I might get
the interest rate down on the debt, but even if it was half of 1 per-
cent, if we didn't get taxes in enough to pay, it wouldn't do us any
good.

So it is a much broader field here to watch, to be watchful over,
and my responsibilities cover a much wider field than your question
indicates. You have to keep it all in mind, Mr. Patman. You have
to keep it all in mind.

The CHAIRMAN. But the weighing of economic advantages and dis-
advantages, the effect upon the general welfare, the people, and the
general economy are factors that the Federal Reserve Board is ex-
pressly charged with; don't you agree.

Secretary HUMPHREY. The Board has certain responsibility, and
the Treasury has certain responsibilities. We both have them, and
it is well that we both try to do the very best we can with respect to
them, and it is particularly good that we cooperate in our thinking
with respect to them.

The CHAIRMAN. All right. Now, don't you think your answer was
rather unrealistic when you suggested that we shouldn't have a long-
term interest rate of one-eighth of 1 percent? We never had that in
this country.

Secretary HUMPHREY. I was trying to illustrate the absurdity of
your position.

The CHAIRMAN. But that is using as an illustration a situation that
has never existed in this country.

11
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Secretary HIu PI'HRrY. That is the way to illustrate when the posi-
tion is taken-you can illustrate it better by carrying it to an absurdity
than in any way I ever knew of.

The CHAIRMAN. We had one-eighth of 1 percent on very short-term
securities, 30 or 60 days, but we have never had any long-term rate
less than about 2 percent; have we?

Secretary H-UMPHREY. I don't know.
The CHAIRMAN. I do not recall any long-term rates lower than 2

percent.
Secretary HUMPHREY. But when you say that I should be con-

cerned to try to push it down-
The CHAIRMAN. To a reasonable level.
Secretary HuiPvrREY. You didn't say that.
The CHAIRMAN. That is what I mean to imply. Naturally, I

wouldn't think about a devastatingly low level, or anything like that.
Secretary HuIMPHREY. Perhaps our difference then can be as to what

is a reasonable level, and what is a reasonable level depends very
largely upon times and conditions. What is reasonable today might
not be reasonable tomorrow. So that you and I would move back and
forth and if you stick to a reasonable level, and reasonable under the
conditions existing, we wouldn't be far apart.

The CHAIRMAN. I have always had the feeling that since the rate
on long-term Government bonds, is more or less the basic, wholesale
rate of interest-the cost of money-that 21/2 percent is a reasonable
rate, and probably should not go beyond that.

Secretary HU1PUHREY. I don't believe you can pin a figure that is
continuously and always a reasonable rate for money any more than
you can for the price of pork or beefsteak or eggs.

The CHAIRMNAN. That is the reason I was shocked when you set the
rate of 3 percent on a bond issue early in your administration. If you
don't mind, how did ou arrive at that 3 percent rate, Mr. Humphrey?

Whose counsel and advice did you seek, if you did seek the counsel
and advice of other persons in arriving at that 3 percent rate.

Secretary HUMPHREY. You mean on our long-term issue?
The CHAIRMAN. On the long-term issue.
Secretary HUMPHREY. As I think I have explained to you before,

Mr. Patman, we don't make interest rates. The market makes the in-
terest rates. We have securities to sell, and we sell our securities.
We sell our securities as nearly as we can at what the prevailing
markets are.

The CHAIRMAN. Do you really believe, Mr. Humphrey, that we have
a free money market in this country?

Secretary HUMPHREY. You try to sell something, and you will find
out.

The CHAIRMAN. I wish you would answer my question. Do you be-
lieve that we have a free market?

Secretary HUMNIPHREY. Certainly we have a free market.
The CHAIRMAN. In Government bonds?
Secretary HUMPHREY. Certainly. Certainly we do. No question

about it. We went for a long time under Democratic rule, when we
didn't have.

The CHAIRMAN. Of course, I am not bringing any politics into this
because I think this goes beyond politics. We are looking into the
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future over a long period of time. But in arriving at this 3 percent
rate, with whom did you confer?

Secretary HUTNPi]REY. Well, when that was-that was a year and
a half ago, or something like that. I can't tell you exactly. We at-
tempted to get all the information we can, as to market conditions cur-
rently. We have committees that we confer with. We have all sorts
of meetings for learning what is going on in the financial markets, and
we get the very best information that we can as to what the facts are,
and as to what the trends are.

We seek information, as I said before, everywhere that we can get
it, from sources in which we have confidence.

The CHAIRMAN. All right. Let me see if I can get more specific in-
formation from you. You confer with representatives of the Ameri-
can Banking Association?

Secretary HuM~PHREY. Yes.
The CHAIRMAN. You confer with representatives of the Invest-

ment Bankers Association?
Secretary HUMPHREY. That's right.
The CHAIRMAN. You confer with representatives of the life-insur-

ance companies?
Secretary HUMPHREY. Yes.
The CHAIRMAN. Do you confer with representatives of the Stock

Exchange?
Secretary HUMPHREY. No.
The CHAIRMAN. Of speculative boards?
Secretary HUMPHREY. Oh, we know a number of people. I know

a lot of people, and Burgess does-we all know a lot of people that-
for example, the president of the exchange drops in the office every
once in a while.

The CHAIRMAN. But those three groups are the ones that-
Secretary HUMPHREY. Oh no; we confer with a lot of people. We

know a lot of business people. We confer with a lot of people, and
we confer with everyone we know of in whom we have any confidence
in their judgment with respect to money markets and money-market
conditions.

The CHAIRMAN. Being more specific, Mr. Humphrey, don't you call
these people in when you are trying to arrive at a rate, like the Ameri-
can Bankers Association, and the Investment Bankers, and the life-
insurance company representative? You confer with them in your
office?

Secretary HuMJiPHREY. That's right.
The CHAIRMAN. Here in Washington?
Secretary HUMPHREY. And a lot of others.
The CHAIRMAN. You have a formal meeting f or that?
Secretary HuMnPHREY. They come down here, and we present to

them our situation; we present to them what it is that we propose to
do, the amount of financing that is required at some time in the near
future, and we get their opinion about conditions.

The CHAIRMAN. At this meeting, do you have any representatives
of the Board of Governors of the Federal Reserve System?

Secretary HUMPHREY. No. These meetings are all separate. We
meet with different groups and groups separately.

The CHAIRMAN. At different times.

79011-56-3
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Secretary HUMPHREY. At different times. But we also talk to the
Board at the same time.

The CHAIRMAN. After you have this meeting with the groups I have
indicated here, the three in particular, did you know that

Secretary HUMPHREY. We meet with others right at the same time.
The CHAIRMAN. Do you know that the representatives of the three

groups go out and confer with Mr. Martin of the Federal Reserve
Board, and before they make their recommendations to you as to what
you should-

Secretary HUMPHREY. I don't know who they talk to. I don't know
who they talk to.

The CHAIRMAN. They come back and make their recommendations
later?

Secretary HUMPHREY. Yes.
The CHAIRMAN. On setting this 3 percent rate, how many of those

3 groups agreed to the 3 percent rate?
Secretary HUMPHREY. Now, Mr. Patman, you have asked us to

come here to talk about a matter between us and the Federal Reserve
Board.

The CHAIRMAN. That's right.
Secretary HUMPHREY. Now you are talking about something a year

and a half ago. Now, let's get back to what we are talking about.
The CHAIRMAN. I think the committee has a little something to do

with that, Mr. Humphrey.
Secretary HUMPHREY. We will be perfectly glad to talk about the

other if you will tell me you want to do it, but that isn't what we are
here for now.

The CHAIRMAN. You are talking about interest and savings. This
goes into it, relates to it.

Secretary HUMPHREY. That isn't what we are here for now. You
asked us to come on this specific subject, and that is what we are
here for.

The CHAIRMAN. I want to confine it more or less to that.
We expect to have another investigation later on. We hope to go

into all of this.
Secretary HUMPHREY. All right.
The CHAIRMAN. Including the three and three-quarter-
Secretary HUMPHREY. I will be glad to refresh my recollection and

tell you specifically who said what a year and a half ago, if you will
tell me ahead of time you want to know it.

The CHAIRMAN. And the 33/4 percent, too?
Secretary HUMPHREY. Yes. If you will tell me specifically. I will

get out the files and look them up and
The CHAIRMAN. I don't know that I will ask you to name namies.
Secretary HUMPHREY. You just did.
The CHAIRMAN. I am talking about the several groups: insurance,

investment bankers, and-
Secretary HUMPHREY. Well, Mr. Patman, let me say this: I don't

know ever-it may have occurred some time, but almost never have
any of these groups been unanimous in their feelings. Almost always
there is a difference of opinion among the groups themselves. They
act-they are not acting as groups. They don't vote as groups. We
get their general expressions of opinion of 20 men. and I, as a rule, ask
every one of the 20, or every one of the 30, his individual opinion, and
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almost invariably there is a difference of opinion in that 20 or 30 peo-
ple on specific items that we are talking about, and we are glad to have
that difference, and we are glad to have the feeling of the different
people in order to measure them and to have them in mind when we
reach our own decision as to what we will do. When we decide what
we will do, it is our decision, and it isn't anybody else's.

The CHAIRMAN. Mr. Humphrey, there is some information in the
press to the effect that if this discount rate works out all right, you
won't say too much about it, and it will be all right. But if it is devas-
tating to the country and slows up business and everything, you will be
in a position to blame the Federal Reserve with it, and that it is a Dem-
ocratic Federal Reserve Board, and Mr. Martin is a Democrat.

Secretary HuMPHREY. Mr. Patman, I never passed the buck in my
life.

The CHAIRMAN. Beg pardon?
Secretary HuMPHREY. I never passed the buck in my life, and I am

not going to start now.
The CHAIRMAN. You recommended the appointment of Mr. Martin ?
Secretary HUMPHREY. I did.
The CHAIRmAN. His reappointment.
Secretary HumPHREY. Yes, sir.
The CHAIRMAN. You announced it yourself, didn't you?
Secretary HUMPHREY. And I would recommend it again today. Mr.

Martin is the best qualified man, in my opinion, in the United States
for his job.

The CHAIRMAN. Did you have the authority from the President of
the United States to make this designation?

Secretary HUMPHREY. Make what designation?
The CHAIRMAN. As Chairman of the Board of Governors of the

Federal Reserve System?
Secretary HUMPHREY. I didn't designate him. The President of

the United States did.
The CHAIRMAN. It is for a 4-year term as Chairman?
Secretary HUMPHREY. I don't remember what it is.
The CHAIRMAN. I believe you said down at the Press Club the other

day that one of the first things you did when you were appointed Sec-
retary of the Treasury was to ask Bill Martin if he would continue.
He had tendered his resignation, but you asked him if he would con-
tinue as Chairman. According to a transcript of your remarks, you
said "I did it for one reason. I did it because I thought then, and I
think now that Bill Martin is the best qualified man in the job. He
consented and took the job." I shall incorporate the full transcript of
your remarks in this connection at the conclusion of your testimony
this mnorning.

If this turns out in a way that is not in the interest of the country,
you are not going to blame the Federal Reserve Board, and you are
not going to blame Mr. Martin?

Secretary HuMAxPHREY. I have never blamed anybody for-
The CHAIRMAN. You are not going to blame the Democrats for hav-

ing the Board composed mostly of Democrats?
Secretary HumPHREY. If I found a way, I would be glad to.

[Laughter.]
The CHAIRMAN. Are you alarmed just a little bit about the tightness

of the money market now, Mr. Humphrey?
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Secretary HMDIPHREY. No, I am not.
The CHAIRMAN. You don't think that the layoffs in the automobile

industry, and the failure of the automobile dealers to sell their cars has
anything to do with the tight money market?

Secretary HuZiPHREY. Well, I think their difficulties arise from a
number of things, and I think perhaps credit had something to do with
it.

On the other hand, I think that as you look at it now, conditions are
proceeding in a very satisfactory way, and I believe that over a rela-
tively short term some of these inventory difficulties will be behind us,
and we can forget them.

The CHAIRMAN. Mr. Humphrey, I would like to have your opinion
on this question: Interest rates have been raised more than 1 percent
the last year, generally. I think you would agree to that?

Secretary HuIMPHREY. Well, I guess that's right.
The CHAIRMAN. More than 1 percent. I think that is a very safe

estimate. Well, a 1 percent interest rate across the board in a coun-
try wvhose aggregate debt, including public and private, is more than
$700 billion, would amount to about $40 per capita each year increase,
so during the last month we have had a $40 per capita increase in the
interest rates.

Now, in a family of five that is the equivalent of $200 increase in
interest rates.

Now, don't you think that by increasing these interest rates, and
thereby diverting purchasing power, $200 from a family of five, from
buying automobiles and refrigerators and appliances and other needed
comforts and conveniences of life, to the payment of interest, don't you
think that has something to do with slowing up our economy?

Secretary HUMPHREY. Mr. Patman, you are just as wrong as you
can be.

The CHAIRMAN. I hope I am.
Secretary HuMPHREY. Now, just let me show you how ridiculous

that statement is.
The CHAIRMAN. I would like to be proven.
Secretary HuEiPHREY. This debt, the great bulk of this debt is over

a term. It doesn't all expire today, and a change in interest today
doesn't change it all today.

The CHAIRMAN. Very true.
Secretary HUMPHREY. Bonds are out for 20 years and 30 years, and

there are bonds out for 40 years, and bonds that are out for 10 years,
and a change in the interest rate doesn't affect them a penny.

So you haven't had anything like what you say in the change of in-
interest, anything like it. And it can't come that way, and it is very
fortunate that it cannot, because you don't have these wide swings.

An interest rate change affects only the current borrowing at the
moment. The borrowing next week is at a different rate from this
week, and the week after that is at another rate, and all the debt which
is outstanding in the meantime which is what you are talking about is
not affected a penny because it is out at fixed rates, so you don't have
anything like what you are indicating. Your premise is completely in
error.

The CHATRMAN. Let's bring it down a little closer. You will have to
admit it will affect installment buying immediately, won't it?
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Secretary HUMPHREY. I think that installment buying has slowed
somewhat, and I think it is very good for the country that it has.

The CHAIRMAN. Now, you are going into something else.
Secretary HUMPHREY. You asked me if I thought it would do it,

and I said it would, and I thought it was good.
The CHAIRMrAN. It is slowing up installment buying?
Secretary HuMPHREY. I think that is good.
The CHAIRMAN. Of course, I don't think so, but you have as much

right to your opinion as I have to mine.
Secretary HuMIPHREY. That's right.
The CHAIRMIAN. But on installment buying, that is something where

the increase in interest rates is reflected quickly, isn't it, right now?
Secretary HUMPHREY. Yes.
The CHAIRMAN. Therefore, the poorest people in the country who

represent a large part of the purchasing power, the increase in interest
rates slows them down right quick.

Secretary HUMPHREY. Only as to new stuff they buy. It doesn't
change the interest rate on what they bought last week. Certainly
not. So you are not talking about that at all.

The CHAIRMITAN. But the installment buying, you see, the terms there
are not so long-12 months, 18 months.

Secretary HUMPHREY. That's right. The downpayment may be a
little more, and therefore the new commitment isn't quite as readily
made as this week, as it was last week.

And I think that is good. I think that it was good that some of
these installment buying, that payments on it should catch up, and
it has been catching up.

The CHAIRMAN. How do you determine whether or not installment
buying, the aggregate amount, is too high?

Secretary HUMPHREY. That is a very difficult thing, and I don't
think anybody can tell you whether it is too high, or whether it isn't
too high. I think that you can get into periods that you can see where
excesses are going on, and it is well to restrain excesses. It is good,
Mr. Patman-one of the things that slows business down and puts
people out of work in this country is the accumulation of inventory.

Now, inventory can accumulate in the hands of the public, just as
well as it can accumulate in the hands of the intermediate manufac-
threr, or somebody else. It is total unpaid inventory, total inventory
not in use.

Now, if inventory gets too great, then people stop and begin to use.
They stop buying new and begin to use that inventory. They begin
to use that inventory, the new manufacture slows down. That means
people are out of work.

So that one of the things we don't like to see, and that isn't good for
the country, is an accumulation of unused inventory. That is one of
the things that credit helps to restrain. That is, inventory accumu-
lates. If credit becomes a little tighter, it helps to restrain your ac-
cumulation of more inventory. If we just do these things, I think I
told you a couple of years ago, and Senator Douglas, that if we can
just restrain some of these excesses early, the earlier they are re-
strained, the less effect it has, the quicker they are corrected.

It is when you get to a great excess one way that you are forced into
a great excess the other way.

17
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If we can have, as we go along, a rolling readjustment, an adjust-
ment here and there, and in the other place, one at a time as we go
along, this country can continue at a high level and with lots of
employment.

If we get into great excesses in any direction, there will be a day
when there will be a lot of trouble. That is what we are seeking to
avoid.

It is by restraints, when restraints are required, and by assistance,
when assistance is required, that you try to level out and to keep a
rolling readjustment going, rather than to get into a difficult posi-
tion-you know, the higher you go the harder you fall. It is just
that simple.

The CHAIRMAN. We should guard against falling down, too, as well
as up; because deflation is just about as destructive as inflation.

Secretary HUMPHREY. Just exactly. The reason we don't want to
get too far up is because we don't want to go too far down.

The CHAIRMAN. I remember a time in this country when automo-
biles were not selling, and people were saying it is overproduction
when, looking back, it was underconsumption. People just didn't
have the purchasing power.

Secretary HUMPHREY. I read in the paper the other day that Chevro-
let automobiles were within 1 percent of the same number of cars sold
up to June 1 this year as they were last year.

The CHAIRMAN. I am not keeping up with the exact amount.
Secretary HUMPHREY. That isn't very much of a fall-off.
The CHAIRMAN. In regard to this interest rate being reflected slow-

ly, in the entire economy, I think you must admit, Mr. Humphrey,
that it is reflected rather quickly among the masses of the people who
are the low-income groups. They are the ones who buy on the in-
stallment plan all the time and charge accounts, and in addition to
that where they have home mortgages they have to refinance them
every now and then, and in refinancing they have to pay this increased
interest charge. I think that you must admit that our economy is
affected more seriously among those groups by an increase in interest
rate than the other groups are, and by reason of that would have a
tendency to slow up the economy quicker.

Secretary HUMPHREY. Well, increased interest, increased tightening
of credit terms does tend to restrict activity. There isn't any ques-
tion about it.

The CHAIRMAN. Do you know anything else that unbalances every-
body's budget except increased interest rates?

Secretary HUMPHREY. Yes, a lot of things will unbalance them a
whole lot faster than that. You lose your job-

The CHAIRMAN. You are talking about individuals ?
Secretary HUMPHREY. Sure.
The CHAIRMAN. I am talking about throughout the Nation, do you

know of anything else that will unbalance everybody's budget im-
mediately except-

Secretary HUMPHREY. Interest wouldn't unbalance the budget im-
mediately.

The CHAIRMAN. When they have to pay more interest-
Secretary HUMPHREY. They don't have to pay more interest unless

they make a new-
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The CHAIRMAN. They are spending less.
Secretary JIUMPHREY. They don't pay more unless they make a new

loan. It only affects the fellows that make new loans.
The CHAIRMAN. They are making new loans all the time, and in-

crease in interest rates, that unbalances the Federal budget, the States,
the counties, cities, political subdivisions.

Secretary Hu-MPHREY. Only when they borrow the new money.
The CHAIRMAN. Every corporation, every public utility, every part-

nership, every person, every family budget in the Nation is imme-
diately unbalanced by increase in the interest rates.

Secretary HUMPHREY. That is where you are just as wrong as you
can be, and if you leave out the word 'immeditaely" and put in 20,
30,40 years, I will agree with you.

The CHAIRMAN. But people look into the future.
Take, for instance, in the city where interest rate is going up, they

know that means increased taxes. They begin to plan for it. They
know that the telephone company is going to ask for an increase in
rates because they are paying higher interest. The gas company and
the electric utility, they know that all utilities are going to come in
and ask for an increase in rates because they are having to pay higher
interest.

Secretary HumrPREY. Well, Mr. Patman, I think this is about the
same line of talk you gave me 21/2 or 3 years ago, at the time we put out
those 31/4 percents, when you prophesied all these dire things, and we
have had a two-tenths of 1 percent change in the cost of living, so it
hasn't happened in the last couple of years.

The CHAIRMAN. Let's analyze that briefly, Mr. Humphrey. Where
has the cost of living gone? The farmer hasn't received it. While
industrial prices were going up, farm prices had to go down to keep
the cost of living on an even keel.

Secretary HUMPHREY. Very small adjustment either way.
The CHAIRMAN. If farm prices had gone up in the same way that

industrial prices went up, you couldn't say that you would be within
that 2 percent.

Secretary HuMiPHREY. I didn't say 2 percent. I said two-tenths of
1 percent.

The CHAIRMAN. You can't say 2 percent, or 5 percent, either. If
farm prices had gone up in proportion to industrial prices, so, after
all

Secretary HUMPHREY. Now, wait a minute. Have you made those
figures

The CHAIRMAN. Wait just a minute. After all, this stable price
level, if you want to put it that way, is at the expense of the farmer.

Secretary HUMPHREY. No.
The CHAIRMAN. Because as industrial prices went up, farm prices

had to go down, or that cost level would have gone up, too.
Secretary HUMPHREY. No, no. If you made up the figures, Mr.

Patman, you will find it would be a very small difference.
The CHAIRMAN. Concerning interest rates and looking into the fu-

ture, people in our country in the Southwest are not voting bonds for
public schools and roads and public improvements like they have been,
because of this high interest rate. They are having to pay up to 31/2
and 4 percent interest on securities. Now, that is a pretty high tax-
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exempt interest rate. Doesn't that disturb you a little bit, Mr.
Humphrey, that people have to pay 31/2 percent on tax-exempt bonds?

Secretary HuMrrPHREY. No.
The CHAIRMAN. How much do you think they should pay?
Secretary HumPHREY. I don't know. And what they should pay

now may not have anything to do with what they should pay 6 months
from now, or what they paid 6 months ago. It will vary. But I
think this, Mr. Patman, that we are at the highest level of employ-
ment in this country that this country has ever seen. Never have
there been as many people working in America for as high wages
as they are today. We have never had anything like it before. We
have a relatively full employment in America, a very high employ-
ment in America. We have shortages and have had over the past
several months, shortages in a great many commodities. You are
just on a balance, and it is hard to get a great many commodities.

Now, if when you are at that extremely high level, extremely high
level both of manpower and materials, you still keep moving up, what
happens is that you just bid against each other for the same things,
and you don't make more things; you just raise the prices.

So that when you get up to a very high level, and you have got
your head against the ceiling, it is well to just have it hesitate a little
bit, and not keep pushing forward to a point where all you do is in-
crease the price and not the commodities. And that is what is going
on now, and I think it is very good and very wholesome.

The CHAIRMAN. But we have to expand every year to do what you
said a while ago.

Secretary HuMPHREY. Sure.
The CHAIRMAN. To just take care of these million people.
Secretary HUiPHREY. We are expanding. We are expanding.
The CHAIRMAN. I guess about two-thirds of them each year are new

people coming on the market and about one-third of them just dis-
placed in some way or manner.

Secretary HUMPHREY. That's right, Mr. Patman, and real wages in
terms of what money will buy, and real employment in terms of peo-
ple employed are higher today than they have ever been in the history
of this country.

The CHArRMAN. What I can't understand is how we can keep on
having this degree of prosperity in expansion if we keep on increasing
the interest burden on the people unnecessarily and get more and
more, taking more and more out of their pay envelope for increases,
thereby making it impossible for them to buy more and more of the
things that they actually need.

In other words, it is diverting purchasing power, and I think there
will be a limit to it, and I think our whole economy will suffer from
it. I hope it does not.

Secretary HUMfPHREY. That is exactly what you told me 3 years ago,
when you were talking about the 31/4 percent, and for those 3 years
you have been wrong all the while.

The CHAIRMAN. I don't know whether I have been or not. Talking
about inflation, the farmers are still suffering: the small-business man
is suffering. The small-business man, I think, is in worse shape than
he has been in for a long time in this country, and I think it is one
thing that is due to the fact there is no credit available for him.
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Now, for the big man you have got the specialists, those who oper-
ate in other countries; we have the World Bank, where we put up
our part of the money, about a third; with the Export-Import Bank-
it has billions of lending power, and we put up all the money there.
We have the International Finance Corporation that you so ably rep-
resented to us to be such a thing before the Banking and Currencj Com-
mittee.

Those three agencies can take care of the big concerns. But we
have no way of helping the little man, and the little man is suffering
more now than he has ever suffered.

He has had no inflation. There is no inflation among the farmers,
no inflation among the small-business men, no inflation among the
home builders.

Secretary HUMPHREY. There isn't any inflation anywhere I know of,
and I hope we don't get it.

The CHAIRMAN. That is the matter I am talking about: Why then
all these interest rate increases?

Secretary HUMPHREY. They are helping to restrain inflation.
The CHAIRMAN. To restrain inflation?
Secretary HUMPHREY. They are helping to restrain it; yes, sir.
The CHAIRMAN. Don't you think we should keep in mind the needs

to restrain deflation, too?
Secretary HUMPHREY. I do; very definitely.
The CHAIRMAN. Well, Mr. Humphrey, you have been very kind to

come up and answer these questions today. I wish you had answered
them more fully in your letter at first. But, of course, that is your
prerogative, and you have a right to do anything you want to about it.

I would like to reserve the right, as I have before, if I have over-
looked some question I would like to ask you, I would like the privilege
of sending it down to you and ask you to answer it for this record be-
fore the record closes, if you please.

Secretary HUMPHREY. Mr. Patman, I will be glad to try to answer
any questions you want at any time.

The CHAIRMAN. You have always been very cooperative, and I
thank you.

Secretary HUMPHREY. I thank you very much.
(The excerpts previously referred to follow:)

EXCERPT FROM THE TRANSCRIPT OF REMARKS BY TREASURY SECRETARY HUMPHREY
AT PRESS CLUB LUNCHEON, MAY 24, 1956

* * * Knowing the Press Club's habit of thinking up the most embarrassing
questions they can to present, I thought maybe I would feel that I would ask my-
self some questions first, taking my own questions that I would ask and perhaps by
the time I got through answering them you would either be so tired listening, or
it would be so late the chairman would adjourn the meeting and it would be
all over.

* * * C * * *

This is my last question: Is there a controversy between the Federal Reserve
System and the Treasury?

You must admit that I have tried to ask questions that are at least subjects
of discussion.

The Federal Reserve System as a whole spreads out all over the United States.
It is made up of boards of our best citizens, a majority of whom are businessmen
in the various communities, and these communities cover the entire United States.

When you are talking about the action of the Federal Reserve System, you
79011-56--
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are talking about a widespread system of information, of opinion, of examination
of what is going on, and of knowledge of conditions in this country.

The Federal Reserve System, under our laws, is an independent system and is
responsible for certain areas of action. At some previous times in our history
the question of its independence has come into discussion. There have been
times when perhaps it has been subservient to other judgment.

Before we came here there was such a situation. It was resolved before we
came here in the reestablishment of the independence of the Federal Reserve
System in its field. Mark you, in its field.

When I assumed the responsibility of my office, I realized the close association
that would have to exist between the Federal Reserve System and the Treasury,
because our fields are so interlocked. Bill Martin was then the Chairman of the
Federal Reserve Board. One of the very first things that I did was to ask Bill
Martin if he would continue. He had tendered a resignation. I asked him if he
would continue as the Chairman. I did it for one reason. I did it because I
thought then, and I think now, that Bill Martin is the best qualified man in the
United States for his job. [Applause.]

He consented and took the job. We arranged at that time that we would have
the closest cooperation between the Federal Reserve Board and the Treasury,
each recognizing the other's field of operation and the other's independence in his
particular field.

We set up a lot of mechanics, such as meetings back and forth, weekly meet-
ings, biveekly or triweekly meetings. We have gone along in a very close associa-
tion, each presenting to the other his views, hearing his views, giving considera-
tion to the other's views, and finally deciding what he was going to do in the
field of which he was responsible and going ahead with his job. We have had
that close association, as I think you must in any situation where you are trying
to balance.

The most difficult situation is where you are trying to balance the effect of
pressures, both inflationary and deflationary pressures, not only as to what the
effects of those pressures are today but what the effect of those pressures is
going to be 3 months, 6 months, or even some longer period hence.

You are in a field of tremendous difficulty. You are in a field where nobody
can really be very sure that he is right. Worse than that, you never can know
afterwards who is right because this is a moving business. When you take ac-
tion one way you never will know, and nobody else will ever know, what would
have happened if you had taken the action the other way. There is no way to
ever check up.

All during this period we had continual discussions, continual questions back
and forth amongst our staffs, as to what action should be taken to resist both
inflationary and deflationary pressures.

By and large we have been fairly lucky in having a pretty close balance during
most of the period between these pressures. That is the finest position that the
people of the United States can be in. And it is the most difficult position for
the people who are trying to balance the pressures in any way that they can.

I will just cite for a moment what the pressures are.
We have for a period of a good many months had the highest employment

in the history of this country, the highest earnings in the history of the country,
the greatest volume of business in the history of the country. We have been
going along at this extremely high level a large part of this period, and pretty
well balanced with very little change, either deflationary or inflationary, during
this period. Very, very little change.

When you are in a period of very high employment, very high business activity,
if you try to move up to any great extent from that extremely high level, you
soon reach the place where there are not enough more materials, and there
are not enough more people, to make many more goods. If the pressure is
pushed too high under those circumstances, you get a scramble for materials
and a scramble for people and you raise costs to the general public, the cost
that the public has to pay, without giving the public anything more or better
for it.

That is an inflationary pressure that should and must, be avoided, if it can be,
because you are not getting better goods and you are not getting more goods.
You are simply paying more for them because you already are at about as high
as you can go.

If during such a period there are pressures and scrambles to increase inven-
tories, or to build inventories, or to gamble with goods against price rises, or
against material shortages, you very soon get yourselves into a position where
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you have more than your normal requirements need. Under those circumstances
as inventories accumulate they, in and of themselves, soon become a burden
and have to be liquidated. As you liquidate the inventory you curtail your
purchase of new products. Then you begin to have deflationary pressures and
you begin to lose employment and begin to get in trouble on the down side.

The Federal Reserve System, with its combined judgment of all of these
people, has been leaning, as they say, against the wind during this high period,
to prevent inflationary pressures. We have had discussions as to when they
should move, or how they should move. We very frankly always stated our
opinions to them, and they to us. We talked about it at length. Included in
those discussions are the President's economic advisers who worked with us
continually, Arthur Burns and his people, and we all expressed ourselves, and
a great deal of the time there is a difference of opinion in shades of timing and
in shades of what the pressures will be.

We work this out to a point where the Federal Reserve System exercises its
final judgment in its field and the Treasury exercises its final judgment in its
field.

This last time when the discussion was up as to whether we would make
this additional move, we had to balance not only the conditions that obtained
at the time, but the question of what those conditions are going to be sometime
hence. Very frankly I differed with Bill [Martin], and our people differed with
his people, as to the force of the pressures some time hence. Not as to the
conditions of today, but as to the force of pressures some time hence.

It seemed to us that we could already see some natural conditions that were
coming. We could see some excessive inventory in the automobile business.
We could see some excessive inventory here and there. We could see a steel
wage negotiation coming up. We could see some accumulation in that field.
We felt that the natural conditions would exert some downward pressures that
would offset these pressures upward, and that there was no further action re-
quired at that time, that it was better to go without it.

My general feeling about our economy is that the best interests of America
are served when the great majority of people in America have confidence in the
situation, when they believe that things are sound and strong, that their jobs
are reasonably secure and that good times, which we are in, are going to con-
tinue. Not necessarily peak times. I think we must distinguish that.

I think we are often apt to exaggerate when in some particular place there is
some relatively small readjustment, and think that is bad times, or that when
somebody is not breaking records all the time, that that is bad times. It is not.

When you have very high levels, you have to expect small adjustments in the
economy, and you thank the Lord that they are small and come here there and
the other place. When they are coming here and there and the other place, it
means they are not all going to come at once. When they do not all come at
once they correct themselves relatively soon and with relatively little damage.

When you have a high degree of confidence that that is the situation, you can
feel that you have pretty sound ground under your feet.

The reason I put so much stress on confidence is this: The majority of people
in America have more money to spend than just what they have to spend every
day to live on-for clothes and food and shelter. They can spend a little more,
or a little less, depending on how they feel, depending on how secure they feel-
depending on their confidence.

They can buy a washing machine or not buy. They can trade automobiles,
or go along with the one they have. They can buy a house or they can still pay
rent. With confidence you have the people going along on an even keel and
buying not just the things they need, but other things they want, the things
that are available for them to have, to keep increasing their scale of living and
to keep a strong economy and widespread activity.

If people begin to lose that confidence and they begin to curtail their activi-
ties, why you can very soon find yourself in a position where, when that fellow
decides not to buy that washing machine, it is only a little while before either
there is another washing machine in the inventory, and later there is a man
out of a job.

The most important thing in America is a job. Don't ever forget it. If you
do not have the jobs, you do not have any America. The problem for all of us
is to see, in every way that we can, that we do have jobs in America. It is jobs
in America that makes everything that we have. It makes all the goods we
have. It makes all the material things. I am not talking spiritually. I am
talking materially. Jobs make all the material things that we have. Jobs
are the most important thing in this country.
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Confidence in our financial situation and our financial management, in our
prudence, in our financial integrity, is essential to the maintenance of jobs and
lots of jobs. Therefore, I think that what we want to do is so conduct ourselves
in every way so we do not shake that confidence, so that the people feel that
we are working in the best interests of leaning against both inflation and defla-
tion, but letting the judgment of 160 million people determine what they will
buy, when they vill buy it, and what they will pay for it and have the confi-
dence to go ahead and do it.

STATEMENT OF CHAIRMAN WILLIAM McCHESNEY MARTIN, JR.,
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

TheCHAIRMAN. Mr. Martin, we are delighted to have you here.
Will you identify yourself for the record, please, sir?

Mr. MARTIN. Mr. William M. Martin, Jr., Chairman of the Board
of Governors of the Federal Reserve System.

The CHAIRMAN. Would you like to make a statement of your own,
preceding the questions to be asked?

Mr. MARTIN. I would like to, Mr. Patman. I would also like to an-
swer the 3 or 4 questions in the letter.

The CHAIRMAN. I wish you would do that first.
Mr. MARTIN. I would like to explain first that I regret very much

that you feel that our answers were unresponsive in the first instance.
There was no intention to be unresponsive. It was entirely a matter
of endeavoring to describe the modus operandi of an informal work-
ing arrangement, which is nonstatutory, for consultation and contin-
uous conversations and cooperation with the Treasury Department
and other interested agencies.

It was in that light that we made the original answers, and you state
in your statement that you suggest there is similarity between Secre-
tary Himnphreys aniswvers and my answers.

The CHAIRMAN. Yes.
Mr. MARTIN. I would like to say that I consulted with Secretary

Humphrey about this answer, because I thought it was important to
know whether he had a different concept about the Federal Reserve
System than I had.

The CHAIRMAN. Preceding your reply.
Mr. MARTIN. Preceding my reply. If he had a different concept of

the independence of the Federal Reserve System than I had, it didn't
seem to me to make any difference particularly whether I answered
these specific questions or not. So I would like you to know that I
had that consultation. We did not exchange drafts in that sense, but
I went over this matter with him to be sure that there was no conflict
whatever.

Now, there has been no feuding between the Treasury and the Fed-
eral Reserve System, and we are continuing to work on a weekly, daily
basis. and the nature of these conversations that we have are those
where we get the benefit of being able to converse weekly, daily, over
the telephone, and at any time that we feel like it, about any aspect
of monetary and credit policy, and about other operations of the finan-
cial end of the Government.

Now, it is in that light and in the fact that we have certain statutory
responsibilities given us in the Federal Reserve Act. that the Con-
gress has given us the Federal Reserve Act, which, as I frequently
say, is our trust indenture, whereby we act in a trustee capacity for the
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Congress and the people of the United States, and the Congress can
change the Federal Reserve Act.

T'he CHAIRP3AN. May I interrupt you there just to remind you of a
statement thatv went out from Washington last week by a famous
weekly publication? I will just read it to you, and see if you agree
with it, on that particular point.

Is there politics in it?-

speaking about the discount rate-
Is it due to administrative pressures for easy feeling before election? Federal

Reserve men emphatically say "No." They say they are independent of any party
or any Government administration.

Would you consider that a correct statement?
Mr. MARTIN. I would say that the Federal Reserve System, as set

up and as presently administered, is as close to a nonpolitical agency
as it is possible to have in this world. A definition of "politics" could
become very difficult at times but we are trying to do what is right in
a completely nonpolitical sense.

The CHAIRMAN. I know, but you have not answered the question.
Mr. MARTIN. I would say that the gentleman who wrote that is

wrong. That is his judgment.
The CHAIRMIAN. But you are not independent of any Government

administration. You are independent of any political party. I
would agree with you on that, but you are not independent of any
Government administration. Of course, I assume Government ad-
ministration would mean either one of the branches of the Govern-
nent, like the executive or the legislative. You are not independent

of the legislative branch of the Government, because you are an agent
of Congress.

Mr. MARTIN. We are an agent of the Congress.
Vice Chairman PATMAN. Agent of the Congress.
Mr. MARTIN. I would like to stress that in my prepared statement

that the Federal Reserve Act, as we read it
The CHAIRMAN. Before we get away from it, if you please, Mr.

Martin, pardon the interruption. In consulting all these different
people and in arriving at your conclusions, and making these far-
reaching decisions, do you confer with anybody in connection with the
Congress that is connected with the Congress?

Mr. MARTIN. From time to time I have conferred with the chair-
men of the Banking and Currency Committees, in the Senate and the
House. I do not, as a regular practice.

The CHAIRMIAN. Do you do that in regard to raising discount rates
and similar things?

Mr. MARTIN. No; I have not done that.
The CHAIRMAN. It occurs to me that you are in a position-I am

not trying to subordinate you or anything like that-but you yourself
nave said at one time that you are in the position of a servant. The
relationship as between the Congress and the Federal Reserve Board,
is more like that of a master and servant, and having that relationship,
or a similar one, wouldn't you feel that you should confer with the Con-
gress now and then about things which involve so much?

Mr. MARTIN. I am open to suggestions. I have had great question
about it, because ours is a delegated authority. We are fully respon-
sible, and accept responsibility. If something goes wrong, we expect
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to take the blame. We stand before the body politic. It could be that
you would want to have a watchdog committee, or to have a representa-
tive of the Congress attend all of our meetings, but in that event it
seems to me that since this is a continuous process that changes from
day to day, and week to week, that that representative ought to be a
full-time representative, and ought to share in the responsibility
for the decision, as well as serve on a consultative basis. The re-
sponsibility for the decision in this instance, or in other instances,
in terms of the Federal Reserve Act, lies with the Federal Reserve
Board, and we stand at the bar of public opinion and congressional
behest on that at any time.

The CHAIRMAN. May I comment briefly on that suggestion of yours,
namely, that whoever you confer with should assume some of the re-
sponsibility, if it is a representative of the Congress? You do not
expect the people with whom you confer outside of Congress to share
your responsibility, do you? You do not expect the Federal Advisory
Committee of the Federal Reserve System, for instance, to share in
your responsibility. You don't expect any of these 108 directors of the
12 Federal Reserve banks to share any of the Board's responsibility.
You take the responsibility yourself, do you not?

Mr. MARTIN. Oh, no; I expect the directors of the Federal Reserve
banks, in accord with the Federal Reserve Act, to act to accept their
share of the responsibility. As to the Federal Advisory Council, that
is a statutory body

The CHAIRMAN. That's right.
Mr. MARTIN. And where it is written into the statute that we should

confer with anybody, why, of course, we are going to do it. I am talk-
ing about statutory responsibility now.

The CHAIRMAN. Of course; you know why the Federal Advisory
Council was written in there. You know that President Wilson was
determined that bankers should not be on a policy-making board and
finally they agreed on having the bankers represented through that
Council. After Mr. Wilson died and we were in the depths of the
depression, the bankers who wanted representation on important money
management boards got it during the depression and they still have
it. That is right, isn't it?

Mr. MARTIN. The Federal Advisory Council is a part of the statute.
The CHAIRMAN. They have got not only the Federal Advisory Coun-

cil, but they have got banker representation, too, on the Open Market
Committee.

Mr. MARTIN. Not banker representation on the Open Market Com-
mittee unless-this is a favorite discussion between you and me-your
reference is to the fact that the original recommendation comes from
the board of directors of a given bank that includes certain directors
who are bankers.

The CHAIRMAN. I once asked you to find out how many of the class
B directors own interests in banks. Didn't your questionnaire dis-
close that a maj ority of them were bankers?

Mr. MARTIN. I don't think a majority.
The CHAIRMIAN. That is the impression I go from the information

from your Board.
Mr. MARTIN. I think I could resubmit for the record that state-

ment. I would be very glad to do it, but there were a few that do have
interest in banks, though there are very few.
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The CHAIRMAN. The information I got was majority.
Mr. MARTIN. I will put that statement in the record of this hearing,

if that is desired.
(The statement referred to is as follows:)

Information with respect to the ownership of bank stock by class B directors
of Federal Reserve banks was furnished at the request of Mr. Patman for the
record at the hearings before the Committee on Banking and Currency of the
House of Representatives on H. R. 9285-Direct Purchases of United States Obli-
gations by Federal Reserve Banks-on February 27 and 29, 1956. The following
is taken from page 25 of those hearings:

"The law does not prohibit class B directors of Federal Reserve Banks from
being stockholders of banks. In order to respond to the request of Mr. Patman
and Mr. Multer, therefore, it was necessary to ask each Federal Reserve bank
to obtain a statement from each of its class B directors of the amount of bank
stock now owned and whether there had been any change in ownership during
the past 3 years or since their election as directors, whichever is the shorter
period.

"Under the law, there are 36 class B directors of Federal Reserve banks (3 for
each of the 12 banks). At the time of this inquiry there was 1 vacancy, and it
was not possible to obtain the information from 2 of such directors who were
on extended trips and could not be reached.'

The remaining 33 class B directors own stock of banks as follows:
"Sixteen own no bank stock and have owned no bank stock since their elec-

tion as directors.
"Eleven own less than one-half of 1 percent of the stock of any 1 bank.
"Three own less than 2 percent of the stock of any 1 bank.
"One owns 2Ve percent of the stock of 1 bank (130 of 6,000 shares).
"One owns 13 percent of the stock of 1 bank (3,900 of 30,000 shares).
"One owns 1569o percent of the stock of 1 bank (312 of 2,000 shares).

"Four of the directors had increased their holdings of bank stock within their
term of office for the past 3 years. The increased holdings of three resulted
from stock dividends or the exercise of rights in connection with an increase
in capital. Only one represented an increase in proportionate ownership. None
of the 17 owning bank stock has decreased his holdings since his election as
director."

The CHAIRMAN. Thev are elected bv bankers. Out of the board of
directors in New York-and it is the same in each Federal Reserve
district-6 of the 9 directors are elected by the banks. Now, whoever
they select, of course, I consider that banker representation has selected
them. You think that because some of them are not bankers that

Mr. MARTIN. I think because they are insulated-and I am glad to
have an opportunity to put this statement in the record, because I
think if there is anything not in consonance with the Federal Reserve
Act, nobody wants to know it quicker than we do.

The CAIRBMAN. All right, sir. Pardon the interruption, Mr. Mar-
tin. You may proceed.

Mr. MARTIN. Would you like me to read this statement ?
The CHAIRMAN. If you prefer.
Mr. MARTIN. Then I will answer these questions very briefly at the

end.
Your letter of June 4, advising me of the time for this public hear-

ing, and the subcommittee's statement of June 7 for the press, state

'Since that time the vacancy has been filled and the information from the two directors
referred to has been obtained as follows:

One director owns eighty-two hundredths of 1 percent of the stock of one bank.
One owns 1I percent of the stock of one bank (300 of 20,000 shares, which has been

reduced from 350 shares within the past 3 years).
One owns 3% percent of the stock of one bank (200 of 6,000 shares) and 10 percent

(100 of 1,000 shares) of another bank. There has been no change in his holdings during
the past 3 years.
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that you are interested at this time in procedural matters surrounding
the recent increases of the discount rate at Federal Reserve banks, and
that you wish to leave for a later date questions as to the merits and
wisdom of the action itself.

Your decision not to go immediately into the merits or demerits of
this particular action seems to me a wise one. As you know, the Fed-
eral Reserve Act specifies a procedure for reporting annually to the
Congress, whose agent we are, on the policy actions of the Reserve
Board, and of the Federal Open Market Committee.

A wider understanding of these procedures is very desirable. Ac-
cordingly, this statement will set forth an elementary outline of organ-
ization and procedure and will include a statement relative to the 108
directors of the 12 Federal Reserve banks, who, under the Federal
Reserve Act, have initial responsibility for determining discount rates
at their respective institutions.

I list the name and the directors at the back of the statement.
The CHAIRMAN. You list those that were class 3 directors that owned

the stock in banks?
Mr. MARTIN. No, but I will supplement this statement with other

material to meet the request which has just come up.
Discussion and full disclosure of monetary policy and action are,

of course, essential. The effects of a given step in the development of
monetary policy, however, are difficult, if not impossible, to gage in
the short run.

Montetary policy is a fluid, not a static, process. Each separate
action is usually a supplemental or complementary step in develop-
ment of an overall pattern of policy.

Policies are shaped from day to day by a connected series of separate
actions, with constant adaptations to the ever-changing factors and
forces in the vast economic fabric of the country.

Therefore, it would be illogical and misleading to lift out of context
a given step in the process. Debate close to the time of action does
not afford a broad enough perspective, particularly when judgments
as to timing or as to the economic outlook differ.

Under circumstances of diverse trends, hesitancy and delay in taking
monetary action might result if those responsible for action were ex-
pected to explain publicly and defend any given step of a continuing
or changing pattern, before the economic indicators were so unmistak-
ably clear as to support a unanimity of judgment.

The annual reports to Congress required by law are sufficiently re-
moved fromn the time the various actions are taken to afford a broader
perspective as to their wisdom or lack of it. Thus, a better, calmer
appraisal is probable than is apt to be the case if judgments are made
a round the time action is taken.

The CHAIRMAN. May I ask you a question on that one?
Mr. MARTIN. Certainly, sir.
The CHAIRMAN. I know that your reports are invariably delayed.

Instead of making a report right at the end of December, you usually
make the report about-when?

Mr. MARTIN. We have been usually doing it around March or early
April, because

The CHAIRMAN. We don't usually get them, or at least I haven't
been getting them early. I had this in mind, about the first of June
or first of July.
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Mr. MARTIN. We have done better than that, and I am making every
effort administratively to get them up earlier. I hope next year to
get it in in early March.

The CHAIRmAN. Since you mentioned that here, it was wise to have
the decision, the announcement of the decision delayed, I thought
maybe it was deliberately done.

Mr. MARTIN. No, sir; absolutely not.
A wider understanding of these procedural processes which you are

studying today should lead to a better public understanding of policy
action, what they aim to accomplish, and what they can and cannot
do. There is, of course, no magic in Federal Reserve, monetary, or
other governmental measures that will assure perpetual and evenly.
distributed economic health. Maladjustments, imbalances, excesses in
some sectors and shortages in others are inevitable; but partial read-
justment should not be postponed, at the risk of increasing the general
ailments.

Monetary policy is a standard, though limited, remedy for some
ills.

The discount rate particularly can be greatly overrated as a cause
or cure. Open market operations, discount rate changes, and re-
serve requirement changes are the closely interrelated parts of Federal
Reserve monetary mechanism. Confusion often arises because we are
apt to talk about the three parts of this mechanism as if we were
offered a choice among three separate means of easing or tightening
credit.

All three must operate together-in a continuing pattern, the sup-
ply of reserves always being basic. Open market operations and re-
serve requirements affect that base. Discount rates do not affect
the volume of that base, but only the cost of reserves. It is therefore
misleading to think of the three components as if they were alterna-
tives to be used independently of each other. They must be used to-
gether.

The use of one component rather than another at a particular mo-
ment is explained by the fact that, by its nature, each has a different
impact. Reserve requirements are the bluntest of the three, having
the heaviest impact because they directly affect all member banks in
varying degree and release or absorb very large sums. Changes in
reserve requirements are best suited to broad basic adjustments, and
the impact of such changes is often modified by subsequent Federal
open market operations.

Open market operations are best suited to day-to-day adjustments,
for they can be used to release or impound small or large sums of re-
serves in accordance with current conditions. In this way, what have
aptly been called "high-powered dollars" are added to or taken out
of the reserves of the banking system.

It is most important to note here that contrary to a widespread mis-
understanding, the Federal Reserve System does not use the reserves
deposited with it by the member banks to buy Government securities.

The CHAIRMAN. On that point, Mr. Martin, you remember that
a representative of the American Bankers Association insisted one
time in answering my question before the Banking and Currency
Committee of the House that these deposits were used to buy Gov-
ernment securities. Every year I questioned them, and the American
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Bankers Association representatives adhered to their former.inist-
ehce. Fin~ally, last yea.r they wrote me a letter and stated I vas right
and they were wrong. I have never published that letter, but I think
I should. 'I am glad-you brought it out. -

Mr. MARTIN. I think that was very. helpful, your bringing out that
error.

For this purpose the Reserve. System creates money, and.additional
reserves are thus put at the disposal of member banks on which loans
and investmn~nts can be pyramided at a ratio of about 6 to 1. 'That
is why the money created to make such purchases is spoken of as "high-
powered dollars.

Discount rate changes, in respect to frequency of use, are less fre-
quent than open market sales and purchases, but- more. frequent' than
reserve requirement. changes. -For* example, the arates of ;discount
were revised downward twice in 1954, during a.'comparative1y- short
and mild business downturn and have been revised upward -5 times:
over the Jast 12 or 13' months as the dconomy Sfose ftoward.its pro-
duction capacity, and demand for credit strained the limits of supply.

,The initiative -as to discount rates- rests fwith- -the directors'at each
of the 12 banks. They meet regularly, different Reserve'banks hav-
ing different days, in some instances, for directors' meetings'; but each
bank acts every 14- days, either to reestablish -or change its existing.
discount rate. The action taken, whether. to' continue -the -same or to
change the rates;'is immediately reported to-the Board,6f Governors,
and acted upon at a regular or special Board meeting.

Since System procedure is based on organization, it seems relevant
and appropriate to outline briefly the way in which the Reserve Sys-
tem is organized. It is essentially a regional system, made up of 12
Reserve banks with 24 branches, and having a total of 260 directors.
The Board of Governors has responsibility for coordinating policy
of the 12 banks. and in some instances supervises operations as well.

The Federal Reserve Act spells out, in detail; how the directors
of the banks and branches are to be chosen. At the head offices, there
are 9 directors, 6 elected by member banks. You are correct in that.

Three-class A, in the law-are chosen from local member banks, so
grouped as to provide representation for the larger, medium-sized,
and smaller banks in each district. And the bulk of the member banks
are, in fact, small businesses, engaged in serving small businesses in
their communities. Three-class B-are required to "be actively en-
gaged in their district in commerce. agriculture, or some other indus-
trial pursuit." The first 3 may be considered as lenders, the second
3 may be looked upon as representatives of borrowers. The remaining
three-class C-are chosen by the Board of Governors with a view
to providing a still broader representation, and they cannot be bankers.
Of the class C directors, the Board of Governors designates one as the
chairman and another as the deputy chairman for each Reserve bank.

The CHAIRMAN. May I interrupt you there? You state here that
class C directors cannot be bankers. but I believe the law requires them
to be men of tested banking experience.

Mr. MARTIN. That's correct, as to the chairmen.
The CHAIRMAN. They must have been bankers recently?
Mr. MARTIN. Oh, no.
The CHAIRMAN. They must be of tested banking experience.
Mr. MARTIN. It is banking in the broad sense.
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The CHAIRMAN. I am not making any point, except to say that the
whole board is topheavy with bankers.

Mr. MARTIN. Well, we have for example, Mr. James R. Killian, Jr.,
who is the president of the Massachusetts Institute of Technology,
one of those selected as a class C director. He has been very faithful,
and a fine director.

The CHAIRMAN. I am not saying anything against any of them.
Mr. MARTIN. I know that. I just wanted to point that out.
In this blending of public and private participation, the act vests

the regional banks with as large a degree of autonomy as is feasible
in an organized system. While each president and first vice president
of a Reserve bank is initially selected by the local directors for a term
of 5 yearsi the selections are subject to approval by the Board of Gov-
ernors, a procedure that,, in my judgment, gives these officers a very
desirable freedom from domination by the Governors, the directors, or
by others.

The CHAIRMAN. Mav I ask vou. about the Open Market Committee:
on this particular action, Mr. Martin? The Open Market Committee
manager is. selected by the 9 directors of the New York Bank, 6 of
whom'were selected by the banks in that Federal Reserve District. Is,
that correct?

Mr. SMARTIN. New York Federal Reserve Bank?
The CHAIRMAN. That is the only one, of course, that has a manager.
Mr. MARTIN. That's right.
The CHAIRMIAN. The Board of Governors approved him?
Mr. MARTIN. That's right.
The CHAIRMAN. That person who has that very important place

handling the operation, open market operations; is not directly re-
sponsible to you, is he. When I say "you," I mean of course the
Board of Governors. He is responsible to the New York Federal Re-
serve Bank?

Mr. MARTIN. He is responsible to the bank, but the bank is acting
as an agent of the Open Market Committee.

Now, on this point, in our ad hoc subcommittee report, which we
have discussed frequently, it has been my feeling that the selection of
the manager should be by the Open Market Committee, and then the
directors of the New York bank should approve the selection rather
than having it in reverse. That is the wiser approach, in my judg-
ment.

The CHAIRMAN. Wouldn't you go further, Mr. Martin, and say that
the bankers should be off the Open Market Committee, and that the
Open Market Committee-should be composed of the Board of Gover-
nors here in Washington and the whole open market operation moved
to Washington?

Mr. MARTIN. No; I wouldn't go that far.
The CHAIRMAN. You wouldn't go that far? All right.
Mr. MARTIN. Similarly, the functions of the System are distributed.

Thus reserve requirements are the sole responsibility of the Federal
Reserve Board. Open market operations are the responsibility of
the Federal Open Market Committee, a statutory body consisting of
the 7 members of the Reserve Board and the 5 Reserve bank presi-
dents. And the law specifies that all the presidents shall serve on the
Committee at intervals. Discount rates are a joint responsibility of
the Reserve Board and the Reserve bank directors.
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The CHAIRMAN. May I interrupt you there, and you say the law
specifically says that these are at intervals? Isn't there an exception,
a very important one, that the president of the Federal Reserve Bank
of New York is always a member?

Mr. MARTIN. That's correct.
The CHAIRMAN. This is incorrect to that extent.
Mr. MARTIN. Well, not so far as my comment here is concerned with

the fact that all the presidents serve on the Committee at some time.
The CHAIRMAN. At intervals, but indicating that they skip, 1 year

on, 2 years off, which of course is true.
Mr. MARTIN. Not true in the case of New York.
The CHAIRMAN. In New York they are permanent members.
Mr. MARTIN. They are permanent members under the law.
These provisions have been carefully thought out in the legislative

process and have worked reasonably well in practice. I do not mean
to say that the System is perfect-it is not-but I am confident that
the Congress would not wish to make important changes in it without
thorough study and deliberation.

Although the discount rate is fixed periodically by each bank sub-
ject to the Board of Governors' approval, in the actual granting of
discount accommodation to individual member banks, the Federal
Reserve bank directors act on their own initiative and responsibility,
free from intervention or pressures by the Board of Governors or by
other Reserve banks. These directors are always in close touch with
conditions in their districts, and the discount operations, including the
rates, take account of local economic needs and trends. At the same
time, through the constant stream of intercommunication among gov-
ernors, directors, presidents, and their staffs, all who have respon-
sibilities in the System, are in touch with and advised of the economic
picture nationally and the needs of the overall economy.

The CHAIRMAN. May I interrupt you there, too, Mr. Martin?
Although these directors have all this power and the responsibility

of fixing these rates, you can veto any rate you want to, can't you?
Mr. MARTIN. The law gives us that authority.
The CHAIRMAN. Gives you that power. In other words, they can

talk about it and decide on it, but if you want to change it, you can
do it.

Mr. MARTIN. The final authority rests with us.
The CHAIRMAN. In the Board right here in Washington.
Mr. MARTIN. In the Board right here.
The CHAIRMAN. That's right.
Mr. MARTIN. Through the medium of frequent meetings of the Fed-

eral Open Market Committee-meetings are held every 3 weeks
or oftener as circumstances require-there is an interchange of eco-
nomic information and operational experience that keeps Board mem-
bers and the Reserve bank presidents and directors informed on the
course of the economy, both regional and national.

I would like to point out here that the airplane has been a very great
help to us.

The CHAIRMAN. What has?
Mr. MARTIN. The airplane has been a very great help to us, in that

the president of the San Francisco Reserve Bank hasn't missed a
meeting in months-since February, I think, although I didn't check
this exactly. That wouldn't have been possible 10 years ago, or at least
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it would have been very difficult, so swift transportation has been help-
ful to the operation of this Committee.

As discount policy is closely interwoven with open market policy, it
is among the important subjects discussed at the frequent meetings of
the Federal Open Market Committee, and the presidents of the Re-
serve banks generally express their individual views as to whether
they feel they should recommend to their boards of directors changes
in discount rates. A consensus may emerge from the round table dis-
cussion, but-and this is important to bear in mind-there is no effort
on the part of any member of the committee to dictate to any individual
Reserve bank, its president or directors what those rates should be.

The CHAIRMAN. On that point, I think it is germane to ask you
about this last increase in the discount rate which was passed on, I be-
lieve, by 10 or 11 of the banks, the same day.

Mr. MARTIN. That Board approval was given 11 banks on the same
day. The reason for that was that we held up to give-but let me give
you the sequence: The first bank to come in with a recommendation
was the Atlanta Reserve Bank. The second bank to come in was the
Philadelphia bank. We knew that the following Thursday-April
12, the day, as it happened, that the discount action was announced
-there would be some meetings of quite a number of banks. On
Wednesday, April 11, preceding the Thursday date-as I pointed out,
these banks have different meeting dates, and no effort was made to
pressure anybody to go along and do anything-and the San Fran-
cisco bank came in.

The CHAIRMAN. You don't mean to say you were not conferring
with them at different times?

Mr. MARTIN. On this discount rate change?
The CHAIRMAN. Yes, sir.
Mr. MARTIN. We conferred in the Open Market meeting, which

preceded it, but we did not confer with them individually as they
went along.

The CHAIRMAN. In the Open Market Committee preceding the
actions of the different boards vou had discussed it, and you had agreed
it might be a good thing?

Mr. MARTIN. No; we didn't come to any agrement. We had a full
discussion of it in which it was indicated that several of the banks
might go up.

The CHAIRMAN. It was not wholly unexpected?
Mr. MARTIN. Not wholly unexpected, but I was by no means cer-

tain. I did know that two banks were coming in with different rates,
that they would come in at rates different from the others.

The CHAIRMAN. Were they justified, or authorized in reaching that
conclusion, that it would meet with the approval of the Board, if
they did raise these rates?

Mr. MARTIN. They knew that it would be considered by the Board
promptly, and having participated in the Open Market Committee
meeting, they had reason to believe that there was gradually crystal-
lizing in the System a view that a higher rate might be desirable.

That there should be differences-as evidenced at the moment by
different rates in two of the districts-reflects not only different judg-
ments, but also the absence of dictation or undue influence. This, I
believe, is the way in which this function was expected to be performed,
based primarily on the judgments of directors familiar with local
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conditions, and with coordination effected through the Board of Gov-
ernors.

Finally, let me point out that discount rates are the interest rates
paid by member banks, when they borrow from their district Federal
Reserve bank. It should be emphasized that such borrowing is in-
tended to meet only temporary needs of member banks for reserve
funds, and not long-term needs geared to the normal growth of the
economy, or to the annually recurring seasonal requirements of com-
merce, industry and agriculture in the 12 districts. Reserves neces-
sary for. such general and repetitive purposes are predetermined as
closely as possible by the Federal Open Market Committee and ordi-
narily supplied by Federal open market operations or occasionally
by the Board of Governors through changes in reserve requirements.

In arriving at policy decisions, great care is taken to obtain and
evaluate all relevant views, including, of course, the views of officials
of the Government who have responsibilities in the economic field.
These consultations frequently develop differences of view. That is to
be expected. Our final decision, however, under the law, must be our
own and represent, as closely as human relations can, our judgment
on the direction of action that will contribute most to the public
welfare.

Following is a list of the Federal Reserve bank directors and their business
affiliations:

DISTRICT 1-BOSTON
Class A:

Lloyd D. Brace, president, the First National Bank of Boston, Boston, Mass.
Harold I. Chandler, president, the Keene National Bank, Keene, N. H.
Oliver B. Ellsworth, president and trust officer, Riverside Trust Co., Hart-

ford, Conn.
Class B:

Milton P. Higgins, president, Norton Co., Worcester, Mass.
Frederick S. Blackall, Jr., president and treasurer, the Taft-Peirce Manufac-

turing Co., Woonsocket, R. I.
Harry E. Umphrey, president, Aroostook Potato Growers, Inc., Presque Isle,

Maine.
Class C:

James R. Killian, Jr., president, Massachusetts Institute of Technology,
Cambridge, Mass.

Robert C. Sprague, chairman and treasurer, Sprague Electric Co., North
Adams, Mass.

Harvey P. Hood, president, H. P. Hood & Sons, Inc., Boston, Mass.

DISTRICT 2-NEW YORK
Class A:

John R. Evans, president, the First National Bank of Poughkeepsie, Pough-
keepsie, N. Y.

Ferd I. Collins, president and trust officer, Bound Brook Trust Co., Bound
Brook, N. J.

Howard C. Sheperd, chairman of the board, the First National City Bank
of New York, New York, N. Y.

Class B:
Lansing P. Shield, president, the Grand Union Co., East Paterson, N. J.
John E. Bierwirth, president, National Distillers Products Corp., New York,

N. Y.
Clarence Francis, director, General Foods Corp., New York, N. Y.

Class C:
Jay D. Crane, vice president, Standard Oil Co. (New Jersey), New York,

N. Y.
Forrest F. Hill, vice president, the Ford Foundation, New York, N. Y.
Franz Schneider, consultant to Newmiont Mining Corp., New York, N. Y.
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DISTRICT 3-PHILADELPHIA
Class A:

Wm. Fulton Kurtz, chairman of the executive committee, the First Pennsyl-
vania Banking & Trust Co., Philadelphia, Pa.

W. Elbridge Brown, president and trust officer, Clearfield Trust Co., Clear-
field, Pa.

Lindley S. Hurff, president and trust officer, the First National Bank of
Mjilton, Milton, Pa.

Class B:
Warren C. Newton, president, 0. A. Newton & Son Co., Bridgeville, Del.
Bayard L. England, president, Atlantic City Electric Co., Atlantic City,

N. J.
Charles E. Oakes, president, Pennsylvania Power & Light Co.,- Allentown,

Pa.
Class C:

Lester V. Chandler, professor of economics, Princeton University, Prince-
ton, N. J.

William J. Meinel, chairman of the board, Heintz Manufacturing Co., Phil-
adelphia, Pa.

Henderson Supplee, Jr., president, the Atlantic Refining Co., Philadelphia,
Pa.

DISTRICT 4-CLEVELAND
Class A:

J. Brenner Root, president, the Harter Bank & Trust Co., Canton, Ohio.
Edison Hobstetter, president and chairman of the board, the Pomeroy Na-

tional Bank, Pomeroy, Ohio.
King E. Fauver, director, the Savings Deposit Bank & Trust Co., Elyria,

Ohio.
Class B:

Alexander E. Walker, chairman of the board, the National Supply Co.,
Pittsburgh, Pa.

Joseph B. Hall, president, the Kroger Co., Cincinnati, Ohio.
Charles Z. Hardwick, executive vice president, the Ohio Oil Co., Findlay,

Ohio.
Class C:

John C. Virden, chairman of the board, John C. Virden Co., Cleveland,
Ohio.

Frank J. Welch, dean and director, College of Agriculture and Home Eco-
nomics, University of Kentucky, Lexington, Ky.

Arthur B. Van Buskirk, vice president and governor, T. Mellon & Sons,
Pittsburgh, Pa.

DISTRICT 5-RICHIMOND

Class A:
J. K. Palmer, executive vice president and cashier, Greenbrier Valley Bank,

Lewisburg, W. Va.
Daniel W. Bell, president and chairman of the board, American Security &

Trust Co., Washington, D. C.
Joseph E. Healy, president, the Citizens National Bank of Hampton, Hamp-

ton, Va.
Class B:

W. A. L. Sibley, vice president and treasurer, Monarch Mills, Union, S. C.
Robert 0. Huffman, president, Drexel Furniture Co., Drexel, N. C.
L. Vinton Hershey, president, Hagerstown Shoe Co., Hagerstown, Md.

Class C:
Alonzo G. Decker, Jr., executive vice president, the Black & Decker Manu-

facturing Co., Towson, Md.
D. W. Colvard, dean of agriculture, North Carolina State College of Agri-

culture and Engineering, Raleigh, N. C.
John B. Woodward, Jr., chairman of the board, Newport News Shipbuilding

& Dry Dock Co., Newport News, Va.

DISTRICT 6-ATLANTA

Class A:
Roland L. Adams, president, Bank of York, York, Ala.
W. C. Bowman, chairman of the board, the First National Bank of Mont-

gomery, Montgomery, Ala.
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William C. Carter, chairman and president, Gulf National Bank, Gulfport,
Miss.

Class B:
A. B. Freeman, chairman of the board, Louisiana Coca-Cola Bottling Co.,

Ltd., New Orleans, La.
Pollard Turman, president, J. M. Tull Metal & Supply Co., Inc., Atlanta,

Ga.
Donald Comer, chairman of the board, Avondale Mills, Birmingham, Ala.

Class C:
Harllee Branch, Jr., president, Georgia Power Co., Atlanta, Ga.
Henry G. Chalkey, Jr., president, the Sweet Lake Land & Oil Co., Lake

Charles, La.
Walter M. Mitchell, vice president, the Draper Corp., Atlanta, Ga.

DISTRICT 7-C.lHICAGO
Class A:

Vivian W. Johnson, president, First National Bank, Cedar Falls, Iowa.
Walter J. Cummings, chairman, Continental Illinois National Bank & Trust

Company of Chicago, Chicago, Ill.
Nugent R. Oberwortmann, president, the North Shore National Bank of

Chicago, Chicago, Ill.
Class B:

William A. Hanley, director, Eli Lilly & Co., Indianapolis, Ind.
Walter E. Hawkinson, vice president in charge of finance, and secretary,

Allis-Chalmers Manufacturing Co., Milwaukee, Wis.
William J. Grede, president, Grede Foundries, Inc., Milwaukee, Wis.

Class C:
J. Stuart Russell, farm editor, the Des Moines Register and Tribune, Des

Moines, Iowa.
Bert R. Prall, 558 Ridge Road, Winnetka, Ill.
Carl E. Allen, Jr., president, Campbell, Wyant & Cannon Foundry Co.,

Muskegon, Mich.
DISTRICT 8-ST. LOUIS

Class A:
William A. McDonnell, president, First National Bank in St. Louis, St.

Louis, Mo.
Phil E. Chappell, president, Planters Bank & Trust Co., Hopkinsville, Ky.
J. E. Etherton, president, the Carbondale National Bank, Carbondale, Ill.

Class B:
Louis Ruthenburg, chairman of the board, Servel, Inc., Evansville, Ind.
Leo J. Wieck, vice president and treasurer, the May Department Stores

Co., St. Louis, Mo.
S. J. Beauchamp, Jr., president, Terminal Warehouse Co., Little Rock, Ark.

Class C:
M. Moss Alexander, president, Missouri Portland Cement Co., St. Louis, Mo.
Joseph H. Moore, farmer, Charleston, Mo.
Caffey Robertson, president, Caffey Robertson Co., Memphis, Tenn.

DISTRICT 9-MINNEAPOLIS
Class A:

Harold N. Thomson, vice president, Farmers & Merchants Bank, Presho,
S. Dak.

Harold C. Refling, cashier, First National Bank in Bottineau, Bottineau,
N. Dak.

Joseph F. Ringland, president and chairman of the board, Northwestern
National Bank of Minneapolis, Minneapolis, Minn.

Class B:
John E. Corette, president and general manager, Montana Power Co., Butte,

Mont.
Ray C. Lange, president, Chippewa Canning Co., Inc., Chippewa Falls, Wis.
Thomas G. Harrison, president, Super Valu Stores, Inc., Hopkins, Minn.

Class C:
Leslie N. Perrin, director, General Mills, Inc., Minneapolis, Minn.
0. B. Jesness, head, department of agricultural economics, University of

Minnesota Institute of Agriculture, St. Paul, Minn.
F. Albee Flodin, president and general manager, Lake Shore, Inc., Iron

Mountain, Mich.
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DISTRICT 10-KANSAS CITY
Class A:

W. L. Bunten, president, Goodland State Bank, Goodland, Kans.
Harold Kountze, chairman of the board, the Colorado National Bank of

Denver, Denver, Colo.
W. S. Kennedy, president and chairman of the board, the First National

Bank of Junction City, Junction City, Kans.
Class B:

K. S. Adams, chairman of the board, Phillips Petroleum Co., Bartlesville,
Okla.

Max A. Miller, livestock rancher, Omaha, Nebr.
E. M. Dodds, chairman of the board, United States Cold Storage Corp.,

Kansas City, Mo.
Class C:

Oliver S. Willham, president, Oklahoma Agricultural and Mechanical Col-
lege, Stillwater, Okla.

Joe W. Seacrest, president, State Journal Co., Lincoln, Nebr.
Raymond W. Hall, vice president and director, Hallmark Cards, Inc.,

Kansas City, Mo.
DISTRICT 11-DALLAS

Class A:
W. L. Peterson, president, the State National Bank of Denison, Denison,

Tex.
Sam D. Young, president, El Paso National Bank, El Paso, Tex.
J. Edd McLaughlin, president, Security State Bank & Trust Company, Ralls,

Tex.
Class B:

John R. Alford, industrialist and farmer, Henderson, Tex.
D. A. Hulcy, chairman of the board and president, Lone Star Gas Co., Dallas,

Tex.
J. B. Thomas, president and general manager and director, Texas Electric

Service Co., Fort Worth, Tex.
Class C:

Hal Bogle, rancher and feeder, Dexter, N. Mex.
Robert J. Smith, chairman of the board and president, Pioneer Aeronau-

tical Services, Inc., Dallas, Tex.
Henry P. Drought, attorney at law, San Antonio, Tex.

DISTRICT 12-SAN FRANCISCO

Class A:
M. Vilas Hubbard, president and chairman of the Board, Citizens Com-

mercial Trust & Savings Bank of Pasadena, Pasadena, Calif.
Carroll F. Byrd, president, the First National Bank of Willows, Willows,

Calif.
John A. Schoonover, president, the Idaho First National Bank, Boise, Idaho.

Class B:
Alden G. Roach, president, Columbia-Geneva steel division, United States

Steel Corp., San Francisco, Calif.
Reese H. Taylor, president, Union Oil Company of California, Los Angeles,

Calif.
Walter S. Johnson, chairman of the board, American Forest Products Corp.,

San Francisco, Calif.
Class C:

A. H. Brawner, chairman of the board, W. P. Fuller & Co., San Francisco,
Calif.

Philip I. Welk, president, Preston-Shaffer Milling Co., Walla Walla, Wash.
Y. Frank Freeman, vice president, Paramount Pictures Corp., Hollywood,

Calif.

Now, I would like to supplement, if I might, Mr. Patman, turning
to your letter, a comment on why I made the answer I did to your first
letter, which I am sorry was not clear to you.

I would like to point out that since I have been in the System,
we have tried to operate in the most effective way possible consistent
with the act.
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Now, in 1935 the Comptroller of the Currency, and the Secretary
of the Treasury, were removed by statute from the Board of Gov-
ernors. They were on it up to that time, and they were voting
members.

Now, since that time there has been no formal statutory provision
outlining consultation or conversation. When we had President Tru-
man and Secretary Snyder we had a working relationship where I
conferred with Secretary Snyder every single day of the week. After
Secretary Humphrey came in, with the administration of President
Eisenhower, Secretary Humphrey and I have conferred every Mon-
day. And on Wednesday, the lunches which were started at the time
that you are familiar with-from our hearings, the time of the Treas-
sury-Federal Reserve accord, those lunches have been continued. The
only difference in this administration has been that where Assistant
Secretary Bartelt was the ranking Treasury official at most of the
lunches during the Truman-Snyder regime, Under Secretary Burgess
has been ranking luncheon guest during the Eisenhower-Humphrey
regime.

The CHAIRMIAN. I think it is appropriate to ask you here, Mr. Mar-
tin: Do you feel like that Mr. Humphrey is the delegated person by
the President of the United States for you to confer with?

Mr. MARTIN. No.
The CHAIRMAN. You don't refer to him or think of him then as one

designated by the President. You don't confer with him by reason
of any designation by the President?

Mr. MARTIN. The President has never mentioned any delegation of
that sort to me, but I confer with Secretary Humphrey quite naturally
because debt management and monetary policy are very closely inter-
related. Senator Douglas, who I am sorry isn't here today, used to
say, "Good fences make good neighbors." Now, we have tried to work
out a relationship on monetary and credit policies and debt manage-
ment. I have insisted that in addition to the Senator's comment, and
you have heard me a number of times, that we need a revolving door
to go through to make it effective. That is the type of relationship
that we tried to work out.

These conversations that we have frequently over the telephone on
a regular weekly basis, and sometimes on a daily basis, as I have indi-
cated to you, have no agenda, no memorandum of what the conversa-
tions are at the time, and they are completely informal. I change my
mind from time to time; the Secretary changes his mind from time
to time.

I have discussed matters with Chairman Burns of the Council of
Economic Advisers on exactly the same basis.

In.other words, we have tried to get the maximum benefit of an in-
formal working relationship, which is continuous.

The CHAIRMAN. I want to ask you a question, following up what I
have just asked you.

Who asked you to serve, continue on as Chairman, Mr. Humphrey or
President Eisenhower?

Mr. MARTIN. Well, let me put it this way: The reputed tender of
resignation is not quite accurate. It was known to some people that I
had received an offer that was attractive to me near the end of the
previous regime, and that I had testified before your committee, the
Patman committee, that since the change in the Banking Act of 1935.
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which changed the Reserve Board Governor and Vice Governor to
Chairman and Vice Chairman, designated by the President, that I was
inclined to believe, if you will recall that testimony, that the desig-
nation of Chairman on a 4-year basis was intended to make it possible
for an incoming President to designate or appoint his Chairman.

The CHAIRMAN. That's right.
Mr. MARTIN. As it has worked out, it hasn't happened that way be-

cause I was serving the unexpired portion of Mr. McCabe's term, and
he was serving an unexpired portion of another term, so that the time
aspect hasn't quite fitted in with that position.

When I had indicated privately to several people who knew of this
that I was perfectly agreeable to act in accord with the position I had
taken, if I were a persona non grata-now, I did not know at the time
who the new Secretary of the Treasury would be. In the course of
time, several advisers of the President-elect-later to be advisers of the
President-informed me that they hoped I would not be precipitous
in tendering a resignation.

I never tendered a resignation. Secretary Humphrey came in. He
urged me, as he testified, to stay, and I told him I would stay, and sub-
sequently I met with the President, President Eisenhower, and ex-
pressed to President Eisenhower the same position that I am express-
ing to you, and the President asked me to remain.

The CHAIRMIAN. Now, do you consider that you have a 4-year term,
commencing when?

Mr. MARTIN. Well, you see, my term changed. My term as a mem-
ber of the Board of Governors expired on January 31, 1956.

My designation as Chairman of the Board expired April 1, 1955.
President Eisenhower sent for me in early March of 1955, and in-

formed me that he would like to redesignate me as Chairman. I was
very flattered and pleased, and said I would serve. He indicated to
me that it was possible that my term would end January 31, 1956, and
I said, Well, I wouldn't want you to be obligated to me, or me to be
obligated to you, Mr. President.

Now, subsequently, I was reappointed, as you know.
The CHAIRMAN. At the same time, if you had not been reappointed,

you could not have served on as Chairman, that is obvious.
Mr. MARTIN. I would have dropped out automaticaly.
The CHAIRMIAN. So your term will expire 4 years from March 1955?
Mr. MARTIN. that's correct.
The CHAIRMAN. You did not resign, because it was not necessary for

you to resign?
Mr. MARTIN. That's correct.
Well now, I just wanted to point out that there is no agenda or rec-

ord kept of these conversations.
The CHAIR31AN. If you will go back now to answer the questions in

my letter just briefly:
(1) Is it a fact, to your knowledge, that the decision of the Board of Governors

"went against the wishes" of the administration advisers? If so, whom?
Mr. MARTIN. If you mean were there differences of opinion, the

answer is "yes." As to the further inquiry. "If so, whom"-the con-
versations that I had over a period of some 3 weeks previous to the
action were with Secretary Humphrey and with Chairman Burns of
the Council of Economic Advisers and Under Secretary Burgess par-
ticipated in a good many of them and on one occasion Dr. Hauge, of
the White House staff, was present.
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Now, "what communications and representations"-Question No.
2-
what communications and representations from executive department officials, or
their subordinates, did the Board have before it at the time of reaching its
decision?

The answer is, "None." I informed the Board, as is my practice,
of the conversations which had been carried on and of the fact that
Secretary Humphrey and Chairman Burns questioned the wisdom of
the action, but there were no formal representations. That was con-
veyed to the Board. They knew that at the time they took their
action.

"How and by whom were those representations made, to you as
Chairman"-I have already answered that in the preceding question.

(4) Have you or the Board had any subsequent communications, through offi-
cial or unofficial channels, from members of the Cabinet or their responsible
subordinates criticizing the action which the Board has taken?

The answer is, "None"; although we have, and I have, continued the
same procedure, and the same considerations, with Secretary Hum-
phrey and with Chairman Burns.

The CHAIRMAN. But you received no criticism?
Mr. MARTIN. None whatever.
The CHAIRMAN. The only criticism you have seen, then, was in the

papers?
Mr. MARTIN. What was in the papers, that's right.
The CHAIRMAN. You mentioned "the accord" a while ago. I want

you to comment on a statement that Mr. Burgess has recently made
before a congressional committee in referring to the accord, that is,
the agreement or accord, or whatever you want to call it which was
entered into about March 4, 1951?

Mr. MARTIN. Right, sir.
The CHAIRMAN. All right. This is Mr. Burgess' testimony:
Now, the agreement had a lot of codicils and strings and things to it that

made it far from perfect, but it was a great step forward. It did not go all
the way. It did not completely free the market from Federal Reserve support.
The Treasury, I think, continued to try to put out its securities at artificially low
rates. When we came in. at the end of 1952 and the beginning of 1953, we recog-
nized those principles. We felt we carried them to their logical conclusion in
giving the Federal Reserve the freedom it needed to fulfill its lawful function
of influencing the credit situation in the public interest.

Would you like to comment on that statement?
Mr. MARTIN. Well, I couldn't make any comment on it, except that

is Under Secretary Burgess' judgment. Insofar as I am concerned, I
have worked just as faithfully anid conscientiously with the previous
Treasury setup as I have with the current setup.

The CHAIRMAN. Yes, sir; but about changing the accord, he said it
had a lot of codicils.

Mr. MARTIN. That is a technical document which expired at the end
of 9 months. You see, in my understanding-I have worked on that,
and I was in the Treasury at the time

The CHAIRMAN. Just for the particular administration?
Mr. MARTIN. Not for that particular administration, but the terms

of the accord, insofar as it applied to
The CHAIRMAN. To an effective document.
Mr. MARTIN. To what we could do, and, I think I so testified on one

occasion, ended up doing.
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For example, in the accord-and this has come out in previous hear-
ings-in the accord we had an agreement to maintain the discount rate,
no matter what circumstances might occur until the end of the year.
That is, from March 4,1951 until January 1, 1952.

The CHAIRMAN. You mentioned a moment ago about the terms.
Was it a written document?

Mr. MARTIN. Well, there were some aspects of it that were.
The CHAIRMAN. Have you filed everything before the committee

that we had at one time that looked into that? Did you file everything
that you had in connection with the accord that was in writing?

Mr. MARTIN. I did.
The CHAIRMAN. Everything that was in writing.
Mr. MARTIN. Everything that we had.
The CHAIRMAN. I don't recall anything in that that indicated it

would expire in 9 months.
Mr. MARTIN. I am talking about this one aspect of it, because I am

saying this was a specific provision that at the end of 1951 there was
no obligation to maintain the discount rate beyond that time.

The CHAIRMAN. The rest of it did not expire?
Mr. MARTIN. The lunches have gone on just the same.
The CHAIRMAIN. I am not talking about the lunches.
Was that one of the major things in the accord; the lunches?
Mr. MARTIN. You so stated on one occasion. [Laughter.]
The CHAIRMAN. I am asking you the question: Do you consider it

one of the major functions?
Mr. MARTIN. I think it was a major thing, because I think it is im-

portant to have a regular date at which the staffs of the Treasury and
the Federal Reserve Board, at the working level, get together, visit.
You don't do it regularly. You have a tendency to go away on vaca-
tions, or something, and have a time lapse where you don't confer.

The CHAIRMAN. Well, Mr. Martin, have you finished your statement
there now?

Mr. MARTIN. I think so, unless there is anything you would like to
ask me on those four questions.

The CHAIRMAN. Your testimony has been quite revealing to me
about why your letters were so similar, the fact that you gentlemen
conferred together, and you didn't have any understanding and you
couldn't call it unofficial understanding, but did not have any meeting
of the minds. Since each one of you knew what the other one was
going to say in reply to the letter, they naturally would be somewhat
similar.

Mr. MARTIN. Which I thought was very important.
The CHAIRMAN. That explains why the letters were so much alike.

That is the part I couldn't understand.
I didn't charge any conspiracy, or anything like that, but it did

look like they had gotten together.
Mr. MARTIN. I want to put the facts out on the table.
The CHAIRMAN. You put it right out on the table. You have ad-

mitted it, and it is all right. I won't say you have broken down and
confessed, because it is not one of those things. [Laughter.] But
that does explain it.

Now then, about the discount rate increase. I can't understand,
Mr. Martin, why you always use an increase in discount rates instead
of a change in reserve requirements as a retarding influence on infla-

41
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tion. The effect is to compel interest-rate increases all over the coun-
try, although the reasons may be largely psychological since the dis-
count rate doesn't amount to much in a substantial way unless banks
actually borrow.

Instead of an increase in reserve requirements which would not
necessarily increase interest rates all across the board, why is it that
you invariably use the discount rate? Having the two methods-you
have others also-why do you choose the discount rate which auto-
matically causes interest rate increases clear across the board, and
unbalances everybody's budget in America?

The other vehicle or instrument is raising reserve requirements
which would do, I think, the same thing, but not force an increase in
interest rates. Why is it you always use the former, and never use the
latter? At this point I would like to insert two tables based upon the
Federal Reserve Bulletin, May 1956, which show the relative use of
the two instruments since 1948 and especially since 1954.

(The tables are as follows:)

Federal ReRerve Bank of New York discount rate

[Percent per annum]

Date effective: Rate Date effective-Continued Rate

1948-Jan. 12 --. _--_______-_ 1%4 1955-Apr. 15_--------------- 1%4
Aug. 13 _ _ _._________ _ __- - 1/2 Aug. 5 _--------------- 2

1950-Aug. 21 _ _ _.__----------- 1% Sept. 9 _--------------- 2%/
1953-Jan. 16______---------- 2 Nov. 18_-------------- 2*
1954-Feb. 5-______ _______-_ 1% 1956-Apr. 13_-------------- 234

Apr. 16_-_____/______- 11/2 In effect May 1, 1956 ____ 2%

l Under sees. 13 and 13a, as described in table above.

Member bank reserve requirements

[Percent of deposits]

Not demand deposits I Time deposits

Central
Effective date of change Central Reserve Coun- reserve Coun-

reserve city try and try
city banks banks reserve banks

banks city
banks

1948-Feb. 27 -22------------------------------------
June 116-24'26 - - - ---- i 16 -

1949-May 1, 5' ------------- 24 21 11 7 7
June 30, July 1 2 -------------- 20 14 6 6
Aug. 1,;1 ' ------ 23½ 19 13 1
Aug. 16, 18 2 -------- 23 19 12 5
Aug. 25 ------ 22½ 189 --
Sept. 1 ----- 22 18 -- - --

1951-Jan. 11,16 2_-------------------------------------------- 23 19 13 6 6
Jan. 25, Feb. 1 2 -24 20 14

1953-July 1, 9 -------------- 22 19 13-
1954-June 16, 24 2- 21 --- 5

July 29, Aug. 1 
2 - - - 20 18 12

In effect May 1,1956 -20 18 12 5 5
Present statutory requirements:

Minimum -13 10 7 3 3
Maximum -26 20 14 6 6

I Demand deposits subject to reserve requirements, which beginning Aug. 23, 1935 have been total de-
mand deposits minus cash items in process of collection and demand balances due from domestic banks
(also minus war loan and series E bond accounts during the period Apr. 13,1943-June 30,1947).

2 1st-of-month or midmonth dates are changes at country banks, and other dates (usually Thursdays)
are at central reserve city or reserve city banks.
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Mr. MARTIN. We don't always. This is a relatively short period
we have been discussing.

The CHAIR31AN. Well, the last five times.
Mr. MARTIN. That is because we have been in an expanding and

prosperous economy in this period. Our whole approach to this is,
ultimately, to fight, as you and I are both doing, fight deflation.

It is our conviction that employment which is created out of bor-
rowed money, which cannot be ultimately repaid with ease, is going to
be temporary employment.

The CHAIRMAN. Mr. Martin, you say "borrowed money." Under
our capitalistic system, you cannot have any prosperous economy un-
less people do borrow money. Our economy is based on debt: no debt,
no money.

Mr. MARTIN. I want them to borrow money in accord with their
position, the sensible relationship. We are talking about reserve
requirements now.

The CHAIR31AN. You are talking about excess borrowing?
Mr. MARTIN. Now, reserves, and our gold stock, are at the heart of

a sound banking system, and we want them to expand in a proper way.
We used the reserve requirement method twice, and I was glad we
could use it, when we were having a mild business decline. I am not
at all certain that reserve requirements may not be too high in relation
to permissible limits. That is something we will have to consider
over a long period of time.

During the war they got up to pretty high levels, because we wanted
to have adequate reserves from a national standpoint in a war emer-
ency-that is, we wanted to be able to use our gold stock adequately.
utwhen you see demand and supply in this market, which you don't

think is as free as I do, but nevertheless-
The C-HAIR31AN. You think it is free market?
Mr. MARTIN. I think it is a free market. I think one of the great

blessings of our economy today is that neither the Federal Reserve
nor the Treasury is strong enough to override the forces at the grass-
roots that are there in this economy. Some of my good friends think
I am a little bit hipped on this, but I think that is the strength of our
economy.

Now, you can vitiate the forces of supply and demand, but you pay a
price for it, and when the Treasury does its financing, neither the Fed-
eral Reserve nor the Treasury can afford to ignore the forces of the
market unless they want to have unbridled inflation.

I want interest rates to be as low as we can have them without pro-
ducing inflation, because I think that will contribute to capital forma-
tion. But when we artificially interfere with the forces of supply and
demand to create low interest rates, then we are paying a price for it,
which is too great, in my judgment.

The CHiAIRXIAN. That is the only way, I will agree, if you just have
got to raise interest to fight inflation, I would agree with you, but I
do not agree that you have got to raise interest rates to fight inflation.
There are other ways to do it. You take, for instance, the suggestion
I made to Mr. Humphrey that you could increase interest on savings
and people, instead of spending their money, would deposit their
money in savings banks. That is one way you could do it.

That would encourage savings and prevent inflation, too, but your
Board has held it down. You have the power under existing law.
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I of course don't think you should ever have been given that power,
but you were; you have OPA powers to fix interest rates. You fixed
them low, very low. Did you ever consider raising the interest rates
on time deposits in the fight against inflation?

Mr. MARTIN. We have thought about that. I heard you raise that
question before-but that is something that we have been considering
from time to time.

The CHAIRMAN. How long have you been considering it?
Mr. MARTIN. Within the last year. We have constant discussions

of this. The point I am trying to make is that interrelated parts of
the monetary mechanism all have to be synthesized to be used effec-
tively and it isn't possible to isolate any one of the monetary instru-
ments at a given time. We don't start with a clean sheet of paper, in
terms of what we are all working for, which is as high a level in em-
ployment as it is possible to have.

It is my conviction, that if you pursue an inflationary policy and let
natural forces generate a boom and bust, then when the inevitable re-
adjustment comes, you will have two people unemployed, whereas you
would have only one person unemployed if you had followed a sounder
policy. That is what we are both struggling so hard to achieve.

The CHAIRMAN. Yes, an even keel, of course, is preferable, but don't
you see some reason for alarm in the present situation where there are
so many people unemployed in the automobile industry, the farmers
are suffering, and small-business fellows are suffering, homebuilders
are suffering.

Mr. MARTIN. I don't want to see anybody unemployed any more
than you do, but now let's take this question of availability of credit.
There are more questions, of course. Business doesn't live on credit
alone.

The CHAIRMAN. It lives on debt.
Mr. MARTIN. Not on debt alone.
The CHAIRMAN. Couldn't do business without debt.
Mr. MARTIN. It would be possible, but difficult. You would have

to change the system. You would have to change the markets, and
at some point the sources of supply and demand which determine
through the market mechanism how those various needs will be met.

Now, so far as the little man is concerned, we have heard a lot of
talk recently that a restrictive policy is making it a little more difficult
for the little man and it doesn't weigh quite as heavily on the big man.

Now, I would merely like to point out here that in this question of
bigness, a good big man is probably better than a good little man, but
most good little men in business are trying to get larger. From having
been a little man in a very small way, I think that the greatest blessing
you can give the little man of this country is price stability. If prices
get out of hand with him-and this means far more to him than the
difficulty of getting credit-he is just cut to ribbons by it. Whereas
the big entrepreneur, the big merchant, can handle a price advance in
one way or another, the little fellow, if he has to struggle with price
instability and it gets out of hand, is literally wrecked by it.

Administratively-if he has more difficulty in the early stages of a
period such as we have been going through, getting credit accommoda-
tion, and I regret that as much as anyone-we can administratively
help just with a little bank service the little customers; but you can't
do anything about the price level that gets away from you.
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Now, we saw sometime back an indication that prices might start
booming and getting out of hand, with a boost from borrowed money.
No objection whatever could be raised to plant equipment expansion
being financed out of savings or retained earnings. But as to coming
to the market and going to the banking system for a long-term credit
under the guise that a few years from now maybe it will be cheaper-
well if you really want to make a difficult situation ultimately, in terms
of a bust, just let all of this wonderful plant and equipment expansion
which we all want, go on being financed out of bank credit-particu-
larly if it is short-term credit, when it should be long-term credit and
when it is in excess of the savings.

The CHAIRMAN. You say about price stability. I agree with you
that that is a big factor in business, but don't you think instability in
interest rates enters into it, too?

Mr. MARTIN. I would like to see interest rates stabilized within
bounds, but on the other hand, though business has been so good,
the law of supply and demand has been the big factor with respect
to rates and we have not been trying to fix interest rates-I think that
the Secretary was quite correct in his answer this morning, making a
judgment there, but the Federal Reserve probably followed interest
rates in the discount rate action rather than leading them.

The CHAIRMAN. A booklet we get out here, Economic Indicators-
I guess you see it around-I think it indicates that the people are pay-
ing now much more than $4 billion a year in interest rates in excess of
what they were paying, say, 3 years ago. Don't you think, Mr. Martin,
that it is damaging to our economy to divert more and more from
people more of their purchasing power, from their ability to buy goods
and services to the payment of interest? Don't you consider that a fac-
tor that should be carefully considered?

Mr. MARTIN. Interest is one of the costs of doing business.
The CHAIRMAN. I know it is one of the costs.
Mr. MARTIN. As vou have pointed out, I think flexibility in interest

rates is an important ingredient of a strong vigorous economy.
Now, I think that by and large we want to have as much flexibility

as we can have within reason, and that the greatest single blessing
that we can give, particularly for the little people, the pensioners, and
the people with small savings accounts. is to prevent inflation of their
currency. I think that this money we have is something that ought to
be really removed from politics, as it is in the Federal Reserve, with
due respect to that writer you quoted earlier today; it ought to be
removed from politics because this money belongs to Democrats and
Republicans alike, and it is a very important thing, particularly for
the little man, that he has a currency that he can depend upon.

The CHAIRMAN. Well, I think that the interest rates have gone too
high. I think we should be concerned about them. I think they are
affecting our economy. I think they are to blame for this drop in cars.

I don't think installment buying is too high. As long as people pay
debts-and no one complains that people are not paying their debts
today. I think installment payments are as good or better than they
have ever been, aren't they, Mr. Martin?

Mr. MARTIN. I think they are very good.
The CHAIRMAN. That does not indicate that installment credit is

too high if people pay their bills and their debts. It looks to me like
that is getting along pretty good. Why should we jump on them and
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say we should cut it down? Don't you think it is interfering with
their ability to buy cars?

Mr. MARTIN. I question very much whether it had any influence.
I would like to make a comment here, purely an aside, about an auto-
mobile dealer, who wouldn't mind my saying this. He called me not
long ago and told me he wanted to congratulate us on raising the dis-
count rates. He won't be identified. I thought at first he was kidding
me. Then he said, "You know, we didn't have anybody to blame for
our poor sales, until you raised the rate."

I said, "I am very glad to oblige you in that fact, but," I said, "I
really would like your advice. I am seeking advice all the time. I
am worried all the time." I am a professional worrier, as I have testi-
fied to your committee. That is what I am paid for. I try to get a
good night's sleep so I can worry effectively. [Laughter.]

The CHAIRMAN. When was this time? Was 'that recently?
Mr. MARTIN. Within the last 3 weeks.
The CHAIRMAN. I think he might have had in mind the other four

raises before the last one.
Mr. MARTIN. He didn't specify, but pursuing this, I said, "I would

really like to know, because I am deeply interested in this."
He said, "I think when you make tight money, and when people talk

about bad times, or the possibility of bad times coming, that that
does have some influence on our sales."

"But," he said, "I would just like you to know that as far as our par-
ticular business is concerned, the customer we have lost is the cash
customer and not the credit customer."

I just thought that was an interesting comment from a man who
has been in the business for a good many years.

The CHAIRMAN. Do you expect interest rates to go higher, Mr.
Martin?

Mr. MARTIN. I don't know, Mr. Patman.
The CHAIRMAN. You would not resist further increases then, if

there should be a reason, in your opinion, for stopping inflation? You
feel that raising the interest rate is the best way to do it?

Mr. MARTIN. I want to assure you that the Federal Reserve Board
is going to do everything within its power to resist both inflation and
deflation. We are going to lean against the wind just as hard as we
can in both directions.

The CHAIRMAN. I hear talk of 7 percent interest, and 10 percent.
Mr. MARTIN. I have no idea about whether there is anything in

that. I would not make any future predictions.
The CHAIRMAN. I heard one man say the other day that the concern

in which he is a very large stockholder had put-in orders for about
$60 million worth of modern, I will call it machinery, and they are
seriously thinking about canceling that order and taking a loss of $5
or $6 million, or whatever is necessary, because this interest rate is
going on up.

People won't have any money to buy things. You divert it to money
lenders and take it away from the bloodstream of business and com-
merce. I guess that is rather a far-fetched conclusion that he drew,
but he is a mighty sensible businessman. He is greatly concerned
about the high interest rates. If they were to cancel that contract-it
involves the employment of lots of people-that would mean that
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these people couldn't pay the installments on cars and purchases and
debts and rents and taxes, and thing like that.

It would become distressing and alarming.
Mr. MARTIN. I hope your friend will study the situation more care-

fully and come to a different conclusion.
The CHAIRMAN. But he has a lot to think about when in the last

five times that you have dealt in inflation, you have dealt with it by
raising interest rates every time. You didn't deal with it by reserve
requirements, which you had the power to do.

Mr. MARTIN. Well, we have tried to use all of these instruments, and
I wouldn't forecast what use we would make of any one of these in-
struments, because I couldn't say. After all, I am only one member
of a group.

The CHAIRMAN. A rather powerful member, I would say, Mr.
Martin.

Would you like to comment on the significance of Mr. Sproul's resig-
nation, and the choice of this relatively obscure successor of his?

Mr. MARTIN. The choice of Mr. Sproul's successor was made by the
directors of the Federal Reserve Bank of New York. It has never
been my pleasure to work with a more dedicated and conscientious
group.

They canvassed the field for a long time. They had a choice as to
whether they would take a young man or an older man. They de-
cided that the nature of this jobber and the problems were such that
they would like to have a younger man, and they chose Mr. Alfred
Hayes, who has a marvelous background. He was well known to two
of the directors of the Federal Reserve Bank of New York. Two of
them have worked with him, and he came down and met with the Board
of Governors, and we were very much impressed with him, and we look
forward to a very successful year.

The CHAIRMAN. In other words, you left it up to the directors of the
Federal Reserve Bank of New York?

Mr. MARTIN. That's right.
The CHAIRMAN. Although you had veto power, you didn't feel like

you should exercise the veto power? I am not saying you should in
this case. I don't know. But I thought it was unusual.

Mr. MARTIN. We have used the veto power on a number of occa-
sions.

The CHAIRMAN. Mfore than once?
Mr. MARTIN. Yes.
The CHAIRMAN. Outside of Chicago?
Mr. MARTIN. Yes.
The CHAIRMAN. This person who has charge of the Open Market

Committee, successor to Mr. Sproul, has lots of power, as you know.
Now, that is an unregulated bond market that they are dealing with.
Don't you think that the Government bond market should be regu-
lated, Mr. Martin, or do you think you should turn those fellows loose
with the Government's credit, unlimited as to billions of dollars, in
an unregulated Government bond market?

Mr. MARTIN. I think that the Government bond market is by no
means perfect, any more than the stock exchange or-

The CHAIRMAN. But the stock exchange is subject to regulation and
some restrictions.
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Mr. MARTIN. I think we need a lot of study about the Government
bond market. I have never held it out as perfect. It is a negotiated
market, as distinct from an auction market, and right at the present
time New York clearance banks have agreed to make a study about the
money aspect of it.

The CHAIR-MAN. So you think the question should be studied as to
whether they should be regulated?

Mr. MARTIN. I think that they have adequate supervision at the
present time. As to whether you need a separate regulatory authority,
I don't think you need anything; I think the Federal Reserve System is
going to take care of it.

The CHAxRNIAN. Would you like to comment further on anything
we have brought up?

Mr. MARTIN. I don't think so.
The CHAIRMAN. If I, or any member of the committee, should want

to ask you a question for this record, you would be willing to answer it
for the record?

Mr. MARTIN. At your service.
The CHAIRMAN. Mr. Ensley.
Mr. ENSLEY. Mr. Martin, Business Week for the 5th of May car-

ried an editorial on monetary policy, and I would like to read a couple
of sentences, and get your reaction to it.

The editorial states:
The Federal Reserve is afraid of inflation. Yet, to some of its friends it ap-

pears to be acting as though it is afraid of girowth. How is it possible to set
a goal of a $500 billion economy by 1965, as the President has done, if the money
supply is to be frozen at a level inadequate to support a gross national product
of less than $400 billion?

That is the question raised by Business Week. You have testified
on questions of this type in the past, but I wonder if you would again
comment on this particular point?

Mr. MARTIN. I think we should provide the resources for growth.
I don't agree with the judgment that is expressed in this editorial, and
we are trying very hard to see that growth is there. It just happens-I
had no idea, as you can testify, that you were going to make this
comment-but it just happens I have here a table which I would be
very glad to put in the record: "Changes in deposits and currency at
all banks."l

The CHAIRM1AN. We would like to have that.
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(The material referred to is as follows:)

Changes in deposits and currency at all banks-selected dates

49

Demand Demand Demand Demand
deposits deposits deposits deposits
adjuted adjusted, adjusted adjusted,

Date and currency Date and currency
currency outside currency outside
outside banks, and outside banks, and
banks I time banks I time

deposits 2 deposits '

In billions of dollars: In percent: Increase or
Increaseordecrease(-) decrease (-)

1950 ------ ----------- 6.5 7.1 1950 ------- 1------------- 5.9 4.21951 - -6.9 9.1 1951 - ----------- 5.8 5.11952 - -4. 5 8.8 1952 -3.6 4.71953 - -1.5 6.1 1953 -1.2 3. 11954- 3.9 8.8 1954 -3.0 4.41955 - -3.8 6.9 1955 -2.8 3.3

Total, 1950-55 --- 27.0 46.8 Total, 1950-55 --- 24.3 27.6
Annual average --- 4. 5 7.8 Annual average - 4.1 4. 6

1956-January- () (3) ANNUAL RATES OF
February -0.6 -0.2 GROWTH
March - 0.4 0. 9
April 1.3 1.3 1956-January -() (-)
May ' - ---- L----- -1.4 -1.2 February -15.4 -1. I

Total, January to March- 3.6 5.1Total, January to April -- ----- - 11.7 7.3May -0.3 0.8 May - -------- -12.5 -6.7

I Demand deposits adjusted exclude interbank and U. S. Government deposits and items in process ofcollection. Currency excludes bank vault cash. Monthly data are adjusted for seasonal variation.
2 Time deposits include those at commercial and mutual savings banks and in the Postal Savings System.I Less than $50 million.
I Estimated.
' Less than 0.05 percent.

Changes in loans and investments at all commercial banks

[In billions of dollars]

Item Increase or decrease (-)

1955 1954 1953 1952

Loans, total- 11.6 2.9 3.4 6.4Business --- 6.4 -. 3 -. 7 2.0All other - 5.5 3.4 4.1 4. 5U. S. Government securities -- 7.4 5.6 .1 . 1.8Other securities--4 1.6 .5 .8Loans and Investments, total -4. 6 10.2 4.1 9. 0

January-March April-May X

1956 1955 1956 1955

Loans, total -1.3 .8 1.1 1. 6Business -t--------- 1.3 .5 .2 .6
All other -. 1 .4 8 1.0U. S. Government securities -- 3.1 -4.8 -1. 0 .8Other securities - - .7 -. 3 -. 3Loans and investments, total -- 1.8 -3.3 -. 3 2. 1

I Data for May 1956 are estimated.
NOTE.-Data exclude interbank loans. Total loans are after and types of loans before, deductions forvalsation reserves. Details may not add to totals because of rounding.
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Mr. MARTIN. In terms of averages, the annual average growth in
demand deposits and currency from 1950 to 1955 shows here in per-
centage terms as 4.1 percent, which is a bit in excess of the 3 percent
that we have talked about.

Now, when you study the money supply, and keep it in mind as a
moving stream or flow, it seems to me it is the average over time, and
not any given month, that is very important. I would be glad to put
that table in the record.

The CHAIRMAN. You keep saying, "money supplied." You make
the money supply?

Mr. MARTIN. We have power to create money within the limits of
the Federal Reserve Act, so long as our liabilities and-

The CHAIRMAN. You have unlimited power for all practical pur-
poses, to manufacture it on the books of the bank.

Mr. MARTIN. No; I do not-
The CHAIRMAN. In fact, banks are the biggest manufacturers in the

Nation. I am not saying it is wrong. I think we have to have a fine
commercial banking system; but the truth is they manufacture money,
and you allow them to manufacture money. If they haven't got
enough, you put it in the market through the Open Market Commit-
tee; you buy bonds.

Of course, through reserve requirements you can change it. In-
stead of being able to lend $6 to every $1 they have, you can enable
them to lend $10 for every $1 they have, and if there is tightness of
money you can supply that market with money to loosen it up. That
is your purpose, is it not?

Mr. MARTIN. The relationship of cost and availability of money
to the stability of your currency is one of the important factors, also.
You mentioned earlier several communities that might not want to
borrow money at the present time because they might have to pay more
than they thought they ought.

The CHAIRMAN. That's right.
Mr. MARTIN. I think if you reduce that to nontechnical terms, I am

not holding this out as a technically perfect thing-if you reduce it
into nontechnical terms, then if the money is available under conditions
of relatively full employment and prosperous conditions but people
wont' borrow the money because they want to get money cheaper,
they're exercising a choice. The choice that people have, that business-
men have, is whether they would rather, for example, see this munici-
pality have a sewer issue at 23/4 percent instead of 27/s percent, or see
money pumped out to provide an artificially low rate until it thereby
depreciates their currency by a small amount.

It seems to me that that is a price that the majority of the people in
this country wouldn't want to pay.

The CHAIRMAN. Don't you see a dangerous trend there, Mr. Martin,
in tax-exempt securities being so high; I mean interestwise?

In other words, to a person in the 50 percent bracket 31/2 percent
is equal to nearly 7 percent, and in some instances up to 35 percent,
depending upon the income.

Mr. MARTIN. This is purely an aside. A lot of people don't like my
views on this, but I personally don't like tax-exempt securities. I
have so testified. To me, it is unfortunate to have them.
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Mr. ENsLEY. Mr. Chairman, I ask consent to insert in the record
the complete editorial of May 5, referred to above and a memorandum
of the committee staff of April 18 with respect to the economic situa-
tion and outlook.

The CHAIRM1AN. Mr. Martin, we want to thank you. You are al-
ways very cooperative, and we appreciate your testimony very much.

Before closing the record and for the sake of completeness, I think it
is appropriate to include several other items which bear directly upon
the subject of this morning's proceedings.

First of all is an article from Newsweek of April 23, 1956, entitled
"Tighter Money: The Backstage Drama." So far as I know, this
was one of the first public indications of conflicting official opinion over
the wisdom of the April 13 action of the Reserve System in raising
the discount rate.

Along with the editorial from Business Week of May .5, which has
just been referred to, I think it appropriate also to include two other
editorials which appeared in the same journal on May 26 and June 2
respectively.

A news article which appeared in the New York Times of April 26,
1956, reporting on a press conference with President Eisenhower and
entitled "President Backs Federal Reserve," is quite significant.

An excerpt from the testimony of Secretary of the Treasury Hum-
phrey at hearings before the Committee on Finance, United States
Senate, May 17, entitled "Highway Revenue Act," pages 86-88, should
also be included.

The Joint Committee staff memorandum entitled "The Economic
Situation and Outlook," which Mr. Ensley has referred to and which
came out about this time, should likewise be placed in the record.

(The documents referred to follow:)
[Newsweek, April 23, 1956]

TIGHTER MONEY: THE BACKSTAGE DRAMA

In one swift stroke last week, the Federal Reserve Board made
money more expensive than it has been at any time since 1933.

The announcement was simple and unemotional: FRB hiked the
discount rate, which determines bank-loan rates in general, by a
fraction of a percent.

But the cold percentages obscured a behind-the-scenes conflict of
dramatic proportions.

In essence, the issue was whether the move was nicely timed to
head off a serious inflation or whether it might hobble the boom.
Involved were men of the caliber of Federal Reserve Chairman
William McC. Martin, Jr., on the one hand, and Treasury Secretary
George M. Humphrey on the other.

In the following report, Hobart Rowen of Newsweek's Washington
bureau and Associate Editor Clem Morgello tell what went on be-
hind the closed doors, what the arguments were, and what the upshot
may be.

For nearly 2 weeks, Federal Reserve officials huddled in conferences with
Treasury people and other top administration aides, arguing whether it was
time to tighten up on credit. Booming business across the country supplied the
backdrop for these Washington sessions. With few exceptions (autos, textiles,
farming, farm equipment), the economy was moving at top speed-so fast, in
fact, that some feared it might blow a gasket.

Arguments pro.-The signs of boom-and threatening inflation-were not hard
to find. First-quarter steel production broke all records as the industry poured
out 31.9 million tons of ingots-and still customers clamored for more. Con-
struction outlays rose 10 percent in March, to $3 billion, equaling the record
set last year. Capital spending hit a record annual rate of $33.2 billion in the
first three months and was due to go higher in the April-June period.
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Money was needed to oil these furiously turning wheels. Businessmen and
consumers, Federal, State, and local governments rushed to their banks or to
Wall Street creating the tightest money market in almost 3 years. In February
alone, commercial bank loans increased $1.3 billion, or 5 percent.

Chairman Bill Martin and other FRB officials feared all this new money
would do more to kick up prices than to boost production, since business was al-
ready at peak levels. And the price picture already looked dangerous.

Rail freight rates recently rose 6 percent. Some crude-oil producers were
clamoring for a 60-cent-a-barrel hike. Steelmakers had long insisted they needed
more for their product, and last week Pittsburgh Steel president Avery Adams put
a price tage on that increase: $12 to $15 a ton. This estimate, Adams emphasized,
didn't cover any wage hike that may soon be won by steelworkers. There was
talk that their demands added up to a 40-cent-an-hour package, and it didn't
take too much imagination for some to see that this might be the start of a
vicious new wage-price spiral.

Arguments con.-But a number of top administration officials, including
Treasury Secretary George Humphrey, believed that talk of inflation was being
exaggerated. Key economic barometers weren't all pointing up, these advisers
noted, and the economy had only been holding its own so far in 1956.

First-quarter figures, for instance, will show a gross national product of
roughly $398 billion (annual rate), only a fractional increase over the previous
quarter's $397.2 billion. After allowing for price increases, that means there was
hardly any real gain at all.

White House insiders also contended that consumer buying was not creating
a real inflationary push. True, said Humphrey et al., retail trade rose from
$15.3 billion in February to a record $15.7 billion in March. But the gain did not
seem great enough to them to force prices up.

As a matter of fact, Newsweek learned, the President's top economic adviser
Arthur F. Burns believes the increases have been surprisingly small, considering
the current worldwide boom. Burns thinks the economy could absorb the pres-
sure even if prices edged up a bit.

Humphrey's views dovetailed with these, and he argued his point in conversa-
tions with the Federal Reserve's Martin. The Treasury boss-who well remem-
bers the complaints that rolled in 3 years ago when money was tightened
sharply-wanted to wait a few months to see if loans continued to expand rather
than to act now and risk knocking the economy into a skid.

Man of decision.-But in the end it was Martin's decision to make, and he
made it. The decision: Boost the discount rate from 2y2 percent to 23/4 percent
(and to 3 percent in 2 districts). By approving this increase-the fifth such
boost in a year-Martin hoped to dry up some demand by making it more ex-
pensive for banks to borrow from the Federal Reserve, which in turn would make
it more expensive for businessmen and consumers to borrow from their local
banks. So strongly did Humphrey disagree that he drafted a public statement of
his views. He killed it at the last minute to avoid an open controversy.

Meanwhile, the cost of borrowing money has already gone up. Major banks
raised their prime rate-what they charge their best customers-from 3½2 percent
to 33/4 percent. Other rate hikes quickly followed. Possible effects: Less bor-
rowing by business to build inventories; delay of expansion plans which are not
essential this year; a slight tightening in consumer credit.

Guideposts.-In the coming weeks, Washington experts will keep especially
close watch on the economic barometers. Among the things to watch will be
consumer spending. If it goes up in the face of tighter credit, the FRB will be
vindicated.

But if, for example, the FRB industrial-production index stays where it is (at
143 percent of the 1947-49 average) or falls off, worries about inflation will
quickly die. In that case, the Federal Reserve may well decide to reverse last
week's action.

[Business Week, May 5, 1956]

THE POLITICS OF TIGHT MONEY

The prestige of the Federal Reserve System, which had fallen to a low estate
during the first postwar years, has had a remarkable recovery. Under the
chairmanship of William McC. Martin, the Federal Reserve Board has met
skillfully and courageously the problems of a turbulent economy. At home and
abroad, there is an almost alarming degree of confidence in its ability to steer
our economy between the dangers of boom and bust.
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The renaissance of the Fed reached a high point last week when President
Eisenhower reaffirmed the complete independence of our central banking or-
ganization. He acknowledged that the policy of credit stringency now being
pursued by the Federal Reserve was one that raised grave doubts on the part of
his own advisers. Nevertheless, with his usual patience and breadth of view,
the President defended the right of the Federal Reserve to pursue an independent
course. No other President has ever spoken thus.

Yet at this moment of triumph, the Federal Reserve System, it seems to us,
stands in considerable peril. No matter how secure their independence, Martin
and his fellow members of the Federal Reserve System are up to their armpits
in politics.

It is impossible to influence the basic trend of a nation's economy without
at the same- time influencing its politics. Economic intervention, if it is effec-
tive, is bound to be political action. And at this moment, the Federal Reserve
is subjecting the country to the most drastic credit squeeze since early 1953.

It is not simply a matter of increasing interest rates, although the general
level of interest charges has been raised to the highest point in 23 years. It
is a question of the actual availability of money. Day after day, business enter-
prises are turned away as they seek to obtain credit to carry out their plans.

The Federal Reserve is afraid of inflation. Yet to some of its friends it ap-
pears to be acting as though it is afraid of growth. How is it possible to set a
goal of a $500 billion economy by 1965, as the President has done, if the money
supply is to be frozen at a level inadequate to support a gross national product
of less than $400 billion!

WHEN THE SQUEEZE IS ON

Unless the Federal Reserve relaxes its stringent policy, and that promptly,
we shall have to revise considerably these widely accepted goals of an expanding
economy. American industry has planned this year to invest $35 billion in new
plant. The Federal Reserve's policy is designed to prevent any capital expan-
sion program of this size.

If the Federal Reserve persists in this course, we may expect the current
hesitation in business to develop into a downtrend. Such a downtrend in the
normal course of events ought to be plainly evident in terms of falling sales
and rising unemployment by September and October next.

Without in any way impugning the purity of the Federal Reserve Board, we
may assume that this timing will cause no sadness in the Democratic National
Committee.

The credit squeeze strikes most directly at smaller business. The giants,
like General Motors and General Electric, will get the money for their capital
expansion programs, but the smaller enterprises are already having to lay aside
Or cut their capital expansion plans. Thus the political charge that the Eisen-
hower administration favors big business will be strengthened if the Federal
Reserve keeps the credit screw turned tight enough long enough.

WHEN THE SQUEEZE COMES OFF

Nor is that all. In 1953. when the Federal Reserve finally reversed its tight
money policy, it slashed member bank reserve requirements and bought nearly
$1 billion of Government securities in the open market. It thus increased bank
reserves by over $2 billion. The inevitable consequence was that Government
and other gilt-edged bonds, having been depressed unduly, rebounded sharply.
Any financier of average intelligence was offered a guaranteed profit. All that
was necessary was to sell enough Government bonds at the lower prices to wipe
out the year's tax liability, switch the funds into comparable issues, and sit back
for the free ride.

If the Federal Reserve has to make a similar abrupt reversal this year, the
same thing will happen. It will take no very skillful demogog to point out that
all this does no good to the farmer or to the worker-but it richly lines the
coffers of the Wall Street banks, insurance companies. etc.

The Federal Reserve System ought to be above politics. It ought not to use
its great powers for political purposes, and we are quite sure that no responsible
official of the System would, under any circumstances, knowingly consent to
such a course. Yet the System will not survive if it attempts to close its eyes
to the political consequences of its actions. If the Federal Reserve System, by
overdoing its policy of credit restraint, brings on a business recession this year,
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we may be certain that a new administration of another party would not wait
long to take away powers that can be used, however correct the motives, to
accomplish such drastic political consequences.

[Business Week, May 26, 1956]

SHARING RESPONSBILITY

Misgivings about the current phase of the Federal Reserve's tight money
policy have spread so widely that at this point the Fed seems to stand almost
alone in its conviction that any relaxation of the squeeze on credit would invite
inflation.

Almost every member of the administration with an interest in this area-
from President Eisenhower on down-has voiced his concern, formally or in-
formally, over the repressive effects of the last hike in the discount rate.

In all their statements about credit, administration officials have been scrupu-
lously careful to respect the independence of the Federal Reserve. That is as it
should be.

But in Government there is an important difference between an independent
responsibility and an exclusive one. The Fed is not the only agency with the
duty of guiding the United States economy and promoting its welfare. The
Fed can preserve its cherished independence only as long as it realizes that
it shares responsibility with other Government agencies and that its policies
must harmonize with the policies of these agencies.

It is a good thing to be independent, but there is always a danger of carrying
independence to the point of being just stubborn. Sometimes the line between
the two is a little hard to define, but the line exists. It would be a tragedy for
the country if the Fed let itself slide over that line without realizing it.

[Business Week, June 2, 1956]

MONETARY CoNTRoLs: THE THEORY LAGS

The current dispute over the Federal Reserve System's credit policy has given
rise to two separate proposals that merit serious attention.

One was made by Representative Wright Patman, of Texas, who is Congress'
self-appointed watchdog on Federal Reserve matters. He has demanded that
officials state their views in public hearings.

The other came from Allan Sproul, retiring president of New York's Fed-
eral Reserve Bank, who, in a valedictory address, proposed that the President
appoint a commission to make a broad national inquiry into our financial in-
stitutions.

What these two proposals have in common is a desire to throw more light
on the effect of monetary policy. Patman's plan is aimed at clarifying the
present situation-the pros and cons of the Fed's most recent tightening moves.
Sproul, on the other hand, seeks to study the entire history of our monetary
system in order to improve its functioning.

We think both proposals should be acted on. Although we have not agreed
with Patman's position on most matters of Fed policy, his plan to hold hearings
could serve a constructive purpose in revealing how the Fed and the adminis-
tration came to differ over policy.

Such an inquiry should not attempt to censure anyone but to define and clarify
the areas of responsibility and independence held by the Fed.

A thorough examination of our financial system is long overdue. There was
once a time when more was known about central banking then almost any other
field of economic theory. In fact, the use of indirect monetary controls by a
central bank was the first real attempt at Government intervention in free
enterprise economics.

But over the past 2 decades, other economic weapons have been developed and
have gained widespread acceptance. In the 1930's and 1940's, the central bank
lost its pivotal role. Moreover, the function of monetary policy, and what it can
or cannot do under changing conditions, was never examined. Today the study
of monetary theory seriously lags behind other fields of economics.
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Now that the Fed has regained its independence, this lack of knowledge is a
great handicap. The Fed has done its best to reshape itself to meet new con-
ditions, but it has been a piecemeal and pragmatic adjustment. As Allen Sproul
himself said, "We cannot afford much longer * * * to go ahead not really know-
ing what to expect of our central banking system, of our commercial banking
system, of our savings banks and building and loan associations, of our in-
surance companies and pension trusts, and of all the other bits and pieces which
we are using to try to keep our production facilities and our credit facilities in
balance."

This is a remarkable admission from the dean of America's central bankers.
Our reliance on monetary controls makes it imperative that we know more about
their limits and their powers. Both Patman's and Sproul's proposals would
help increase our understanding and our knowledge.

[New York Times, April 26, 1956]

PRESIDENT BACKS FEDERAL REsERvE-AFFIRMS ITS RIGHT To ADJUST CREDIT
INDEPENDENTLY OF THE EXECUTIVE BRANCH-DISPUTE ACKNOWLEDGED-
"CERTAIN INDIVIDUALS" OPPOSED LOAN RATE RISE-BURNS, HUMPHREY
MENTIONED

By Edwin L. Dale, Jr.

WASHINGTON, April 26.-President Eisenhower affirmed without qualification
today the authority of the Federal Reserve Board to handle money and credit as
an agency independent of the executive branch of the Government.

The affirmation came after his own top advisers, according to authoritative
report, had opposed the latest increase by the Federal Reserve in the interest
rate charged to member banks. The President indirectly conceded at his news
conference today that his own people had had reservations about the move.

Two weeks ago this interest rate, called the discount rate, was raised from 21/2
to 23/4 percent at 9 of the 12 Federal Reserve banks and to 3 percent at 2 others.
The 12th went to 2% percent a week later. The raises were approved by the
Reserve Board in an effort to curb what it felt were inflationary tendencies in
the economy.

The President said he was confident the Federal Reserve would not let money
get "too tight." But his central point was this:

"The Federal Reserve Board is set up as a separate agency of Government. It
is not under the authority of the President, and I really personally believe it
would be a mistake to make it definitely and directly responsible to the political
head of state."

HISTORIC ISSUE RAISED

The history of conflict between central banks and elected governments is a long
one, both here and abroad. Up until 1951, the Federal Reserve bowed to the
wishes of the Treasury, and President Truman wanted it that way.

Thus today's statement, coming in an election year and at a time when there
is a genuine fear in some quarters that the Federal Reserve may be going too
far, may mark an important milestone in the history of monetary policy.

The President was asked to comment on the widespread reports that his Secre-
tary of the Treasury, George M. Humphrey, and his chief economic adviser,
Arthur F. Burns, had "serious reservations" about the increase in the discount
rates. He made plain that he had kept fully informed on the subject and on the
controversy.

The President said the Reserve Board "had the unanimous conclusions of their
11 district boards that this rediscount rate ought to be raised, and after studying
the whole situation they decided to go ahead and do it." The 12th district was
Chicago, which acted later.

General Eisenhower went on to say that the matter was "argued for a long
time" and that "certain individuals had viewpoints on the opposite side of the
fence."

CONFIDENCE ExPRESSED

The President said: "There are two things about money: one, it gets a little
dearer in its cost to the borrower; the other is that it is just not there to borrow."
But he said he had "this confidence" in the Federal Reserve Board-that "if
money gets to what is normally referred to as tight, they will move in the other
direction in some way or other as soon as they can."
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The historic conflict over money has had two related aspects:
(1) The politically elected government is inclined to lean toward easier

money, even at the risk of a little inflation, because that policy takes the least
risk of recession and unemployment. Thus governments tend to have a "bias
toward inflation."

(2) But if control over money and credit is removed from the politically
elected executive, that does not remove from the executive the responsibility, as
far as the public is concerned, for the state of the economy. If an independent
central bank goes wrong, and tips a booming economy over into even a short
recession by making money too scarce, the elected executive gets the blame.

In March 1951, the Federal Reserve asserted its independent authority, though
the new policy was termed an "accord" with the Treasury. It has been operat-
ing independently ever since.

President Eisenhower pledged during his campaign to preserve that inde-
pendence, Recent weeks have provided the first severe test of that pledge. To-
day he reaffirmed It.

EXCERPT OF TESTIMONY, SECRETARY HuMPrHREY, COMMITTEE ON FINANCE, UNITED
STATES SENATE, HEARINGS, MAY 17, 1956

Senator LONG. * * *
I would like to ask this question, though:
Are you really in sympathy with this last increase in interest rate that the

Federal Reserve Board has passed on?
Secretary HumrHmrr. That is a long story. I don't know whether you want

to take the time to go into it in detail at this meeting or not. I would be
glad to do it.

Senator LONG. I would like to hear your views on it. I wouldn't want you
to testify all day here.

Secretary HUMPHREY. Let me put it just as simply as I can.
Under the law, the Federal Reserve Board is an independent agency. There

is a great school of thought in the world, based on long experience, that central
banks should be independent of current administrative processes, that it works
better for the finances of the country over a long period of time.

Because of that, Senator Glass proposed in the original Federal Reserve Act
that there be an independence in action of the Board, and it has obtained ever
since, and it is still the law.

Now, I believe that a close cooperation, and an interchange of ideas and
thoughts, as between the different departments of the Government, the different
branches of the Government, is a very desirable thing, in order that, when a
department is independent-and most of them are independent in certain fields-
that before they take independent action they should have the benefit of con-
sultation with the other departments of the Government and the varying views
of the other people.

Fortunately, the present members of the Federal Reserve Board have that
same feeling. The result is that, since we have been here, we had a period, as
you will well recall, before we came, when the Federal Reserve Board and the
Treasury were at outs, and there was such a battle that it finally got to the
White House for decision, and it disturbed a lot of conditions.

We have attempted not to have that happen again, because it isn't good for
the country.

So that, we have been very careful, and we both believe that we should consult
with each other and have the benefit of each other's views in all the actions that
either of us take that will affect the economy.

We visit right along, Martin comes over for lunch every Monday to the
Treasury; I go to the Federal Reserve Board quite frequently, and one of us.
either Randolph Burgess or I, go over there every week, and we meet several
times between.

Now, in looking ahead, and in trying to gage what economic conditions are
going to be, and what the demands of the economy for money and credit are going
to be, and what the demands for people and employment are going to be, to keep
jobs going, to keep plenty of jobs, as many jobs as we can have, and to keep
things on an even keel as well as we can, and to keep prices from running away
and getting into an inflationary period which robs the people of their money, we
meet together and discuss all sorts of things that bear on those conditions in
the future.
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Now, Senator Kerr has just brought out how difficult it is for anybody to gage
the future, and in these discussions that we have, we very often differ in our
views as to the weight to be given to certain inflationary forces or certain defla-
tionary forces or acts here, or acts later.

What we do-what we try to do is, we give them the very best estimates we
can make of the effective weights and the time of the events in the future, the
pressures that will be forthcoming in a few weeks, months, a year hence, infla-
tionary pressures or deflationary pressures, so that we can have our views in
their minds when they come to take their action. And they, in turn, give us the
benefits of their views.

Senator LONG. All I wanted to know was whether you agree with their deci-
sion or not, is what I really wanted to know.

Secretary HUMPHREY. I felt this last time, if it had been my responsibility,
I would not have made this last move-all the others, but this last one might
have been postponed, and natural conditions might have taken care of it.
Whether I am right or wrong, I don't know.

CONGRESS OF THE UNITED STATES,
JOINT COMMITTEE ON THE ECONOMIC REPORT,

April 18, 1956.

MIEMORANDUM

To: Members of the Joint Committee on the Economic Report.
From: Grover W. Ensley, executive director.
Subject: The economic situation and outlook.

Attached is a summary of the economic situation and outlook prepared by
the committee staff on the basis of information contained in Economic Indicators
for April, released today, and other information received by the staff.

We have also ventured to suggest the implications of this outlook for Federal
economic policy.

THE ECONOMIC SITUATION AND OUTLOOK

I. ANOTHER LOOK AT 19 5 8

The first quarter has been marked by continued indications of economic
strength. Other trends indicate instabilIty.

A. Total output and employment
With output pressing against capacity in many industries and unemployment

close to a minimum, changes in production and employment have been small In
the first quarter:

(1) Gross national product, according to preliminary estimates, rose $1.7
billion from the fourth quarter level to $399 billion. Much of this increase repre-
sented higher prices

(2) The Index of Industrial Production averaged slightly under the fourth
quarter.

(3) Changes in employment and unemployment since last October have repre-
sented mainly the usual seasonal movements.

B. Business investment
Business expenditures for new plant and equipment, according to the recent

Commerce-SEC survey, are scheduled to reach about .$35 billion in 1956, some $2
billion more than plans for this year reported in the MGcraw-Hill survey of last
November, and 22 percent or $6.2 billion more than in 195.5. Considered together
the annual and quarterly statistics imply a further, though slower rise in the
second half. About half of the $2 billion increase over earlier plans may be
offset by less construction expenditures than previously expected, principally
for housing.

C. Sales, inventories, and new orders
(1) Total business sales have fluctuated within a narrow range since late 1955.
(2) Business inventories reached $83.5 billion in February, some 8.6 percent

above the low of January 1955. With sales leveling out, ratios of inventories
to sales have risen in recent months though, in some lines, are still below those
prevailing in early 1953. Much of the rise in the value of inventories recently re-
flects price increases. Trade reports indicate rising steel inventories in anticipa-
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tion of price increases or work stoppages. Some further rise in total business
inventories seems probable although the automobile industry in March, according
to press reports, brought its inventories down slightly by holding output below
sales.

(3) New orders received by manufacturers have continued to exceed ship-
ments, although the trend from December through February was somewhat
lower (February about 5 percent below December), reducing the excess of new
orders over shipments each month from about 7 percent to about 2 percent.
D. Incomes and prices

(1) Wages continue to rise. Average hourly earnings in manufacturing rose
sharply in March, especially in the industries affected by the new minimum wage.
The new high of $1.95 per hour was 5.4 percent above a year ago. Therefore,
in spite of a slight decline in the hours of work, average weekly earnings were
4.7 percent above a year ago. Provisions in existing contracts plus the trend of
recent collective bargaining agreements point to further wage increases.

(2) Agricultural income in the first quarter was $10.4 billion (seasonally ad-
justed annual rate), in line with the expected decline this year of $1 billion or
less from 1955 levels. However, action by the Department of Agriculture, under
existing law, could add $500 million to farm incomes this year.

(3) Prices continued to increase during early months of 1956 at about the rate
prevailing since June 1955. Overall price indexes show less rise than many
components since lower prices of crude foods and raw materials have been off-
setting increases in finished goods and services. The recent 6 percent increase
in railroad freight rates and steel price rises now in prospect are among the
harbingers of continued price rises during the year.
E. Consumption

(1) Preliminary results of the annual Federal Reserve Board survey of con-
sumer finances reaffirm consumer optimism.

(2) Personal consumption expenditures increased in the first quarter more
than did disposable income, resulting in a reduction in the rate of savings from
the fourth quarter. This trend seems to confirm earlier expectations that rising
total consumer spending will be a strong factor this year in spite of lower auto
sales.
F. International situation

Economic activity abroad continues strong, particularly in Europe and Canada.
Both Great Britain and Canada are taking steps to curb excessive inflationary
tendencies.
G. Federal fiscal developments

(1) Reports through mid-April indicate that the Federal budget will show an
administrative surplus of about $2 billion and a cash surplus of perhaps $4 billion
for this fiscal year ending June 30, 1956. These committee staff estimates repre-
sent increases in receipts of about $3 billion over estimates in the January budget,
which were reaffirmed in February by the Secretary of the Treasury. Expendi-
tures may be about $1 billion higher (due mainly to handling CCC payments
inside the budget rather than by sale of notes to commercial banks).

(2) For the fiscal year 1957, the surplus will probably be larger than estimated
in the January budget unless: (a) business conditions deteriorate, or (b) legis-
lation increases expenditures significantly more than estimated.
H. Monetary developments

(1) Apart from meeting week-to-week seasonal needs, the Federal Reserve
System during the past half year has supplied no added reserves to the banking
system. Government security holdings of the Reserve banks are substantially
the same as a year ago.

(2) Member banks have doubled their borrowing from the System in the past
year. This increased borrowing to support added loans to customers has occurred
in spite of successive increases in the discount rate from 1% to 23/4 percent and
to 3 percent in the San Francisco and Minneapolis districts. (The latest action
was taken on April 12.)

(3) Since mid-1955, member bank borrowings have been greater than esti-
mated excess reserves, with a resultant deficiency in the overall reserve position
of member banks taken collectively of between $300 and $500 million.

(4) For the year ended March 30, 1956, weekly reporting banks reduced Gov-
ernment securities by about $5 billion, while increasing commercial, industrial,
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real estate, and other loans approximately $8 billion. In spite of restraint, loans
to business increased $1.25 billion in March, or nearly 5 percent in one month.

(5) The trend in interest rates is illustrated by behavior of Treasury bond
prices. This decline has meant an increase since mid-February of about ½2 per-
cent in the yield of Treasury securities with a maturity of 2'/2 years. The 3
percent's of 1955 have fallen to about 97/2.

H. IMPLICATION FOB FEDERAL ECONOMIC POLICY

On balance, the changes in economic indicators in recent months reinforce
the view that overall restrictive governmental policy continues to be warranted.
As always, there are factors which may be pointed to on the deflationary side.
These seem to be outweighed, however, by other considerations.

Some of the present inflationary forces do not appear to be sustainable, and
if not now restrained, give prospect of creating maladjustments. The recent
rises in industrial prices, stock market prices, inventory accumulation, and
bank credit expansion are cases in point. The force of these upward pres-
sures, coupled with foreseeable further increases in steel and other prices,
freight rates, and wage rates tend to fan the inflationary forces into a speculative
overexuberance which increases the risks of reversal if allowed to run undamp-
ened.

Given this preponderance of inflationary influences at the moment, what are
the implications for public policy in the monetary and fiscal fields?

The committee's recommendation of March 1, 1956, against a Federal tax
reduction continues at the present time to represent the best fiscal policy. A
major guide to fiscal policy should be the state of the national economy, as the
Subcommittee on Tax Policy has pointed out (S. Rept. No. 1310). Although
long-run projections indicate the possibilities of tax reductions, the emergence
at this time of a surplus, either anticipated or greater than originally antici-
pated, is not persuasive as to the wisdom of tax reduction in the face of a
booming economy already pressing the limit of immediate resources and fanned
by a variety of upward drafts. The fact is that the emerging Federal surplus
of itself is but another indication of the strength of the booming forces present
in the economy.

As pointed out above, the Federal Reserve System has been pursuing, and
continues to pursue, a monetary policy consistent with this restrictive fiscal
policy. A restrictive monetary policy necessarily involves some hazards. The
principal of these is that too much or too long restraint can turn the economic
situation toward caution or liquidation. Apart from judgments as to specific
instruments to be used and their timing, it has been suggested that restriction
may fall unequally upon small and large business, that it may unduly enhance
bank profits, and that if long persisted in, it may have serious implications for
the distribution of income. Continual alertness is necessary in carrying out
monetary policy to insure that emphasis is shifted toward encouraging more
liberality by lenders as soon as inflationary forces subside.

It is clear that the costs of a monetary policy sufficiently restrictive to main-
tain stability in the face of a tax cut now would be too great to risk. When in-
flationary forces slacken, a policy of progressive credit ease can be, and should
be, initiated, with changes in fiscal policy reserved until more persistent de-
pressing forces are apparent.

(Whereupon, at 12: 15 p. m., the committee adjourned, subject to
the call of the Chair.)
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MONDAY, DECEMBER 10, 1956

CONGRESS OF THE UNITED STATES,
SuBcoMMITTEE ON ECONOMIC STABILIZATION OF THE

JOINT ECONOMIC CoMMMITEEE,
Washington, D. C.

The subcommittee met, pursuant to call, at 10 a. in., in the Old Su-
preme Court Chamber, United States Capitol Building, Washington,
D. C., Hon. Wright Patman (chairman) presiding.

Present: Representative Wright Patman (chairman), and Senator
O'Mahoney.

Also present: Grover Ensley, executive director; William H. Moore,
staff economist; and Reed L. Frischknecht, legislative assistant to
Senator Watkins.

Chairman PATMAN. The subcommittee will please come to order.
Senator O'Mahoney will be here, I am sure, and while we are wait-

ing for him I will read the statement that has been prepared; and, Mr.
Bell, will you take a place here, please.

Mr. BELL. Yes, sir.
Chairman PATHAN. Mr. Bell is our first witness this morning.
It is very nice having you come down here to make it possible to give

us the benefit of your views.
Senator Watkins' administrative assistant is here to cooperate with

us, and we are glad to have him.
There would certainly be very few persons today who would dis-

agree with the proposition that it is good sense, good business, and
good government to strive in every reasonable way, within the frame-
work of free enterprise system, to promote stability and high-level
employment in our economy. The intention of the Federal Govern-
ment to do its part toward those ends are stated in the policy declara-
tion of the Employment Act of 1946.

While there are doubtless many ways in which government plans,
functions, and policy affect the operation of the economy, it is generally
agreed that monetary, credit, and fiscal policies are the principal
means of directly promoting stability, high-level employment, and
growth.

Having made such an undertaking, prudence dictates that Congress
and the executive agencies of Government, with the help of experts
in the field, give constant attention to the adequacy and the continual
modernization of the stabilization tools.

Later this week, this subcommittee is going to hold hearings on the
subject of automation and technological progress in industry. In that
field we know that engineers, scientists, and technicians are giving
constant attention and thought to the improvement and working of

1
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various machines and processes. The same kind of checking and pre-
cautions are just as appropriate and called for in government and
economics. We, too, must be continually sure that our instruments
are regularly examined for rust and not allowed to be overtaken by
obsolescence.

That is precisely the purpose of these current hearings-putting an
important stabilization device under examination to see how it is
working and if its working can be improved upon. Other subcom-
mittees of the joint committee give similar study to other major poli-
cies affecting stabilization and growth, especially fiscal policy.

The Joint Economic Committee, charged as it is with the duty of
making continuing studies of matters relating to the working of the
economy, has, over the years, conducted a series of such hearings and
examinations of progress and knowledge in the field of monetary and
credit controls.

One great accomplishment under the authority of the Employment
Act has been the extent to which general understanding and knowl-
edge of monetary affairs by Members of Congress, the public, the
press, and even experts themselves, have been materially aided by this
series of periodic reviews. This hearing will undertake to bring the
record on monetary policy up to date.

This hearing is only another in this series of regular studies which
the Joint Economic Committee makes. It is important that that fact
be stressed in view of the rumors we have recently been hearing from
various sources that the independence of the Federal Reserve System as
presently constituted is being currently threatened.

Whether there is any truth or not in such rumors, this hearing, at
least, is not being held with any such notions in mind. It represents
a good-faith search for information as to recent and current policy
and its overall effects.

While it is obviously impossible to anticipate what the evidence
presented at these hearings may show, no report or immediate recom-
mendation are likely or expected. The record will, of course, be
thoroughly considered in connection with the joint committee's annual
report due March 1.

Hearings at this time are warranted by the need for public enlight-
enment and the danger that the tight money policy may wreck the
economy.

As to the control and the kind of independence enjoyed by the
Reserve System, it is well to keep in mind'that the Constitution is
quite specific in assigning to the Congress the control over money and
the value thereof. In the modern world the money supply, of course,
takes the form in large part of credit and credit instruments.

The Congress, as a matter of expediency, has delegated the adminis-
tration of this power over the supply of money to the Board of Gov-
ernors and the Federal Open Market Committee. The relationship is
such that criticism of today's tight money policy should be directed
at Congress as well as at its agent-the Federal Reserve System.

The determination of monetary policy is thus an important public
function to be exercised in the public interest by public-minded serv-
ants. The United States is, I believe, the only country in which the
central bank is not owned outright or controlled directly by the polit-
ical government. We preserve the fiction that the central bank is a pri-
vate concern by allowing commercial banks to make a sort of deposit

2
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erroneously referred to as capital stock, which prompts the private
banks to falsely claim that the central bank should be independent of
government.

Our plan of organization has worked tolerably well, however, be-
cause we have checks and balances inherent in the structure of the
System as provided by law, and we can always change the law.

We must always be alert, however, to the danger that considerations
dictated by private interests may come to influence the decisions of
the Reserve authorities. If, for example, the influence or the profit-
making objectives of private banking were to crowd out the public
interest in management of the System, we would perhaps have then
to prefer some measure of political control as the only course guar-
anteeing the paramount public interest in the management of the
Nation's monetary asairs.

The first question which the Federal Reserve authorities, the Con-
gress, and the critics of recent System action must answer at a time
like this is whether inflationary forces are currently strong and pre-
dominant in our economy.

If we conclude that inflationary forces are substantial enough to
need restraint, we must. then decide what can be done about them.
What alternatives do we have?

(1) We can place reliance -on fiscal policy, which would possibly
mean increasing taxes; (2) we can rely more or less, as we have been,
upon general credit controls with their admitted shortcomings; or (3)
if we feel that general credit controls are unsatisfactory and fall un-
equally upon various parts of the credit structure, they can be supple-
mented by selective credit controls or other means of control. For
example, should we directly control plant and equipment investments
through some sort of capital rationing device?

The purpose of these hearings is to explore these questions, includ-
ing the merits of possible alternatives to high interest and general
credit restraints. In any case, we need to study the impact of these
various alternatives upon large and small business and upon parts of
the credit structure such as home mortgage financing, school con-
struction, and consumer installment buying.

To the extent that we decide to rely upon general monetary control,
we need to consider the various instruments used in making it effective.
What control devices are there other than ever higher and higher in-
terest rates? Are these rising interest rates effective in controlling
inflation, or do they possibly contribute to it?

The important thing of which we must make sure is that such credit
resources as are available are flowing to the right spots and that ef-
forts, however justifiable, in the restraint of threatened inflation, do
not lead over the hump into a period of deflation, which may be even
more difficult to deal with.

Our methods of dealing with deflation once it gets started are much
less adequate and certain than are our brakes upon inflation.

We must guard against the danger of making high interest rates and
tight credit a permanent habit in the United States. We must recog-
nize that monetary controls are essentially short-run tools and there
are other and better long-run stabilization techniques.

Finally, I think the time is here when we must begin seriously to
make a policy choice. And I would like to state that although I believe
our productivity can in the long run give us both stable prices and full
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employment, if I had to choose between a policy that might be mildly
inflationary in the short run as against one that would plunge us into
recession, unemployment, bankruptcies, and farm foreclosures, my
choice would be unhesitatingly for the former.

I cannot understand how anybody could possibly support the alter-
native of recession. But there are men in high places who conscien-
tiously think recession is the lesser of two evils.

I hope that we can bring this basic argument before the public
gaze in the course of these hearings and this basic question of public
policy can be resolved in the national interest.

To sum up, I fervently believe that the time is past due for a thor-
ough reexamination of our country's monetary and credit policy. I
hope that these 2 days of hearings by our subcommittee will be a help-
ful curtain raiser for that reexamination.

I know that efforts in that direction will be continued in the next
session by the full committee.

Our schedule of hearings at this particular time will include on
December 10 at 10 a. m. Elliott V. Bell, editor and publisher, Business
Week magazine, New York, N. Y., and Arthur Levitt, State comp-
troller, State of New York, Albany, N. Y. At 2 p. m. Robert R.
Young, chairman of the board, New York Central System, New York,
N. Y. On December 11 at 10 a. m. William McC. Martin, Jr., Chair-
man, Board of Governors of the Federal Reserve System, accompanied
by members of the Federal Open Market Committee; and at 2 p. m.
Alfred Hayes, president of the Federal Reserve Bank of New York
and Vice Chairman of the Federal Open Market Committee, accom-
panied by members of the Federal Open Market Committee, and
Robert G. Rouse, manager of system open market account.

This morning we have as our witness, who accepted the invitation
of the committee to be here, Mr. Elliott V. Bell, editor and publisher
of Business Week magazine.

Mr. Bell, it was certainly nice of you to accept our invitation, and
we are looking forward to your testimony, which we know will be
constructive and helpful.

You may proceed in your own way, sir.

STATEMENT OF ELLIOTT V. BELL, EDITOR AND PUBLISHER OF
BUSINESS WEEK

Mr. BELL. Thank you, Mr. Chairman.
I have prepared a statement, not very long, which I would like to

read, if I may.
There exists today more widespread concern and questioning about

the working of our money system than at any time since the banking
crisis of 1933. There is need for a basic reexamination of our entire
monetary and financial networks to determine whether the present
institutions are adequate for present needs and whether the function-
ing of our money system could be improved.

Such an inquiry need not imply an indictment of our existing sys-
tem, but it would almost certainly disclose defects that need legisla-
tive correction.

In the past, reform and improvement of our money system has
generally been delayed until forced by critical events. Thus, the Na-
tional Bank Act of 1863 followed the panic of 1857, which has been
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brought on by a chaotic money system that allowed every kind of
wildcat bank to issue paper money.

The Federal Reserve Act of 1913 was an aftermath of the panic of
1907, and the banking reforms of the early 1930's, including the estab-
lishment of the Federal Deposit Insurance Corporation, followed the
banking holiday of 1933.

It is normal for conservative economists and financiers to oppose
change; but if we run away from or try to shut our eyes to current
problems, the chances are that those problems will some day be dealt
with by more extreme people and in more radical terms.

I have in mind the sort of broad inquiry that has been suggested
by Allan Sproul and others, conducted by a Presidential commission
composed of outstanding citizens.

It is now more than 40 years since the last National Monetary
Commission-the Aldrich Commission-made its report in 1912. In
the interval, and especially in the past twenty-odd years, there have
occurred revolutionary changes in the structure of our monetary sys-
tem, and equally revolutionary changes in our economic objectives.
I would like to summarize those changes.

I. The past 20 years have brought the development of federally
chartered savings and loan associations which today constitute a third
banking system, having their own central banks-the Federal home-
loan banks.

-It has brought the rise and growing importance of State-chartered
savings and loan associations; the entry of life insurance companies
into large-scale lending, paralleling and competing with the commer-:
cial banks; the growth of large finance companies providing consumer
credit, and of pension- funds-a comparatively new type of financial
institution, enjoying tax' exemption and free from any regulation,
either Federal or State. These pension funds now engage in major
financial operations and promise to become one of the most important
sources of lendable funds in the future.

In addition, there has been an enormous growth of Federal instru-
mentalities such as the Federal Housing Administration, the Small
Business Administration and the Veterans' Administration, which
are engaged in lending or in guaranteeing or insuring loans. A report
of the Hoover Commission lists 104 such instrumentalities, created
between 1913 and 1955, and I understand about a score of them is
actively engaged in lending or insuring loans in a way calculated to
affect credit conditions and possibly to involve an intrusion upon the
course of monetary policy.

Some of these Government credit intermediaries were established
by Congress to carry out a social purpose-such as rural electrifica-
tion-others are more akin to private financial institutions.

And so, the question arises whether there is need for all these agen-
cies and whether their individual operations are always in harmony
with broad national policies.

II. The period since the banking crisis of the 1930's has brought
the development of an increased number of regulatory agencies. These
now include: the Comptroller of the Currency, the 48 State bank
supervisors, the Federal Reserve System, the Federal Deposit Insur-
ance Corporation, the Home Loan Bank Board, and others. Their
jurisdictions overlap and the coordination of policies followed is de-
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pendent almost entirely upon the personalities of the individuals in
charge at any one period of time.

It was said that the banking troubles of the 1930's were due partly
to a "competition in laxity" among the various supervisory authorities
in the booming twenties. There is nothing to prevent a recurrence of
such competition in the present boom.

This multiplicity of regulatory and chartering authorities raises
the question of the need for more uniform standards and require-
ments to govern the establishment of new financial institutions, in-
cluding branches of existing institutions.

Every commercial bank in the country is a part of our monetary
system, and its lending and investing activities affect the supply of.
money. Yet, the standards of competence, character, and public neces-
sity governing the chartering and branching of such institutions vary
enormously.

Lately a new complication has been introduced by the bank holding
company legislation enacted this year, which would, according to
Governor Harriman of New York and the banking superintendent of
that State, George Mooney, provide a means of bypassing the State
authority with respect to branch banking and the concentration of
banking power.

III. There is need to reexamine the task now expected of monetary
and fiscal policy in this country. When the Federal Reserve 'was
established, its primary purpose was to provide an elastic currency
geared to commercial paper. Today, we are committed to' a national
program which calls for Government action to'promote high-level
employment and to maintain economic stability.

In carrying out these objectives, monetary policy has a large role
to play. Is the Federal Reserve System adequate to play its part:'
have its responsibilities in this connection ever been clearry defined
so that either the members of the Federal Reserve Board or'afiyone
else can know what its obligations actually are?

What should be the relation between the Federal Reserve' and the
various other governmental agencies which extend or guarantee credit
or regulate financial institutions, and with the Treasury? ' :

Is there need for new arrangements to provide for consultation and.
collaboration among these various agencies?

Mr. Chairman, I ventured recently to suggest the desirability of'
a National Economic Council which would function'in respect to eco-.
nomic policies somewhat as the National Security Council functions.
with respect to defense policies.

In 'some 'quarters'this suggestion has been misinterpreted'as an
assault upon the independence of the Federal Reserve System. I can-'
not see -it that way. The suggested Council' could be established by
congressional action, as was the National Security Council, or it
could be created by the simple act of the 'President in inviting the
appropriate individuals to participate.

In either case, I cannot see ~why the essential independence of the
Federal Reserve System should be endangered.' That independence;
as I see it,'simply means that the Federal Reserve must not be 'com-
pelled in peacetime to use its credit-making powers to facilitaite the:
Treasury's financing needs as'was done in two World Wars. .

But apart from'Treasury-Federal Reserve relationships,: it would,'
it seems to me, be a matter of common sense to bring the Federal
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Reserve more directly into the councils guiding the administration in
its economic policies.

I do not have so low an opinion either of Governor Martin or of
President Eisenhower as to think it would be impossible for the former
to counsel with the latter without losing his independence.

If, however, it is felt that the Federal Reserve Board is so sensitive
that contact with the President would corrupt it, then I suggest there
might usefully be formed a National Economic Council without
regular representation by the Federal Reserve Board. In this event,
the Fed might be invited to send an observer with the express under-
standing that he could sit near an open door ready to fly to the sanc-
tuary of Constitution Avenue if he felt the danger at any point of
political contamination.

IV. For some years, there has been controversy concerning the
relations between the Federal Reserve Board and the Federal Reserve
banks. There have been differences of viewpoint as to the composition
of the Federal Reserve Board, the term of office of Board members
and the rate of compensation received by them.

During the first 20 years of the existence of the Federal Reserve
System, the Board in Washington was relatively unimportant and
relatively impotent. The Federal Reserve banks, especially the
Federal Reserve Bank of New York, were dominant.

In the reforms following the banking holiday of 1933, this situation
was abruptly reversed. Power was shifted to the Board in Washing-
ton and taken away from the regional banks. And yet the President
of the Federal Reserve Bank of New York is paid about three times
as much as the Chairman of the Board of Governors of the Federal
Reserve System.

This is an anomalous situation. If the Board is to be dominant,
the question is relevant whether the compensation paid to members
of the Board should not be at least sufficient to make it possible to
persuade a man who has distinguished himself as president of a
regional bank to go on to Washington as a member of the Board. At
p)resent I understand this is practically impossible.

Study should also be given to the question of whether it is desirable
to continue a 14-year term for members of the Board of Governors;
whether the Chairman of the Board should serve at the pleasure of
the President who appoints him; whether his term should be co-
terminous with that of the President; whether he should have more
authority over other members of the Board than he now has; whether
the entire Board setup should be altered and replaced by something
mote akin to European central bank organizations in which the sys-
tem is headed by a governor or chairman assisted by various deputies.

I do not advocate any of these. I think they are questions that
should be explored.

Now, there have been differences of opinion between the System
and its member banks about the level of reserve requirements. There
has been serious disagreement within the System over open market
operations. There is confusion and inconsistency with respect to
the System's responsibilities toward the Government securities
market. All these questions and controversies need to be examined.

V. There is need to explore the role of selective credit controls as
an instrument of national monetary policy. No one likes selective
controls. Yet, they can be made to work.
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An outstanding example of this is the selective control of security
credit through margin requirements. There are times when selective
controls might prove to be a lesser evil than overall quantitative credit
restriction.

For example, when installment credit seems to be expanding too
fast, it might be better to have a regulation tightening up the terms
of installment credit rather than'putting a stranglehold on the entire
economy through an overall tight money policy.

I appreciate that there are dangers of bureaucratic interference
with free enterprise in the use of selective controls, but I believe
there will ultimately prove'also to be great dangers in the attempt
to stabilize our economy through the violent alternations of dear money
and cheap money we have seen in recent years.

VI. There is need also to explore the possibility of compensatory
fiscal policies, such for example as variable depreciation, as instruments
contributing to economic stability. This might conceivably be a means
of spreading out a capital expansion boom like the present, which
it seems to me tight money thus far does not seem to have affected.

I understand this device is employed in the Netherlands, so there
is means of learning how useful it has been in actual practice.

VII. Other questions that need study include the effects upon
quantitative credit control of high taxes and of a large outstanding
Government debt.

It has become apparent in recent months that rising interest rates
present no serious obstacle to large and profitable corporations. Since
interest paid is a tax-deductible expense, a prime rate of 4 percent
costs the corporate borrower less than 2 percent. Even a rate of 8
or 9 percent would cost the large corporation, after taxes, less than
municipalities are now paying for money to build schools.

On the other hand, the corporation that is in trouble, operating in
the red, is directly penalized.'

It has also been noted in the past year that the existence of a large
Government debt, constituting a major part of the assets of the
country's financial institutions, results in a pronounced lagin the
effectiveness of a tight money policy.

Although the Federal Reserve has been following a stringent credit
policy for well over a year, and has prevented virtually any expansion
of the money supply, bank loans have expanded to record levels.

An explanation of this appears in the condition statement of weekly
reporting member banks. In the 12 months ended last November 21,
these banks showed an increase in their commercial and industrial
loans of $4,600 million, while their holdings of Government-securities
went down $3,700 million and investments in other securities fell
$709 million.

In short, the banks simply shifted their assets from Government
and other securities to loans. Meanwhile, deposits declined nearly
half a billion dollars in the year.

I am told that in the first half of this year corporate business
obtained over three and a half' times as much in bank loans as was
obtained in the first half of 1955.

And I know in the 18 months ended last June 30, bank loans -rose
$17 billion-which was the largest 18-month increase on record.

And so it seems to me the tight money Ipdl-icy. thus far has' hurt
home builders, small business, and municipalities that need to build
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schools and other improvements. It has not, as far as I can see,
touched the capital goods boom. It may actually have stimulated,
rather than curbed, business borrowing because the prudent corpora-
tion executive, reading and hearing about tight money policies, has in
many cases borrowed money he did not yet need-just to be on the
safe side.

This, of course, is not to say that tight money will not be effective.
It may grab hold very soon now because financial institutions have
come about to the end of the road when it comes to selling "govern-
ments," especially at current prices and in present thin markets.
Moreover, many banks are "loaned up" to the limit of what they con-
sider prudent.

In concluding, Mr. Chairman, may I say a personal word. I am not
posing here as an expert. I do not pretend to know the answers to
these difficult questions. I think it would require at least 2 years'
study by a monetary commission, aided by a first-rate staff, to begin
to arrive at the answers. I do claim to be a qualified observer of the
financial scene.

My record over nearly 30 years should prove, I think, that I am no
enemy of the Federal Reserve Board or of any public officials who try
honestly and according to their best judgment to serve us all.

So far from being opposed to monetary management, including the
quantitative contro of credit, I have, I think, a clear record of having
encouraged the broader understanding of these matters.

As for the independence of the Fed-as far back as 1950 I pointed
out that the Fed was under no compulsion, legal or otherwise, to peg
Government bonds. I showed that in any contest between the Fed-
eral Reserve and the Treasury, the Treasury could not hope to win.
I urged the Federal Reserve to take its courage in its hands and act
independently.

The Board of Governors had a speech I made at that time reprinted
and sent all over the country, and the following year they did assert
their independence.

And so, in raising now some troublesome questions, I am not seeking
to injure the Federal Reserve System. On the contrary, I believe
that if we cannot soon persuade moderate men to face up to these ques-
tions, we will be too late and will find ourselves confronted with im-
moderate solutions.

Thank you, Mr. Chairman.
Chairman PATMAN. Thank you, Mr. Bell. You have certainly

raised some good questions. Your statement is very fine.
I wonder, Senator O'Mahoney, would you like to ask Mr. Bell some

questions now, or would you prefer that I interrogate him first ?
Senator O'MAHONEY. It is quite immaterial to me.
Chairman PATMAN. I mean, I do not know what your schedule is.

I know you are very busy.
Senator O'MAHONEY. I am here for the duration of the morning

session, at any rate.
Chairman PATMAN. Thank you, sir.
Senator O'MAHONEY. Mr. Bell, I would like to start with calling

attention to yourself as a witness and as a man of great experience in
the field of finance- ven though you do not call yourself an expert-
I think you are overmodest in that. I read with interest Business

9
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Week, which you edit. I read it almost every week except in political
campaigns. [Laughter.]

The President of the United States is reported by the press to be
advocating or preparing to advocate in his state of the Union message
an expansion of the Marshall plan or, shall I say, a renewal of the
Marshall plan on a great scale whereby the Congress will be asked
to approve large loans to foreign countries, principally, of course, the
Western bloc of free nations.

We already know, and this I approve completely, that he has recom-
mended that the British request for remission of the interest due upon
the British debt shall be forgiven.

That latter recommendation of the Government forgiving entirely
the interest upon the de'bt is altogether contrary to the policy of the
Secretary of the Treasury in boosting the debt-the interest upon the
debt of private citizens, private corporations, and of the Governmrent
itself.

Do you find in these facts which I have just related, any basis for
further commentI

Mr. BELL. Senator, the chairman referred, in his very excellent, if
he will permit me to say so, opening statement, to the inherent checks
and balances that we have in our system, not merely by reason of the
institutions that we have, but by reason of the divergence of viewpoints
of men. And I suppose that it is a sound thing in an administration
not to have people who all think exactly alike, but to have people who
have at least some variance of views and of the values they place upon
matters.

I would certainly not want to pass any judgement upon the validity
of the point of view of anybody in the administration. My own feel-
ing, Senator, is that it-

Senator O'MAHONEY. I am not asking you to pass any judgement.
Mr. BELL. No.
Senator O'MAHONEY. I am just asking you to give your own opin-

ions with respect to a central fact in this whole problem of interest
upon debt. Can we logically follow a poliec of no interest upon the
debt owed the United States Government, while levying a constantly
increasing interest upon the debt of the people of the United States
through the policy of the Government?

The only purpose of our sitting here is to decide what is best for the
policy of the United States. We have to be prepared in our reports
to Congress, just as the Executive has to be, for the opening of the
new session of Congress, and I would welcome your comment upon
this apparent conflict of policy.

Mr. BELL. Well, sir, I do not quite see the conflict as sharply as you
apparently see it. It seems to me clearly that we are faced with a
very emergent situation in Europe. The Suez crisis, without entering
into the question of the rights and wrongs of it, has created a serious
economic crisis in Europe, and I think, sir, that we must be prepared
for emergency measures such as this remission of this one installment
of debt. Otherwise, I think the consequences might be serious, not
merely for our allies but for ourselves.

Senator O'MAHONEY. Now let me ask you to turn to page 9 of your
statement this morning. I began to read it only toward the con-
clusion of your statement.

Mr. BELL. Yes, sir.

10
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Senator O'MAHONEY. Toward the end of the paragraph beginning,
"My record over nearly 30 years" -

Senator O'MAHoNEY (continuing). You say:
As for the Independence of the Fed-as far back as 1950 I pointed out that

the Fed was under no compulsion, legal or otherwise, to peg Government bonds.

In order to carry out the foreign fiscal policy as part of the foreign
policy of the United States which the President has prescribed, it
will be necessary for the Treasury to borrow money.

Mr. BELL. Yes, sir.
Senator O'MAHIoNEY. And it -vas so stated. The Treasury is won-

dering this morning what rate of interest it must be prepared to pay
to the big banks in ew York on the money that will be required be-
cause of the forgiveness of the interest on the British debt.

Mr. BELL. Yes, sir.
Senator O'MAHONEY. And because of the program which the ad-

ministration apparently is about to follow, of expanding its policy
of economic loans.

Mr. BELL. Yes.
Senator O'MAHONEY. In order that you may be under no misap-

prehension as to my own views about this, I advocated and supported
the Marshall plan from the very beginning, and I see no objection
to the continuation of the Marshall plan, even though some may pre-
fer now to call it the Eisenhower plan or the Dulles plan, or some
other plan.

It was a good plan, and it has done wonders for Western Europe.
There is only one point on which I reserve judgment and that is the
policy which Secretary Dulles followed during the last administra-
tion, of refusing to allow his subordinates, or to testify himself, be-
fore the authorized committees of Congress with respect to how the
money we loan was being spent abroad, and by whom.

I know very well, and I think everybody who has watched the de-
velopment of the fiscal matters knows, that when the Government
holds out the molasses pot and takes the cover off, the flies begin to
gather.

So when the Secretary, Secretary Dulles, deliberately refused to
allow witnesses to answer questions-questions by Congress, let me
say-with respect to the manner of expenditure, I felt that was
wrong. Congress ought to know about it.

But, with that reservation, I see no objection whatsoever to fighting
communism by economic aids rather than by war, and I deeply be-
lieve that we are engaged in a cold war which, if we continue to fol-
low the policy of the last 4 years we may lose to Communist Russia.

And one of the indications before us now of the danger in which
we are is the point of view which you have just expressed in your
paper with respect to high interest rates.

I am sorry to have taken so much time in explaining my own point
of view, but I did that merely to disabuse you of any fear that I was
talking from partisan motives rather than from great concern for
the monetary policy of the United States.

Mr. BELL. Yes, Senator.
Senator O'MAHONEY. Now, would you care to answer, to make any

comment upon this apparent conflict?
Mr. BELL. The only comment I think that I could appropriately

make, sir, is that this is another complication, a very serious one, which
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makes it even more urgent. It seems to me that we should reexamine
these policies and counsel together on them.

Senator O'MAHONEY. I apologize to you, Mr. Bell. I talked so
long that you lost the question.

Mr. BELL. Perhaps I did.
Senator O'MAHONEY. The question was keyed to your statement

on page 9.
Mr. BELL. On pegging Government bonds?
Senator O'MAHONEY. On pegging Government bonds.
Mr. BELL. Yes, sir.
Senator O'MAHONEY. Do you not think it would be a very sound

policy for the Federal Reserve Board to come to the aid of the Govern-
ment in selling these bonds which the Treasury Department will have
to sell to carry out the program that President Eisenhower is now
recommending ?

Mr. BELL. Well, Senator, if you will permit me to put it in my own
words, which may not be quite as concise as yours, I have always felt
that the Federal Reserve and the Treasury were married, that they
have to get along together and they have to help each other-

Senator O'MAHONEY. I agree with that.
Mr. BELL (continuing). That it is silly to think that one can go

rampaging off entirely on its own. They cannot do that.
Now, that is not to say that the Fed must peg Government bonds

or that it must be a handmaiden to the Treasury to cater to whatever
desires or whims the Treasury may have. But it must, of course, share
responsibility for the stability of the Government security market.

enator O'MAHoNEY. I knew you took that point of view because
of your speech before the American Bankers' Association. I think
you said that the Federal Reserve should not say to the Government,
"Go fly your own kite." Those were your words, were they not?

Mr. BELL. That is correct.
Senator O'MARONEY. And I think it is most important to take ad-

vantage of your appearance before this committee here to emphasize
that point of view, with which I completely agree.

I judge, then, that I am justified in saying that in response to my
questions now, you have reasserted your oft-repeated principle that
the Federal Reserve Board owes an obligation to work as a partner
with the Treasury Department to see that the Government bond
market is not-

Mr. BELL. Sir, an equal partner in which neither side dominates
or orders the other around; in which they work together.

Senator O'MAHRONEY. I think I might be invading the chairman's
field in this question.
* When you say "an equal partner," do you believe that the Federal
Reserve Board is superior to Congress?

Mr. BELL. Oh, no, sir.
Senator O'MAHONEY. It is not superior to the Treasury, but how

about Congress?
Mr. BELL. I certainly do not; by no means.
Senator O'MAHONEy. Thank you very much, Mr. Chairman.
Chairman PATMAN. On that point, Mr. Martin at one time stated

that he considered the Federal Reserve Board a servant or agent of
Congress. Necessarily that is true, because the Constitution is very
plain that the powers that they now assume are powers that Congress

12
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should perform and duties that Congress should perform, but Congress
has delegated the powers to the Federal Reserve System.

On this study, Mr. Bell, that you have mentioned, I agree with you
that a thorough study should be made, but I hope that you do not insist
upon a Presidential Commission to make the study, for these reasons:

No. 1, it is a legislative matter, not an executive matter.
No. 2, people who are elected and have something to lose should

be charged with the responsibility, rather than someone who is in
no way connected with' an obligation to directly or indirectly keep in
mind the public interest.

It occurs to me that that makes a big difference, Mr. Bell.
Mr. BELL. Mr. Chairman, I would like to respond to that. I have

worked, as I think you know, in very close cooperation with the
Leo'islature of the State of New York.

Chairman PATMAN. Yes, sir.
Mr. BEL.. I was for 7 :years an official of the State, and I think

that I have a very proper respect for the legislative branch, and I
think I have some understanding of the problems that they deal with.

Now, the reason I suggested that this should be a commission which
would not include members either of the legislature or of the adminis-
tration, is that it seemed to me that it would be valuable at this time
to get what, as far as it is humanly possible, would be an outside or
detached viewpoint.

My point is that the Members of the Senate and the Congress will, of
course, be studying these problems, as you are doing right now; but it
is they who will ultimately have to pass upon the recommendations
of this Commission, because the Commission will be meaningless except
as its recommendations exentuate in constructive legislation.

It just seemed to me that it would be better if you could have this
group that would study, not in terms of any legislative deadlines, not
thinking of whether we have to get our recommendations in for this
session or for that session, but who would work on this problem until
they are satisfied that they have come as close to the answers as is
humanly possible, and maybe there are no answers to some of those
questions.

And they would then put forth their report and findings to be
debated, and we would presumably have differences of opinion on the
matter; and then ultimately these recommendations would, of course,
come to the consideration of the committees like yours, sir, and if they
had merit they would ultimately result in legislation.

But it seems to me that it would leave the leaders of Congress and
the Senate freer' to exercise their clear and unbiased judgment if
they were not themselves participants in this study. That is my
whole point.

Chairman PATMAN. I think they would feel very free, anyway;
they usually do, Mr. Bell.

Here is the viewpoint I have on that: If you have an outside
commission, you certainly delay action; because after that commis-
sion gets through, it must present its findings, and the reasons for
the findings, to the proper legislative committees, House and Senate.
It is going by a roundabout way, when the House and Senate, either
by joint hearing or by the respective committees of the two bodies,
could have the hearings and call before them the people that you

85560-57-2
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would normally select to serve on a commission. In that way you
would get all viewpoints.

The Members of Congress have a responsibility to the people.
They have something to lose, their own seats are involved if they
-make a mistake, why; it is too bad for them. On the other hand
a commission appointed by the President, I am assuming that
they will be public-minded people and that they would not have some
ax to grind, at the same time do not have the responsibility that a
Member of Congress has. They have not been elected to office.
They are not under obligations to constituents. They have nothing
to lose in the advocacy of what they present, like a Member of
Congress, I believe that it would be better to have congressional
committees, either joint or preferably each body conducting its
own investigation, and calling all these people before them and getting
all viewpoints.

That is just my opinion. You have yours.
Mr. BELL. Yes.
Chairman PATMAN. Which I respect, of course.
Mr. BELL. Well, I am quite sure that there is great force in what

you said. It just seems to me that it would actually leave the legis-
lative bodies freer to pass judgment upon these recommendations.

Chairman PATMAN. I understand your viewpoint. And further-
more, you know that they would be bankers, because they are the
ones who would know about it.

Mr. BELL. They would have to be.
Chairman PATMAN. Well, bankers have a self-interest in this thing,

and I think that is one of the bad features of the Federal Reserve
System now, that the bankers have too much control, and I do not
think we should necessarily consult the bankers about it.

We can hear them all right, and hear their testimony and listen to
them, give consideration to their views, but I do not think they should
be leading the parade, because they are too much interested.

Mr. Bell, you mentioned the inability of the central bank to con-
trol economic conditions through monetary changes because of the
competitive situation with respect to those commercial banks over
which they have no control.

I assume State banks would come first, and I agree with you that
we should give serious consideration to that.

Mr. BELL. I merely mentioned that consideration should be given
to the overall monetary system when so much of your commercial bank
structure is outside of the banking system.
- Chairman PATMAN. That is right. You take, for instance, the other

day the interest rate was raised on time deposits.
Mr. BELL. Yes, sir.
Chairman PATMAN. In the 1935 act, you will recall, it is unlawful to

pay interest on demand deposits, and it is also unlawful to pay an inter-
est rate in excess of the amount that is fixed by the Federal Reserve
Board. Heretofore that has been 9l/2 percent, and the other day they
raised it to 3 percent.

Senator O'MAHONEY. Mr. Chairman, may I interrupt, merely to
remark that some of the banks are not taking advantage of the per-
mission of the Board to raise the interest rate on certificates of deposit?

I have seen some certificates of deposit recently reissued which still
carry only 2 percent.
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Chairman PATMAN. Well, there is a little catch to that three, you
know. That does not apply until about 6 months, does it, Mr. Bell?

Mr. BELL. It is effective January 1.
Chairman PATMAN. I mean only to deposits that are over 6 months

old.
Mr. BELL. Oh, yes.
Chairman PATMAN. I think there is a little fine print on that.
Mr. BELL. May I make a comment on that. As an old supervisor,

Senator, I think that authorities who have to place these ceilings would
prefer, if they could, not to be in the position of actually fixing the
rates, but rather if possible, to fix a ceiling within which there would
be variations. So that I would not think that it would be desirable
that everybody should immediately go to the limit of the ceiling, be-
cause then what you would have, in effect, is the Federal Reserve
Board not fixing ceilings but fixing rates.

Senator O'MAHONEY. I quite agree with you, and I did not want to
interrupt the chain of questions that the chairman is following, but
I make this further comment to call attention to the fact that the
banks increased the rate of interest which the Government must pay,
but they are not ready to increase the rate of interest which the small
savers can receive.

They want their money cheap when they get it from the little people,
and they want to get a very high interest rate return when the Govern-
ment wants it from them. And I think the time has come for the
banks, as well as the Federal Reserve Board, to cooperate with the
Government in meeting the terrific financial problem that is now ours.

Mr. BELL. Well, sir, I do not know whether this statement will find
any sympathy with you, but it is my opinion, truly, that the majority
of the larger banks, at any rate, have been very reluctant to increase
their loan rates, and have really gone along with reluctant feet.

Certainly as far as the last increase in the prime rate was concerned,
the New York banks wouldn't do it long after they were really being
pushed. It was left for a Boston bank to do it, and the thing was
set up so that the Fed appeared to be following the market, but it was
really the other way around.

Senator O'MAHiONEY. Mr. Chairman, would you permit me to tell
my story

Chairman PATMAN. Certainly.
Senator O'MAHONEY (continuing). About Gene McCarthy, the

sheepgrower in Wyoming?
Chairman PATMAN. Go ahead, Senator.
Senator O'MAHIONEY. I think it is appropriate at this moment.
Gene McCarthy was a very wealthy grower and very successful

woolgrower in the State of Wyoming. He was a member of the
Wyoming Woolgrowers Association.

The members of this organization, like those who are engaged in
the sheep industry throughout the public land States, raised their
sheep upon the public domain, and they were always very much
afraid of the havoc wrought among their flocks by the coyotes. So
always their representatives in Congress were requested to secure ap-
propriations for the Department of Agriculture to make war on
predatory animals.

The woolgrowers association was holding a meeting, and the presi-
dent thought it would be a good idea to call on Gene McCarthy to

15



MONETARY POLICY: 1955-56

make a speech on predatory animals. He accepted. It was a brief
speech. He said, and he had a very nice, sweet, Irish brogue:

Mr. President, you have heard a lot of technical talk this morning about preda-
tory animals. All I want to say to you is this: If you can keep the banks out of
your flocks, you don't need to worry about the coyotes.

Mr. BELL. Well, Senator, some of my best friends are bankers.
[Laughter.]

Chairman PATMAN. Yes. We are not against the bankers because
they are bankers. I know Senator O'Mahoney feels the same way I
feel about it. In fact, we cannot get along without the commercial
banking system. We think it is the finest and best system on earth,
at least I do, and I think they render great service to our Nation in
time of peace as well as in time of war, and I do not want to change
the commercial banking system.

I do not want to change the Federal Reserve System, except get
it back to its original intentions, and leave it to public members to
control. That is the only thing I want to change.

Now, on the increase in the time deposit interest rate to 3 percent,
do you not think that is inflationary, for this reason: The object
clearly is to induce depositors to bring their money from the Federal
savings and loans or similar institutions, over to the commercial banks.
Obviously that is the object.

Let us suppose that a customer does that. Is that deflationary or
inflationary. It is inflationary, because the savings and loan can only
make a loan of just this particular money, and it is unable to expand
on it; whereas if the money is brought over to a commercial bank,
I think the required reserve is only 5 percent now, is it now?

Mr. BELL. Yes, sir.
Chairman PATMAN. Then the commercial banks can expand 20-to-1.
So do you not think if the policy is effective, that it will actually

be inflationary rather than deflationary, Mr. Bell?
Mr. BELL. Well, I don't think so, Mr. Chairman.
First of all, I would like to make sure that there is no implication

here that I am criticizing the action of the Federal Reserve in chang-
ing regulation Q. I think that their ceilings had become obsolete,
and if I had any criticism it was that they didn't act sooner.

Chairman PATMAN. I am not criticizing just on that.
Mr. BELL. No.
Chairman PATMAN. I am just bringing it out.
Mr. BELL. Yes.
Now, my point of view on this matter of these interest rates is

perhaps a minority viewpoint, but again it goes back to my experi-
ence as a bank supervisor.

I remember, sir, that in the 1920's, our banking system did engage
in a very destructive competition to see who could pull deposits away
from the other fellow by paying the highest rate of interest.

Chairman PATMAN. Higher rate of interest, yes, sir.
Mr. BELL. And the result of that, sir, was that Congress, as you

have pointed out, ended it by forbidding the payment of any interest
rates on demand deposits at all.

Now, I think there is a danger-I won't say it is actually here-
but I would say there is a danger of getting excessive competition for
these time and thrift deposits by the payment of high interest rates
which strain the capacity of the banks to earn and justify them; and
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I am of the opinion, sir, that so long as we have an overall monetary
policy which freezes the volume of money in the country, that you
are not going to increase the volume of deposits by paying higher
rates of interest.

I think you are merely, as you suggest, going to yank them from
one institution to another, or convert a certain amount of demand
deposits into time deposits in response to these higher interest rates.

So I am concerned about them on that score, sir, but I don't think
they can be described properly as inflationary. That does not seem
to me to be -

Chairman PATMAN. All right. Let-me ask you this question, Mr.
Bell:

-We will take a thousand dollars in a Federal savings and loan-, and
that thousand dollars moves over to the commercial bank because the
customer would just rather do business with the commercial bank;
the'commercial bank can offer so many more services than a savings
and loan.
' But is not the potential there, the inflation potential, we will call

it, more than at the Federal savings and loan, for the reason'that they
can only lend it one time, and the commercial banking system can
lend it 20 times?

How can you say it is not calculated to be more inflationary under
those conditions, Mr. Bell?

Mr. BELL. Well, sir, this is rather a complicated question, and I
tread very lightly here, but I do not believe, Mr. Chairman, that a
transfer of a savings and loan share over to a time deposit in a com-
mercial bank would give the commercial bank any additional reserves,
and it would have to get additional reserves, would it not, in order for
the system to multiply deposits?

Chairman PATMAN. That is true, it would have to do that. But
they are capable of doing it because they have the means of doing it.

Now, I am talking about a commercial bank which has a savings
department. I am not talking about one-

Mr. BELL. Yes, sir, I realize that.
Chairman PATMAN. I am not talking about one which does not

have a savings department.
Mr. BELL. Yes.
Chairman PATMAN. In some States it is possible that they cannot

do that. But generally, they can do that.
Mr. BELL. Well, I believe, sir, that one would have to follow this

transaction through rather carefully, and I think we must assume
that the savings and loan had that money invested, and that when
somebody came in and took that money out, that the savings and loan
probably had to decrease its investments in order to supply the money;
somebody else had to take that up, and I do not think there is any
increase in money involved.

Chairman PATMAN. Not just that particular money, but 20 times
that much. You see, that becomes a base, if properly used, to expand
20 times, just like in a commercial bank now it is possible to expand
6 times.

Mr. BELL. 'On the basis of new reserves, I must say I prefer-
Chairman PATArAN. That is right; that is allI am talking about.
Mr. BELL (continuing)_ I must -say: JI would rather;:have some

licensed practitioner, like Mr. Ensley, answer that.
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Chairman PATMAN. You made a very interesting comment concern-
ing the holding company bill.

Mr. BELL. Yes, sir.
Chairman PATMAN. I am on the Banking and Currency Committee

of the House, and we watched that bill closely, and I think the bill
as it passed the House was all right. I did not keep up with it in the
Senate, but I understand it was in the Senate that the amendment
was made that permitted the acquisition of new banks by holding
companies within the States without prior approval of the appro-
priate State banking authority; am I correct in that, Mr. Bell?

Mr. BELL. I am sorry, I am not sufficiently close to the course of
that-

Chairman PATMAN. As a Member of Congress, and certainly as a
member of the Banking and Currency Committee, I am disappointed.
I think if this public law goes as far as the Federal Reserve Board
seems to indicate, and as the banks seem to think, something should
be done immediately to repeal that part of the law.

We were not trying to expand holding companies. We were trying
to restrict them. That was your understanding; was it not?

Mr. BELL. Yes, sir; it was.
Chairman PATMAN. It is rather unusual that we would end up

doing exactly what we said we were trying to stop.
Mr. BELL. Well, I think, sir, that as far as we in the State of New

York are concerned, we do not fully understand what the implications
of this bill may turn out to be, but we do have a particular situation
before us at the present time.

When I say "we," I am still a member of the Banking Board of the
State of New York, so I share some part of the superintendent's con-
cern, and it gives us a great deal of concern. There is, as you know,
in our State a joint legislative committee studying our banking law.
I am on an advisory committee to that, and the members of the legis-
lature in New York are very much concerned about this problem.

We do not know the answer. We don't even know for sure that we
know the right questions yet.

Chairman PATMIAN. Well, I am very much concerned, and I know
other members are. This bill did not turn out as it was intended.

I am not trying to place responsibility and I am not criticizing or
censuring any particular person or either body of Congress about it,
but I do know that the object of that bill was to restrict and limit
holding companies and retard their progress. Certainly there was
no thought that a law should be passed which would permit the ex-
pansion of holding companies within a State and contrary to State
laws.

I think that would be terrible, and I think you would find a lot of
sentiment to change it quickly.

Mr. BELL. If I may make this suggestion, sir, I think that much
help could be done if there were a general revision of all of our banking
laws, to make sure that the Federal chartering and supervisory
authorities did abide by the State laws with respect to branches.

Chairman PATMAN. I thoroughly agree with you.
Mr. BELL. That was done with respect to the national banks, but it

was left very vague in other areas, and this causes a good deal of
friction. and unhappiness in the workings of our dual system.
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Chairman PATTMAN. It is depressing to me, particularly in view of
the fact that in our State constitution-and -we are very proud of this
provision-it is impossible for a bank to be a chain bank or have more
than one office. We have an independent banking system in our State,
and they can only have one office.

Mr. BELL. Yes, sir.
Chairman PATMAN. Yet, if this law which recently was enacted by

Congress is interpreted as many people seem to think it should be,
that would even destroy our State constitutional provision, would it
not, Mr. Bell?

Mr. BELL. If that is correct, sir.
Chairman PATMIAN. In other words, it could be evaded through the

holding company process, if that interpretation were correct which I
do not concur in.

Mr. BELL. Well, I am not sufficiently sure as to the full implications
of this bill, but I know that in the case of New York the matter that
arose there was such that the New York authorities are considered
to have nothing to say about it at all, and the Federal Reserve advised
then of the facts as a matter of courtesy only.

Chairman PATMAN. As a matter of courtesy only.
Mr. BELL. That is right.
Chairman PATMAN. Well now, that is pretty rough; that is pretty

rough. If it goes that far, I am sure there will be plenty of sentiment
in Congress-

Mr. BELL. The institutions involved, although two of them were
State-chartered institutions, did not advise the banking department
at all.

Chairman PATMAN. You mentioned the Federal Reserve System
changes in 1935. I believe it is material to suggest at this point that
you recognize, I know, in view of the fact that you have kept up with
the banking laws, that we did not have a central bank until 1935.

Mr. BELL. That is correct, sir.
Chairman PATMAN. And in 1935, we completely changed the Fed.

eral Reserve System.
Mr. BELL. That is correct.
Chairman PATMAN. You agree to that, do you not?
Mr. BELL. Yes; I do.
Chairman PATAIAN. You see, before that we had 12 regions, and

we had 9 directors of each bank, and 6 of those, of course, were selected
by the banking interests, 3 of them were appointed by the Board of
Governors, class C directors. They were pretty big people, you know,
then. The chairman of the board was the biggest man in that bank,
was he not? He was the one who had to reach back in the safe and
get the Federal Reserve notes to deliver. He was the only one who,
could-

Mr. BELL. Wasn't he the Federal Reserve agent?
Chairman PATMAN. That is correct. The chairman of the board

was the Federal Reserve agent. - .
Mr. BELL. Yes.
Chairman PATMIAN. And he was the only one who could handle'

the Government's money.
Well, in 1935 the law was changed so that these six bank directors

could elect their president, who would become the big man in that
bank, could they not?

19



MONETARY POLICY: 1955-56

Mr. BELL. That is correct. Under the 1935 law the president be-
came the head of the bank.

Chairman PATMAN. So it was completely changed there. And then
the regional banks used to have lots of other authority in the open mar-
ket operations which were important. Under the 1935 act, they were,
for all practical purposes, put in 1 pool, and 1 person controlled it,
and now when there is an open- market purchase-of a Government
bond or anything else-this 1 person, who is a manager of the account
in the New York Federal Reserve Bank, divides it through some sys-
tem or formula that they have devised, among all the 12 banks; is that
not correct?

Mr. BELL. Sir, I think you know more about this than I do.
Chairman PATMAN. And furthermore, the banks had something to

do with the rediscount rate before 1935, and now it is only the Board
here which has anything to do with the rediscount rate.

Mr. BELL. I believe the board still had a veto power in those early
days, because as I recall, the Federal Reserve bank in New York tried
several times to raise the rate in the summer of 1929.

Chairman PATMAN. They did not have what you might call the
Russian type veto.

Mr. BELL. They did not stimulate spontaneous action on the part of
regional banks.

Chairman PATMAN. That is right.. They could discuss it.
But now, since 1935, the Federal Reserve Board absolutely controls

it, and this business of saying 108 directors of the 12 banks and their-
branches initiated it and caused it, why, that is all hokum. They can
do it, all right. But the Federal Reserve Board has the povefr to'
approve or disapprove. If they want the interest rate at 21/2 percent,-
they can keep it there, just like Mr. Eccles testified.

They have the power to do it. If they want to let it increase, they
can do that, too.

The 1935 act completely changed the System. I will not go into it
thoroughly, but you do agree with me that up until that time it was
not a real central bank, but since it has become a central bank?

Mr. BELL. Well, I certainly agree that prior to that time that the
ower lay primarily in the regional banks, especially the Federal

Reserve Bank of New York, and then it was shifted to Washington.
It still seems to me it is not quite accurate to call it a central bank
because you have the regional setup, and so on, and there

Chairman PATMAN. I would not want to embarrass these people in
the regional system by asking what powers they have. It would be
a source of great embarrassment.

Mr. BELL. Well, I think there have been-
Chairman PATMAN. Now, on this tight money, high interest policy,'

you are having a lot of trouble now getting money for your schools in
New York. Mr. Levitt is to be here this morning.

Mr. BELL. He is right here.
Mr. LEvr. Yes.
Chairman PATMAN. Glad to have you, sir. I know about your pru-

gram and your schedule. You advised me when you were invited to
attend. I

Mr. LEvrrr. Yes, sir.
Chairman PATMAN. With Mr. Bell's permission, we will permit Mr.

Levitt to testify now, and then we will resume questioning you after
he gets through, as well as Mr. Levitt, because he has a deadline to meet.
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Mr. LEvmrI. Thank you.
Chairman PATMAN. We promised to accommodate ourselves to his

situation.
Senator O'MAHoNEY. Before the transfer is made, will you permit

me to ask another question of Mr. Bell?
Chairman PATBIAN. Yes, sir.
Senator O'MAHONEY. This question is prompted by a desire to make

absolutely clear your views as to whether or not tight money, otherwise
known as the rising interest rate throughout the American economy,
is or is not inflation.

I assume from what you say on page 8, and what you have said
throughout the morning, that you do believe that the high interest
rate is inflation.

You say at the beginning of the last paragraph on page 8 as follows:

The tight money policy thus far has hurt home builders, small business and
municipalities that need to build schools and other improvements. It has not,
as far as I can see, touched the capital goods boom.

It may actually have stimulated, rather than curbed, business borrowing be-
cause the prudent corporation executive, reading and hearing about tight money
policies, has in many cases borrowed money he did not yet need just to be on
the safe side.

Are we to interpret as an expression of your belief, that the increase
in rate of interest throughout our economy is inflation?

Mr. BELL. Well, not without some modification, Senator.
I am of the opinion that the policy if persisted in will prove to be

very deflationary, and if carried on far enough and long enough, I
think it can halt any boom and bring you into a real depression.

I am sure there is no intention on the part of the Federal Reserve
authorities to go that far.

'What has happened in the present situation, it seems to me, is that
an overall tight money policy has not operated very effectively or very
smoothly to do what is claimed for it; namely to moderate this boom
and to curb the excesses, because, as I say, it does not seem to me that
it has as yet had any material effect upon the heart and driving force
of the boom, which is the capital expansion program of corporations.

It has hit the fringes such as the home builder and the municipalities
that Comptroller Levitt is going to talk about. I cannot answer your
question "Yes" or "No," except the best thing I can say is that it
does not seem to me up until this point that the overwhelming reliance
upon quantitative credit control alone has proved to be a very suc-
cessful device, and at the same time I think if we continue to rely
upon that alone and to press it harder and harder we will at some
point come to a point where the bra ke will grab and we are in trouble.

Senator O'MAHONEY. With that answer I agree. I realize that you
come here with a paper which is largely confined to the discussion of
the Federal Reserve policy, but when I find you pointing out as many
of our correspondents have earlier pointed out, that the tight money
policy has hurt home builders, small business, and municipalities, then
it has been inflationary because it has increased the cost of building
homes, of expanding small business or maintaining small business,
and the efforts of local communities to build schools, thereby increas-
ing the demand for Federal intervention in the school construction
program.

That is all, it seems to me, inflationary. Do I misunderstand you
in that regard?
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Mr. BELL. That is a very ticklish problem because I think once upoii
a time when I was a newspaper man I counted up some 40 or 50 defini-
tions of the word "inflation."

To me it means primarily a condition in which the money supply is
expanding and that ultimately results in higher prices.

Chairman PATMAN. Wouldn't the phrase "undue expansion" be a
good one?

In other words, what some people call inflation, is just necessary
expansion.

But when you go beyond the necessary expansion, couldn't you call
that inflation?

Mr. BELL. Well, I want to be very responsive here, Mr. Chairman,
but I do not think I can quite follow your question.

I would like, if I may, to say this: I do not wish at all to give the
impression that I am against efforts to moderate a boom. I do think
this is part of the stabilization process.

Nor am I against quantitative credit control where it is useful and
where it is supplemented by other things.

My difficulty with the present situation is that it does not seem to
me to be working in the way it should work.

Senator O'MAHONEY. Let me interrupt you, because I know Mr.
Levitt is coming; just to boil it down to one question.

Mr. BELL. Yes, sir.
Senator O'MAHoNEY. Do you not agree that if the price of money

goes up, it is equally inflation of it as when the price of food goes up?
Mr. BELL. No, sir. I am afraid I could not agree with that.
Senator O'MAHONEY. And why?
Mr. BELL. YWell, because when the price of money goes up it is a

reflection of the fact that the supply of money is smaller or is not
expanding. And the ultimate results of that are bound to be defla-
tionary, because if we are to have an expanding system as we hope
for, we have got to have expansion in our money supply.

There comes a time when if you limit the money supply you won't get
growth any longer. I think that is deflationary. The temporary
effect of these higher interest rates may be, it is true, to add to costs,
the costs of doing business, but the longer run-

Senator O'MAHoNEY. We are not talking about the long run, but
about the immediate effect. I have no disagreement with the theory
that if this policy of tight money is carried on an ad lib and per-
manent basis, it would be deflationary. You say that; do you not?

Mr. BELL. Yes.
Senator O'MAHONEY. But, certainly, temporarily, it is increasing

the cost of operating for our full economy, as you have so well pointed
out here with respect to home builders, small business, and munici-
palities.

Mr: BELL. Well, I think that is correct; temporarily it does increase
their costs.

Senator O'MAHONEY. Thank you very much.
Thank you, Mr. Chairman.
Chairman PATMAN. I had conferred with Mr. Bell before 'the meet-

ing. He suggested that Mr. Levitt had to get back and he would be
glad to yield. That is why I suggested that a minute ago.

Mr. Arthur Levitt, State comptroller of the State of New York,
Albany, N. Y. We are very delighted to have you here, and we shall
await your testimony, and we know we will profit by what you say.
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STATEMENT OF HON. ARTHUR LEVITT, COMPTROLLER OF THE
STATE OF NEW YORK, AIBANY, N. Y.

Mr. LEvrrr. My name is Arthur Levitt. I am the comptroller of
New York State.

As chief fiscal officer of the State, I am responsible for the account-
ing of the receipts and disbursement of all State moneys, for the is-
suance of all State obligations, and the investment of all State money
and moneys, such as trust funds, which are under the jurisdiction of
the State.

The constitution and laws of New York State also assign the comp-
troller a number of duties affecting municipal finance. These duties
include, but are not limited to, the following:

The examination of the fiscal affairs of all municipalities except the
cities of New York, Buffalo, and Rochester, and the counties within
the city of New York; enforcement of constitutional tax limitations;
approval of the exclusion from the constitutional debt limitation of
the bonds issued for certain revenue-producing purposes; and ap-
proval, together with that of the board of regents, of certain school
debt in excess of the constitutional limitation.

In order to facilitate the performance of these duties,-the law re-
quires municipalities to submit annual financial reports to the comp-
troller, and to prepare such other reports as may be required.

A great deal of information about local finance and the problems of
municipalities is gathered by the comptroller's office as a result of
these duties. One of the divisions of my office, the division of muni-
cipal affairs, in addition to handling the municipal responsibilities of
the comptroller, provides legal consulting services for local officials,
and does research relating to municipal problems.

My duties and the services provided give me, as comptroller, a broad
and thorough knowledge of current municipal financial problems.

My acquaintance with the problems which the present restrictive
credit policy has created for the municipalities and school districts
of New York State is based upon the facts which are continually
being reported to me.

School districts are particularly affected by the Federal Reserve
Board's policy, because school building cannot be postponed until a
more favorable moment for financing arrives.

One indication of the urgency of the school-building problem in
New York State is the anticipated expenditure during the next 2
years of over a half billion dollars in school construction.

School enrollments are expected to increase every year for at
least the next 10 years. In 1952-53, there were 2,096,402 pupils en-
rolled in New York schools. Preliminary figures of the enrollment
for this past September have just been announced-2,426,387 pupils.

By 1965 the New York State Department of Education estimates
that we will need to provide for 3,184,500 schoolchildren. New
schools must be built to house the anticipated growth.

The cost of borrowing to finance school construction has been rising
alarmingly. In 1951-52, capital outlay for schools was $170,123,-
548, and the average interest rate on the money borrowed by the
school districts was 2.285 percent.

In June of 1956 the average interest rate on school borrowing was
2.760. Evidence that the tight money policy is placing more and
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more pressure upon the money market is found in the interest rate
which prevailed in school borrowings the past month.

In November 1956 the average rate was 4.078. Over the life of the
bond issue it will cost school districts and taxpayers $2,729,842 more
for the $13.8 million borrowed in November than it would have cost
them in June.

During 1957 and 1958 school districts in upstate New York plan
to spend $314 million in school construction. The borrowing to
finance this construction will cost $62,077,800 more at the November
rate than at the June.

The $5.5 million bond issue of Union Free School District No. 5,
in the town of Hempstead, was sold on November 15 at an interest
rate of 4.30 percent.

Four years ago this same district sold its bonds at 2.70 percent.
If the 1952 rate had continued, the difference in interest payments
over the life of the bond issue would be $1,38 3,7 67-enough to build
a school for 900 pupils.

On November 28 another district in the town of Hempstead re-
jected all bids on a bond issue of $2 million because the school
authorities felt that the 4.30 bid was too high.

This is not an isolated instance. It is happening all over the State.
But it is particularly revealing in Hempstead, which is located in
the heart of Nassau County's rapidly growing, urban population and
which possesses extensive tax resources.

Eventually, if the high cost of borrowing continues, I believe that
some of the money which normally would be used to support class-
room programs will be diverted for the payment of debt service in
order to ease the tax burden. The quality of education will suffer if
the cost of providing educational facilities rises excessively.

High interest rates do not reflect the soundness of the school bonds.
The municipal securities market does not offer any safer investment
than the bonds of New York State school districts.

Generally, the laws provide that schools always realize their tax
levies because the taxes uncollected at the close of the tax period
are turned over to the proper authorities, either county or town.
These authorities pay the district the full amount of taxes due and
then enforce collection in the regular manner.

School districts, in addition to being assured of receiving the full
amount of taxes needed, receive substantial amounts of State aid.
While I will not describe all the education aids given, I would like
to point out that two are earmarked for debt service: the so-called
building quota and the emergency school building advance.

The building quota provides central school districts with substan-
tial amounts of State aid for the payment of debt service. The
emergency building quota is intended to assist those districts which
have to expand their facilities because of unusually rapid population
growth.

During the school year 1955-56, the State paid $8.6 million in
building quota aid to control districts and $2.6 million emergency
building aid. The amount is expected to increase this year as more
districts qualify.

Senator O'MAIIONEY. What is the specific authority for that?
Mr. LEVIrr. It is under the State education law.
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Senator O'MAnoNEY. How long has the State of New York been
providing State aid for the building of schools?

Mr. LEVrLr. Oh, for many years. Longer than I can remember.
Always has been regarded as a function of the State to provide a
sound system of education for the children of the State, and the
medium through which the State exercises that function is the over-
all supervision of State aid through its department of education and
the granting of financial aid to the school districts.

Senator O'MAHONEY. In other words, that has been the policy of
the State for some time, for many years?

Mr. LEvirr. Yes, sir.
Senator O'MAHONEY. That the school districts are not wealthy

enough to raise the taxes necessary to build the schools that the chil-
dren ought to have; and, therefore, contributions from the State are
required.

Mr. LEvirr. Yes, sir. It has been the policy of the State that each
child, no matter where he lives, is entitled to an equal opportunity of
education, and in the poorer districts the State makes up the difference.

Senator O'MAHONEY. Could you, at your convenience, after you
have gone back to New York, furnish the committee with a table
showing the amount of State aid for schools contributed by the State
of New York since the program was first initiated?

Mr. LEvITT. Yes, sir; I will do that.
Senator O'MAHONEY. Thank you very much.
(The table referred to follows:)

State aid for school buildings-Total paid in New York State for school years
1926-27 through 1955-56

Central Additional Emergency Central Additional Emergency
School fiscal school aid for building School fiscal school aid for building

year building debt advances year building debt advances
quota service I quota service I

1926-27 $4 983 -1942-43 -- $680,667
1927-28 ----- 31,203 -1943-44- 703,408 .
1928-29 67,139 -1944-45 -- 699,046
1929-30 62,535 -1945-46 - 700,865
1930-31 - 102,685 -1946-47 - 739,628
1931-32 172,211 -1947-48 - 700,819 .
1932-33 - 294,482 -1948-49 796, 106 $278,073 .
1933-34 - 260, 791 -1949-60 _ _ 811,590 330,770
1934-35 - 310,909 -1950-51 1,749,505 333,448
1935-36 - 341,563 -1951-52 - 2,821,685 324,230 $169,356
1936-37 - 381,900 -1952-53 - 3,849,691 324,807 91,458
1937-38 442, 161 1953-54 - ,44 6,161 282 997 748, 377
1938-39 - 480,486 1954-55-- " - 6 971 378 313, 649 933,383
1939-40 .536: 503 1955-56 2 8,170,344 171,260 2,610,175
1940-41 603, 478
1941-42 - 688,345- Total 40,022,267 2,359, 234 4,552,749

I Additional aid for debt service on former debt to districts which have become centralized.
2Preliminary figures.

Mr. LEvITT. The State is attempting to do all that it can to help to
bring the costs of school borrowing to reasonable levels. My office is
preparing a brochure explaining the merits of investment in New York
State school bonds. I expect to distribute this brochure to banks and
investment houses for the information of their clients.

The Governor has appointed a committee, of which I am chairman-
of which Mr. Bell is a member-to study ways to cut the interest cost
of school bonds. This committee will explore alternative ways of
financing school construction..
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While the State government will do everything possible, some reme-
dies are beyond our power. Federal action can enhance the municipal
bond market and encourage the flow of funds, thus reducing interest
rates.

The current demoralization of the tax-exempt bond market has
created a serious problem in local government finance. Special con-
sideration by the Federal Government is fully warranted in order to
alleviate the results of this restrictive credit policy.

Without passing on the merits of that policy, I want to point out that
there is a sharp distinction between public financing and private
financing so far as the burden of increased interest costs is concerned.

Local government borrowing must bear the full brunt of the steady
increase in interest rates which we have all witnessed in the course of
this year. On the other hand, when private industry borrows, the
burden of the higher interest rates is less than half of that which is
borne by local government units.

This is so because the Federal corporate income tax rate of 52 per-
cent means in effect that the Federal Government is sharing to that
extent the increased interest costs of private business which are deduct-
ible from taxable income.

For example, when Hempstead School District No. 5 has to pay $2
million more interest it means that the taxpayers of the school district
must dig out of their pockets $2 million more to pay the cost of the new
school building.

But when a business corporation has to pay $2 million more in inter-
est, the stockholders of the company are out of pocket only $1 million
and the United States Treasury contributes the other million dollars
through a tax deduction.

There is ample justification for considering the problem of local
government financing separately from the overall problem of the con-
sequences of the present monetary policy upon borrowing in general,
business loans in particular.

Public finance is a special and separate subject, not only because of
the cushioning effect of the Federal income tax law on private borrow-
ings, but also because of the urgent social necessity of proceeding with
the prompt construction of schools, hospitals, highways, water and
sewerage systems, and other public works as a matter of high priority.

For one thing the Federal Reserve might require member banks to
hold a certain reserve in municipal obligations. At present, in New
York State the municipal holdings of State chartered banks range
from one-tenth of 1 percent to 20 percent of the bank assets.

The average held by the State banks is 5 percent. I presume that
there is a similar range in the municipal holdings of nationally chart-
ered commercial banks and savings banks.

I recognize that individual banks have individual situations to meet,
but consideration might be given to a modest requirement of invest-
nients in municipal bonds which would not significantly curtail their
other loan activities while being of substantial benefit to the municipal
bond market.

At the present time savings and loan associations under Federal
charter 'lack the power to purchase municipal obligations. This
should be remedied.

One of the proposals before Senator Robertson's banking subcom-
mittee, now working to revise the Federal banking laws, would permit
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Federal savings and loan associations to invest in municipals, subject
to the rules of the Home Loan Bank Board.

This recommendation seems well taken and I respectfully urge your.
approval when a bill embodying such investment powers comes before
Congress.

Another proposal which I believe demands serious attention is that
of amending the Internal Revenue Code to permit share owners of
investment companies which invest in tax-exempt bonds to receive
tax free the interest earned on such bonds.

This is in line with the recommendation of the President in his
1955 Economic Report. Passage of such legislation, which is merely
an extension of the conduit theory of taxation that now applies,
would open an entirely new buyer's market for municipal bonds, one
of major importance.

I will have more to say on this very important measure when changes
in the Internal Revenue Code are considered by the House Ways and
Means Committee.

Senator O'MAIIONEY. In order that your testimony may be clear
to those who read it, would you define the conduit theory? YoiI have
used that phrase.

Mr. LEvITr. The conduit theory, as I understand it-
Senator O'MAHoNEy. For those engaged in finance, etc.
Mr. LEVITT. It is that which attaches to the particular security wheni

it comes into the hands of the investment company, and follows it so'
that the benefit redounds to the advantage of the shareholder in the,
investment company.

That is to say, that when the investment company purchases a tax-
free security, the income from that security, is tax free, to the invest-
ment company, and the tax-free quality follows it into the hands of the
participant in the fund. And to the extent that the fund holds tax-
free obligations, the participant in the fund benefits pro rata.

Senator O'MAHIONEY. Thank you, sir.:
Mr. LEVITT. There is one more suggestion that I feel must be xmade.'

If the tight money market continues for some months, and most of
the people whom I have consulted agree that it will, conditions in the
municipal bond market may be expected to worsen.

There is a great backlog of municipal bond issues which have been
postponed. Circumstances may force these issues on the market..
Then interest rates on municipal issues may be expected to continue to
rise at the accelerated pace we have witnessed during the last 6 months.

Under these circumstances, I believe that the possibility of giving
the Federal Reserve power to exercise selective credit controls, should
be carefully studied. Selective credit controls, if feasible, would allow
us to satisfy our needs for hospitals, mental institutions, highways,
and schools without inflicting an unwarranted burden upon 'the
taxpayer.

I appreciate this opportunity to discuss the problems which New'
York State school districts are encountering in marketing their bonds.
I hope that this committee will find the time to give consideration to
some of the remedies which I have suggested.

Senator O'MAuoNEY. What do you mean by "selective Federal
control"?

Mr. LEVITT. I mean the selective controls as distinguished *fom:
the quantitative controls that Mr. Bell spoke of. Selective controls
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such as the power to control consumer credit, power to control invest-
ment buying, the power to control mortgage credit and the like, as
distinguished from the broadside all-inclusive form of control that is
in operation today. Quantitative, all embracing control.

Senator O'MIA}ONTEY. Thank you.
Mr. LEvrrT. Thank you, gentlemen.
Chairman PATMAN. Thank you very much, Mr. Levitt.
Now, since Mr. Bell is a member of the committee selected by Gov-

ernor Harriman to study this question, I wonder if Mr. Bell would
like to supplement the statement that has been made by Mr. Levitt.

Mr. BELL. No, Mr. Chairman. I think that Mr. Levitt has stated
the case very well indeed.

I would like to say this, that the plight in which municipalities find
themselves, particularly with respect to the financing of schools at a
time when we all recognize the urgent necessity for more schools is to
my way of thinking merely another illustration of the perplexities
which surround our present condition, and another proof of the fact
that we need to reexamine it and to give it a lot more thought.

Chairman PATMAN. Concerning the tax-exempt bonds, Mr. Levitt,
I have always been opposed to removing the tax exemption but over
the years I have had studies made and I find that the people in the
school districts and States, counties and cities and political subdivi-
sions, who have been beneficiaries of the tax-free income from those
bonds get very, very little out of it. Have you come to any conclusion
on that?

And possibly not enough to justify it being such a fine storm cellar
for extreme wealth.

Mr. LEvrrr. I would be very much interested in looking at those
statistics. It has been my observation, though, that the tax-exemption
feature does confer upon these securities an advantage in marketability
which is appreciable.

My experience in the field does not extend'beyond the 2 years that I
have been in office, but I have noted a considerable margin of differ-
ence between the tax exempt and the nontax exempt, which it seemed
to me redounded to the advantage of the issuing agency.

I confess that the advantage is not as great as it ought to be and I
sometimes wonder why the market for these obligations is not as broad
as it should be.

Chairman PATMAN. You mentioned savings and loans purchasing
these obligations. Any organization that is built upon the cooperative
principle, naturally, would not have the inducement to buy these
tax-exempt bonds-

Mr. LEVITr. No.
Chairman PATMAN. That a commercial bank would have.
The commercial banks now hold about $14 billion worth of tax-

exempt bonds. Do you know that? I mean of local State school dis-
tricts, cities, and political subdivisions.

Mr. LEVITT. I understand that.
Chairman PATMAN. Isn't it $14 billion? It is right around $14

billion.
Mr. LEVITT. I understand that the amount is large.
Chairman PATMAN. Furthermore, they hold about $7 billion in

addition to that, $6 or $7 billion, of Federal securities that are tax
exempt, or partially tax exempt.
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So the commercial banking system now holds approximately $20
billion of tax-exempt or partly tax-exempt bonds. So they are not
behind on the program, Mr. Levitt.

Mr. LEvITr. They are interested primarily in the early maturities.
The amazing thing to me is that when school district bonds of the

quality I am speaking of are offered on the market at a rate of better
than 4 percent that unless I support the market by buying them for
the funds of which I am trustee, they have a hard time getting a bid
from the bankers.

There are not enough takers for this fine security even at the
prevailing rate.

Chairman PATMAN. Don't you think, Mr. Levitt, that the Recon-
struction Finance Corporation performed a great public service when
that organization purchased these bonds from all over the Nation
and kept them and "cured" them for the market and then fed them
out to the market, without anybody losing any money or taking any
discount?

Don't you think that was a great service?
Mr. LEVITr. I think that is a tremendous service and that is the

principle that the committee that Mr. Bell and I are on, is going to
consider very carefully in connection with the plan we hope to devise
for New York State.

Chairman PATMAN. I read very carefully what you have said about
this and was impressed with it except I think you should broaden it
out, since education is the whole Nation, it involves the whole Nation,
including our military powers.

You know so many young men are excluded from military service
because of the lack of ability to even read or write. And so education
is a national issue, at least to that extent.

And I am hopeful that you will embrace in your recommendations,
if you can confine it to the State of New York, what the Federal
Government should possibly consider doing in that direction, to help
the entire Nation including the State of New York.

Mr. LEvrrr. We will be very glad to do that.
Senator O'MAiioNEY. Mr. Chairman, may I ask Mr. Levitt if he will

amplify the statement which he made on page 4 in the second from the
last paragraph of that page that "there is a great backlog of municipal
bond issues which have been postponed."

Were you speaking of New York alone or other States?
Mr. LEvrrT. Yes, sir. There are school issues from districts which

are fearful to come to the market with their bonds. And that fear I
might add, is amply justified.

Senator O'MAHONEY. How many schools do you suppose are
included?

Mr. LEvITT. In that category, sir?
Senator O'MAHONEY. Yes; in New York State.
Mr. LEVIrr. It is difficult to estimate the number of school districts

which postponed the building of schools because of the bond-market
situation. We know several instances where boards of education re-
jected all bids on proposed bonds because of the high interest rate,
but we also know that there were numerous districts which decided to
delay the borrowing for school-building purposes. Because no formal
announcement of intended bond issues was made by these latter dis-
tricts, it is not possible to tell the number of school districts affected.

85650057-3
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'Senator O'MA oNEY. Because of the difficulty with markeing the
'bonds? ''

Mr. LEVrrT. In my own position as State comptroller, I h.ave State
6bligations which'T hope to market but I hlave kept out'of the market
iecause of these conditions.

I' have been obliged'in July;'tp call bff an offering of bonds for the
tllruiiay, because of adverse marketing conditions, in the' hope thkit
I would be able to market those bonds at a later date. But that time
has not yet come.

IS 'S am fomewhat iii'the sa~ mie position as the school disticts, await-
ing a better market.
* ' Senator O'MAHi6NEY. My attention is called by Mr. Moore; to a story

'T'ii the''Wall Street Journal of Wedhesday, December'5, bearing- the
headlirie', "Michigan fails to get'any bids for $52 million highway ond

'6offring."1 I
' Perhaps it wftld'be'"well, Mr. Chairmahn to have that'storyn made
a part of the record.

Chairman PATMAN. Yes, sir> That will be-made a pait. They liave
' alState li"itation 'of 31/2 percent. Even 31/2 Ipercentis quite high for
tax-exempt securities. That is equal to 4.7 percent.

(The article is as follows:) - i

[ From the WaU, Street Journal, December 5, 10501 ; .

MICETGAN Fins To GET ANY BIDS FOR $52 MnuLiON HIGHWAY BOND OFFERING-
SPOKESMAN, FORGROuP, TjN.T HAD OPTIONON ISSUE NOTES COUPON LIMIT, BID
REQUIREMENT-

By a Wall Street Journal staff reporter "

,,LAr~grNG, Mich.-A 31/2 perpent, coupon limit and a required bid of par. wert
cited as key reasons for the State of Michigan's failure to receive any bids for Its
proposed $52 million highway bond revenue' issue yesterday. i

Spokesmen for a seven-manager group that had planned to enter a' bid for the
bonds,'said, "Because of the coupon limitation and the bid requirements,;we are
linable to underwrite a, bid for all or any part of the issue:"

The syndicate had an option to purchase the entire $52 million of bonds or any
combination of three issues, one each for $25 million, $17 million and $10 million.

Blyth & Co., Inc.; Smith, Barney '&-Co.'; Lehman Brothers;',Halsey, Stuart
& Co:,Ihc.; ;Drexel & Co., Harriman Ripley &,Co;, Inc., and Fitst of 'Michigan
Corp., had' been sch~eduled~to manage the syndicate ,,

Cbarleqs M. Ziegler, Michigan State Highway, Commissioner, said the issue will
6bereoffered'fbr"sAal at the pregent '3812 percednt 'coubon rate if'there's'a sufficient
improvement in market conditions. ;, '.; . i ai '" I:'

Mr. Ziegler added' that'if present market conditions continue,I steps will be
taken. toward making the,.",necessary adjustment in the mraximum, interest rate
to permitltheir sale." , -

'As measured'by the lPow-Jbnes municipal ave'rage of 20' representative 20-year
bonds, tax-exempt prices are at 19-year lows. Theb index,' wvhich moies inversely

'to prices, stands at 3.29 percent,'the highest point since early 1937.,
The State last marketed a comparable issue on September 13 whenja total, of

$25 million bonds were sold at an interest cost of 3.04 percent. The' bow-Jones
average then stood at 2.93 percent. ' '''';'' ;'" X

The bonds offered yesterday were authorized in proceedings' thht'began' last
:August 'aiid September.'',At that time iMr. Ziegler said, .the' maximum rate of
3,Y'2 percent,seemed 'more than ample" , , C ' -.

.S_ natorf O'iMAOiNEY'. I think that it -'w6uldbe appropriate ito insert
in the record a this ,omt,'also a clipping lrom the New York Tidies,
Wr~itten or tlk.e A~sipiated Pres~s by, Warre' Jennett, on the c6ntfiun-

Ttion of the drop. of United Sta~tes bonds. ; ,* ;' . - ,

[ha~irmanPAT~rAN. ItmaybeonserNte.d 1 .!; T Eli t :"' jt ': ills 'i''
[;;teati~lssio~los);'i , t !,TX1; !JAn 6!*
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*5 ,; ;[1From;theNew YOrk Times, ~unday,.Deeember.9,19561 ; ,

CORPORATE BONDs ADVANCE WHILE TREASURYS DROP,:

(By Warren Bennett, Associated Press Financial Wifter) t

NEW YORK, December 8.-Corpor!ate bond prices, advanced this week for,.the
first tilue in 2 months. Government bonds continued to decline.

Corporate bond trading wns heavy with voluine of $38,169,999 par 'value' onh
the bid bohrd, highest weekly total 'sinces Deceinber' IT 19:4. This comipared
with $33,020,000 last week and $21,222.400 for thecorresponding week in. 1953.;-

*Rails, investment, quality Issues and foreign dollar bonds wound, uphigher.
Industrials were slightly lower while utilities. despite gnins Thiirsdaya'nd aridaYn-
were sharply lower for the period. Japanese,issues climbed major fractions, with '
Oriental Development Co. 6s of 1963 liosting an' advance of. 1% at 05% Frlday!'

Treasury obligations continued' to drift lower on' somewhat heavier volume
in the over-the-counter market. Dealers 'said much, of the activity stemmed
from tax-swapping. , ,

For the week the Government 2's'of 196'1, dropped t%2 't a neW 16*W of'the
year, 93%? bid. The Victory 2'14s of December 1972-87; declined 1%2 to 89'%2.''
The '30-year 3'f4s last 1%2 at 98%2: while the 40-year '3s were ., lowerlat
934/32bid. -. . ' -I . 1,, .. ' i - : i - .

At these prices the,2hs of 1963 yield 3.64 percent, the "ves" 3.34, the 3yAs
3.35, and the 3s 3.31 pereeut. . - .

,Chairman PATmAN., May I suggeqst, Senator O' ahoney, theb'6nds&'
of the British Government-you kno~w about thi',: Mr. Bell that
are paying .31/,2 percent,,are no, selling ,below, 60. .

You know our: bonds, 2.1/2 percent, are selling beloW 90. .
Do you not think thatitcreates a very unstable and unrelilb e.

situation when people have no way in the world to invest their, imney,,
in:a security that 'will always.be at par, and to have the, ,benefit of
the knowledge that they can rely upon an interest rate within, boins,
of some kind? , , . . , -,

How canithey prepare and plan.and~contractifor thefuture` ,
Don't you think it is rather a bad sitllation.for us to be in, Bell?
Mr. BELL. Mr. Chairman, I am afraid I will h!Oveto~takea litte

bit different viewpoint. ..We do,.have thro~ughob savings bV, ds, of,T
course, an..instrumentality for small savers, which is,always at par,,,
where they do not have to take any loss. ', .. , m..,

,C(hairman.PATMAN. I will take,issue.wi~th. youron that... . .
Senator O'WAIIONEY. The;situntion is this:, A small savyer who,,has,

a thousand dollars may buy a long-term~bond today which wiji yield,,
mbrethian.3percent. . ' .

.Mr. BELL. Yes. .. . , .. -
Senator .O'MAHONEY. But if. he invests in savings bonds, before

he gets 3 percent he must have held them for 10 years. : .. ... ,, ,
Mr..BELL. Yes, sir.; That.js true. There,are other..avenues,,of,

savings, though,-you have the savings banks, for example, many. of
which in my State pay three percent.

I.would.just like to make it clear, sir, that I do not think as a
practical matter we can or should think in terms of.pegeging.Gpvern-,,
ment bonds -at a fixed rate. I really don't think. that ,that is a good,.
plan. I don't like to see our Government bond market bounce around!,
the way it has in recent years. . . ..

*Senator O'MAHoNEY. Iam not suggesting-,
Mr. BFLL. I amnotin.favorof pegging:it.. . , . ,,

Senator O'IAHONEY. I am not suggesting that, Mr..Rell. But Iado
call your attention to the fact that at the, beginning of this administra-.

31,4
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tion the first act of the Treasury Department was to issue the long-
term 30 year bonds at, what was the rate of interest?

Chairman PATMAN. Three and a quarter percent.
Mr. BELL. Three and one-quarter.
Senator O'MAxHONEY. It sold immediately at a premium, and re-

mained at a premium for some time.
Mr. BELL. Excuse me, didn't it go down first? I think it went down.
Senator O'MAHONEY. It might have gone down first. Yes, it did

go down first, then went up to a premium, and now it is selling
below 99.

Chairman PATMAN. Ninty-eight something.
Senator O'MAIIONEY. It may be 98 but I know it is below 99.
Chairman PATMAN. Ninety-eight and twenty thirty-seconds.
Senator O'MAHONEY. That is below 99. This is the situation in

regard to our Government bonds which on television shows, in factory
campaigns for the sale of savings bonds, we are constantly telling the
people are the most certain security that they can get for their savings.

And yet we are following a policy which has resulted in the steady
decrease of the value of those bonds upon the market. Even though
they may be maturing in a few years, they are still below par. That
is a serious condition, is it not, Mr. Bell?

Mr. BELL. Well, sir, I think it is a serious condition when you have
the degree of instability that you have seen in recent years in the
Government bond market and when you have the thinness of the
market that now exists.

Chairman PATMIAN. And an unregulated market, too. It is
unregulated.

Mr. BELL. I am not against that, sir.
Chairman PATMAN. The Securities and Exchange regulates the

private securities market pretty well.
Mr. BELL. But I think that this, again I do not like to be monoto-

nous about it, is simply another point that illustrates the weakness
of this tremendous reliance we have had upon one thing, the quanti-
tative credit control.

I think we ought to see if we can't be ingenuous enough to find
another arrow to our quiver than just this one that seems to have
certain boomerang qualities to it.

Senator O'MAHONEY. I am sure that the committee has not reached
any decision, nor has any of its members, as to what should be done.
But the fact remains that your Federal bonds are going down, at the
same time the administration is suggesting new expenditures for eco-
nomic aid abroad, while following a tight money policy which re-
strains economic development at horne. It is a. most serious question.

Mr. BELL. I think you are quite correct there.
Chairman PATMAN. May I suggest, Mr. Bell, that I have before me

Mr. Lanston's statement about the bonds table based on yield and so
forth. The 31/4 that Senator O'Mahoney mentioned are just now
barely below 99-982%2, but that is a yield of 3.34.

And now there are several bonds here in the list of Mr. Lanston's,
where the return will be 3.59, 3.69. How can we with a straight face
go out and try to induce people, small savers, to put their money into
bonds that will only yield them 3 percent after 10 years, when they can
go right in the market right now and buy bonds that will pay them
up to much over 31/2 percent?
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Senator O'MAHONEY. It is worse than that, Mr. Chairman, because
of the huge issue of Government bills and notes which are given out
by the Treasury and which yield more than 3 percent now.

Chairman PATMAN. Short term.
Senator O'MAHONEY. Ninety day bills are being sold only to a very

limited group, namely, the banks and big corporations. The little
fellow cannot invest in those. They are not available to him.

There is talk now about a new issue of certificates of some kind to be
applicable on taxes which will be due in April. In other words, that
means that the Treasury is proposing to issue certificates to those who
have the idle money to buy them, certificates which may then be used
to pay their taxes when these fall due for the current year. Mean-
while the certificates will draw interest during the period from now
until the taxpayment is made.

Mr. BELL. I think that has been a fairly standard instrument.
Chairman PATMAN. It has been.
Senator O'MAHONEY. It has been adopted and dropped.
It was largely available only for the big taxpayers. It is difficult

for the little fellow to get that.
You agree, of course, with the policy of the savings bonds which is

its great virtue, that it is not affected by the market, and the holder
of the savings bond may get the full amount that he paid plus a little
interest whenever he wants to.

Mr. BELL. Yes, sir
Senator O'MAHONEY. The price of the bond in that respect is not

affected by market fluctuation.
Mr. BELL. I believe that many people who invest in the savings

bonds do so as a regular program, too, by buying a bond a month or
something of that sort. And they are not so concerned with that.

Senator O'MAHONEY. That is true.
Mr. BELL. With the interest rate, I mean
Senator O'MAHONEY. It is also true-and this I have read from

the charts in Business Week, that the redemptions of those bonds
have been rising at a very sharp rate.

You recall that, do you not?
Mr. BELL. I believe I do.
Chairman PATIMAN. Have you finished, sir?
Senator O'MAHONEY. Yes.
Chairman PATMAN. Mr. Levitt, in your group, and Mr. Bell's group,

too, I hope you gentlemen consider these trust funds to be used in in-
vestments like school bonds and even housing, guaranteed by the
Government.

The social security fund, of course, is more than $40 billion. The
national service life insurance fund is $51/2 billion.

There is an ironical situation where the veterans who contribute
to that fund, who paid into it, are not able to get home loans at a
reasonable rate of interest at all. Yet their NSLI funds are only draw-
ing 3 percent.

It is one of these pigeonhole devices where the Treasury uses money
and puts its I 0 U in the lockbox and they only get 3 percent, and if
they were privileged to invest in housing loans guaranteed by the
Government, they can get a minimum of 41/2 percent.

It occurs to me that these trust funds could be used that way.
I hope you keep in mind and consider that in your deliberations.

33
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: Mr. LEVfrt. Yes, sir.' '

"Chairman PATAIAN.' Ay more questions of Mr. Levitt.
Senator O'MJHONEY;-' No.
Chairman PATM1AN. Mr. Frischknecht, would you like to ask some

"qtesti6ng for Senator; WatkinAs?
Mr. FRISCH39NECHT. No. 1 . . i

Chairlmain'PAT44AN. We will excuse Mr. Levitt. .

"I t'Iwuld like to ask Mr. Bell just a few more 4uestions, -if you pleast.
D6 you thinks Mr. Bell, that the brakes are working well or do you

t'hink '-e hiay be headed through the windshield as you §aid one time?
Mr. BELL. Iam 'sure I don't know the answer to that'qiestion, ex-

'ce'p' that 'as forthe first part of it, I don't think that. th'e brakes are
working as well as they suould. '

The thing that bothers me is that I think we are in: danger 6f build-
ing up' certain 'distortions 'in our economy as a result.of' this overall
credit restriction policy. As I have pointed out it seems to take hold
rather sharply in some 'directions, and up to this point it does not
s'e&m to take holdat all in' other' directions. ' - ,:

Ic think this is bad for two reasons: First, when.'you have brakes
'that grab unevenly you develop'distortions.

''A~nd second, you develop a resistance, it seems to me,' on the' part
of the 'public to this type of -instrumentality that' seems to fall so
inequitably.

We know perfectly well that you can't have any policy of restraint
'that is going to be painless. Surely, if you are going to try to mod-
erate a boom, it is going to go against the grain with- a lot df people.

'But it'does not 'eem to me that the present policy has been ideal.
'Chairman PATMAX. Mr. Bell, where is this boom and where is this

inflatio i? ' It certainly is not on the farm or oh the ranch. Certainly
not in small business. It is not in the home building. Where is this
inflation that the Federal Reserve is trying to stop ?

Mr. BELL. Well, I think it' is really up to them to answer that ques-
tion', sir' but I do think that we have had a period of long sustained
activity, certainly in the capital goods field..

Chairman PATMAN. I know but this does not restrain capital goods.
That is where the inequities come in and discrimination is

Mr. BELL. That is right. ' ' ' ' ''" ;
Chairman PATMAN. And injustice is. '

Y.ou 's'ee the capital'goods industry, they'rely not' bn bank loans,
'xcept 'to take some short loans, which' denies the little-fellow funds,

'but"tw-thids 'of their investment' capital come's' fromi-two-thirds
from retained earnings and depreciation. ; .

-Mr!'BitLl.'That isright ; ' ' .
Chairman PATMAN.'S.0 they doii't have to look to'the market.; They

"don 'thhav to look to anybody. ' ' ' ' ' ' "

''And then if 'they need'mdre they'can go 'to the bank." They have
eiit'y iheriS'that; 'the-other people doh't have and they' can'get what
they -want in short term loans which denies the little' fellow that
'opportunity tz. ;! !

'So the eapital goods market that you mehtioned, the present policy'is
'frot'restraiing 'the capital goods 'market at' all: 'They' -will go right
ahead expanding. 'They are not restrained 'a bit. Don't you' agr'ee
with-that? V, @:!' s ,i, :! 1 .,..
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Mr. BELL. Not at the moment. I think there is very little.,evidence
there has been any restraint there.

Chairman PATBIAN. It is the little fellow that is'hurt and'the big'
fellow is not hurt at all. :

Mr. BELL., I think that is about right. '
Chairman PATi'AN. Yes, sir..
Let me ask you this question What do you think has contributed

most to the recent rise in prices, capital goods investrnent, consumer
spending, wage increases in excess of productivity, profit margins or
high interest rates ,

Mr. BELL. Well, I think that a great maiin f thfose atoshavecon-
tributed. Mr. Chairman, it seems to me that when you'ha an eco'-
omy like 'ours that is going ahead at 'siiclfaiY active rate, with full,
employmlent ori very high level employmient, with an expanding tei4
ency it is hard to imagine that prices will' remain completely level..

I would hope that no one would mistake me for a fellow who is"
reconciled to or. an advocate of perpetual inflation.. But .1 frankly
don't get terribly alarmed-at what We have had in; the way of.price
increases in thepast few years. , . . .,

Chairman PATMAN. Mr. Bell, you: may- recall that when the cam-.
paign was on, to' take. off, all of the-controls, the argument was made
that will lower prices; youxrecall that... ,

But it did not lower prices. They. kept prices up. And.. whis-.
pered around, you would hear this suggestion, that. they could.not,
afford. to lower prices because it was possible we would have another
emergency and they might be frozen lik1e they were one time, at a low;
level. They didn't want to be caught again. ; i

So they kept prices up. Then we were told that if we repealed; the;
excess profits tax, you recall that, prices would'go down. ' !it i'

But pricjes didn't go down. They stayed ,up. .B3ecause of. thatcthe
big fellows got plenty of money. through retained earnings, and;'
depreciation, to carry on any expansion program that they wanted:

Butt hat makes it harder on the others, because of the limited supply'
of materials and-labor. . ;

Mr. BELL. Mr. Chairman, I would not describe 'the situation in
quite the terms that you have used.; . It seems to me actually that -we
had a rather remarkable price stability here for a. number of years,
and indeed, in the light of the type of economy that we have had,, with.
the great expansion that has taken' place, my: own, feeling is that it is
quite remarkable that prices haven't gone up more, rather' thaji that;'
they have gone up s~omewhattrecently. . . .

- Chairman PATMAN. After all, there is conscience involved in these
things. I don't see how they could put them' up in good ;onscience:i:

Mr. BELL. I am sorry.' I don't quite get that. . .

Chairman PATMAN. I don't see howi they could in' good conscience
put'them up higher than they have, because they have collected, from"
the consumer enough to .pay all of their expenses, and had. en6ugh to.
pay. a good dividend to their stockholders, which they should, and
enough left to put over into retained earnings, which is costless capi-'
tal to them, a very large amount. I don't see 'hardly how they could
in good conscience take more. . I I .I

Mr.' BELL.: 1 don't quite visualize the process as you are describing,
it, sir.

Chairman PATmAN. Mr. Bell, the hour'is getting late:..
.~~~~~~~. . ... ....... ...

35.
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Senator O'MAHONEY. Before you dismiss him, may I call his atten-
tion to several matters?

Chairman PATniAN. Yes, sir.
Senator O'MAHONEY. I have before me the November issue of the

Economic Indicator. This, as you know, is prepared for the Joint
Economic Committee by the Council of Economic Advisers. Dr.
Burns, until recently, was the Chairman of the Council and had a large
share in the preparation of these statistics.

On page 28, there is a graph and tables on consumer credit. For
the purposes of this question, I will just read the increase in consumer
credit beginning at 1950:

The total consumer credit then outstanding in 1950 was $21,395 million. In
1953, the total outstanding was $31,243 million. In 1955, $38,648 million. The
latest figure for 1956 is for the month of September, $40,074 million.

In other words, since 1950, to September 1956, outstanding consumer credit
had almost doubled.

That means that in many instances purchasers of consumer goods
are obligating themselves for a long time in the future, and may be
obligating themselves for more than the income they can actually
expect for the period of the credit.

That frequently results in the recovery by the seller of the goods
that was sold. That was one of the marks which preceded the de-
pression of 1929, the extension by business beyond the capacity of
the people to whom the credit was made to repay.

In your statement on page 8, discussing the last paragraph, this
question of the tight money policy, you pointed out that so far as
you know, as you have seen, tight money has not affected the pro-
duction of capital goods.

Your language is this:
It has not, as far as I can see, touched the capital goods boom. It may actually

have stimulated rather than curbed business borrowing, because the prudent
corporation executive reading and hearing about tight money policy has in
many cases borrowed money he did not yet need, just to be on the safe side.

Do you think in the face of this picture of the consumer credit
such an executive who borrows money that he does not need can be
called a prudent corporation executive?

Mr. BELL. Oh, yes, sir, because he knows he is going to need it but
he may not actually need itxfor another year.

Let us say he is the head of a corporation that is expanding as
most of our corporations are. He has got a program ahead of him.
He knows that in 1957 he is going to enlarge his plant, in Dubuque
and in 1956 he thinks he will perhaps put a plant in the Midsouth or
something like that. He knows he will need money.

Senator O'MAHONEY. But, Mr. Bell, if as you say in the sentence
before that, the tight money policy has hurt homeowners, small busi-
ness, and municipalities, does that not raise the question as to whether
there will be a market for the capital goods which the prudent cor-
poration executive is borrowing money in order to have the plant
to produce?

Mr. BELL. Yes, sir. This is what hangs like the sword of Damocles
over the economy.

Senator O'MAHoNEY. You will acknowledge, will you not, there
is a serious danger in it?

Mr. BELL. Yes. I have stressed that, but can I say a word with
respect to these consumer credit figures?
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Senator O'MAHONEY. Yes, I wish you would.
Mr. BELL. I would like to say that I certainly am not wise enough

to know whether $40 billion of consumer credit is too much, whether
this Nation can afford it or not. I don't know that anybody else can.

Senator O'MAHoNEY. May I suggest that as the editor of Business
Week, you assign someone from your staff to go into that question
and-

Mr. BELL. Sir, I think this is like the question of what is truth and
what is virtue. It is not susceptible to a positive answer.

But what I think you can say, you can ask yourself whether the
trend seems to be excessively sharp. And I think that on the basis
of the figures you have cited there is room for concern in this thing.

Chairman PATMAN. There is what?
Mr. BELL. Room for concern. Certainly, there has been a remark-

able expansion of consumer credit. I won't say that this creates a
disastrous situation.

But I will say it is something to be concerned about. I say again-
Chairman PATMAN. One premise is wrong.
Mr. BELL. What is that?
Chairman PATMAN. That is, that people have obligated themselves

beyond their ability to pay. That was the premise that Senator
O'Mahoney had. I think that is incorrect, Senator.

I think you will find that people are paying their bills regularly,
that there is no evidence of inability to pay, there is no evidence that
people cannot meet their terms and conditions.

Do you know of any evidence like that?
Mr. BELL. Not at this point; no, sir.
Chairman PATMAN. AS long as people can carry out their obliga-

tions, why should we be alarmed about it?
Senator OUMAHONEY. Are there not television sets and other com-

modities of that kind for sale in secondhand stores which have been
taken back from the original purchaser by the seller?

Chairman PATMAN. Yes. And automobiles. But it is not alarm-
ing. What I mean, generally, they are keeping up with their
payments.

Senator O'MAHONEY. We are talking about trends here. They
have to surrender the television set or automobile-they are not
paying.

hairman PATMAN. People generally who have installment ob-
ligations are meeting them and meeting them satisfactorily.

Senator O'MAHONEY. I think it is important for us to get the facts.
Mr. fBELL. The thing that worries me about it is a tendency on the

part of people who are selling things on credit to extend the terms
further and further as they meet with resistance.

I think if you sell a man a car, on a term of payment, that is going
to outlive the usefulness of the car or going to leave him more money
owing on the car than he can get in trade-in value, it seems to me that
clearly is not to his interest, or anybody else's.

Chairman PATmAN. We don't want to be his guardian.
Mr. BELL. No.
Chairman PATMAN. No reason why we should try to regulate.

That is private enterprise. You see the fellow who buys should have
some say and the fellow who sells should have some say.

Mr. BELL. Yes, sir.



`38

Chairman PATMAN. ' tBut' wien they' ometogetlier, wily lihld' we

h'Mr. Br ' I think in the Se'u'ritiei and E'i xcia'lAq c we~do'oii!
'h'ree marlit'" ," , ; ..
Gen'at4 O'MAIhIdNEY. [ anm afrid th',atthe point ofy my qqueston

"has b6in' lost.' The qu'estion' wasbas'd upon' thei fact that'the witness
has' testified that, some )rudent corporation executive is bopro.7-1i'g(
'more idney'thaii ie 2rle'ds 'bcaIse'he is af:tidltli interest'it ra Illgo
hialier ;, ! .I ,. :! . ' ., ,Wt j .-:!! , ;

* 'AViid"tlii'e; is i busisiess'bo-r f, 'accordih'g tWthe-'*iltiiss' '6on 'thel bou-
strVictibn' 'of 'Plaits' for thlet 71rod'tion o'f 6niiifoditie tto 'b' sold.'

''Att the ftnib'tifia- W6e ha-Wthle' defiitei';'xrpo'r tl;t; tl^L'e-61cAiiuie
qredit is steadily increasing. . I 'di i't'say'it'wastait"the d9'AU'6 r'pdint.
33'utm it' it'a' !tnd '' %-'I'; di'&lc'de the; 6lhi o'f& 1:929 Ihhepp]e

'were'encoirahged bbyusinessmen to pledg"'theiselv&a'ii'd'1leji in-
comes and their families' incomes for things foiv IhAieb, thyt' 6od
not pay': 'Overst-iii 'creditb'bitgs 'about 'such' a' S'itAiitjdnC l; I

Chairman PATMAN. I e' rice, When '6Vedif iS KbWA in I d I 01;ook
upon consumer creditas the healthiest part of ouir 'ecohionmy. - -

Th'e people'i wh 'ell'these tdl'evisiofis'ets'and 'ra'di'dsets'lh'ke f'l ke
'somne "of them back, but' the'y do pretty. f11 lin' 'h'e; busiinessi" Tffe
get pretty good -prfits. ' ' " " (U' . .: ' ,' .

S 'Senator 'O'MKiano'Nhq Sometinies' tlieylave'to! pay"high; i~ites of
:inteer-est. : *-' "L' 0''1t 1 ''iIlliZ t: ."- 'j

Chairman PATMAN. We I ike' to see people' havb thle'beiiefif' 'df 'tif'se
comforts of life and tlhose' c6n'venieniceis.' i'Iwould'iatlie'r se'. pe'ople
buy what they want and pay cadh' thatd'i refb1b,,of kcoiise 'aud
I Mi4i~t'ehcoui~aging p&ie'ttef iminto dit. *-**:'-' ( ''.t' 'r u

But the reason I say inst~hmen' 'credit' i's 'thd' healthidst pa't of 1`i6'r
6'oomy'is'tlhat at ore tinio'wheh we were consideim'the OPA in

1941; befo're'Pearl farb'oir,"vehad Leoi Htnders'onC'n the'i'tf's
stand, one of the'sm artest Witnesses I" Yei' h'Ar'd init'hiy lifeLL'e"iel-

-ways'h'ad' a' god-Answ'r to' ievery iqustioti aiyd it'b a'niep; 'ian it
'Wasj approptiate for mne tb ask himJthiA4t"iiY- oui; 'Mpitali'stic- system
that our money is based on debt. If everybody paid thei-r debf't 'We
;Wouldn't'have anylm 11ey7 -N'clebtssnwio mtny z t 0 i a nitf
bttIAn'd I aslked Ik'& 'wvliat he' w6'tid46>1 ab'dtut that if Wv;-45pi'd all of~ 6t5r
debts. He said, "Well, anybody that paid his debts ought to i'6 rigflt
b'ack'irit debti" *;,I n other wqifls ceate' 'debts j I'yq them"i ffl 1,

And tha~t is oiir-econoi-ny'.'": r' i I ! * X O' , Auiils' s .,l: .i :.t
A Xnd thereasoni I think thait, i1stallnient Ubyiiig is' bbioitthwtheathhi-

*est part 'oft it,' is buc6use ithe people Iactua]lltrpaa 'th ihstallinents.
Ansd' they lgointot debt' 'l1'lie'7-p'i 'thleir 'debts'tand 'thPlfgo' iiAto debt
again. It is their method 'of 'savingin'niany-iiistAc' es. 1Ail lI'h(i I
~ntjafraidhf ittat'all: l I -looknithfavoronrita; it I'., !"/ 'Ii A':;t'0 I
;" A js h ong' 'as j pople 'ire substatttiailly meetsin g'their 'pa/ymenils,', f'l d>:
'dt} think we should'b'disturbsdb abount it."! Btt 'I' A'ilvillrigritokeen
watching it, just like Senato'r O)Maihpney siigested{;'~'b -tuJd':n~t
ha.ve it get tolala mI g. prop~otioies.', CO)Ur .t 'I' 'I '' i

One other question, Mr. Bell. ./ .t r'1l .:`"
Se'nnlor' O'MMkl6ds'~r I: tho.lght' you turiied'.theJt'uesti~oni'tril'o ver

Chairman PATAMAN:''DO YOUii- *vant to61 ask'some 'lio're'lIt ie 'l. .lhI >
Senator O'MAHONEY. We reserve our debate.'fbr xekecutixresessison.

: 6� A - '. ' "L Gi: 1 0 5�� �: RY PO I .. '' -56
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Chairman.PATMAN. That is right.. ,*,
Sen2atpr Q'^IoN-EY`r. Bell, I wondered what reaction, you have,,

had from that very fine speech you made to the American' ankers'
Association at ,Los Angeles. ,WVhat have you ;heard with regard tto
tha4t sugo-Iestijol for a'combination of the Councilof EconomicAdvisers
and theF.edeialmReserve Board ,,, ,,;; . l ,a,

Mr. BEL'. ell, sir, I have had a great.manypletters,,from people
whqvrote in anidsaidithat they had, thought wellof,the speech.ahd
that they tlorqughly agreed a yith me, and wished something would be
done abouIt it. I a so iave been denounced, it seems to me, with a.l
great, Jealpof. ;Ibeat by some of my y good friends among the more
orthodpx econiomists and financiail writers.

And I; haye a~lso hadithelcurious experience of various-highly. placed,
peopje1 coprnii4g,up to! me like, conspirators wand-twhispering, in amy, ear;.
"I a4m1 all ,fQr -yoou,.Jitlhinlkyou aresexactly riglht.',,., ,

Senator O'MAIIONEY. "But don'tquote me'-rwas t'hat; also a' .part.
offlie,response,?. , , i i*-1 .- , *' , , , .

Mir. BELL. Well, it seems to have stirred up quite a lot of conk.
versatl~,(,1.l ,j X;,;,;!-,r;I £;. w .; -~

Sgen ator- Q'M ONEY. iIs,,thereany official interest, in the ;matteri,.
mayJask,?i ,,,,'I,-#, ! ;',,; .%-il ~ iii. ! p *: I- II, : ; ,i

MrB. BELL.. Notto the best of my knowledge.! .There wasdnio official;
connection of :any, sort lwith bthespeechs sir.. Thisiwks'siniply the case
of a fellow, ;~ho. had aniassignment~to make a speech, befoie a bunch of,
bankers, and tried tomake it interesting. i' :- A ' a II,

Senator O'MAHoNEy.EZ You certainly ,did: make it interesting>r; TIh
fact, the opening of, it was very interesting' to me; because, Iwas in'-
charge of the Emp]oynient Act when. it was- passed. by-the Senate,:
in a Democratic Congress, and it was signed. -by -a Democratic

I understand that the slip you made was in saying'that it was passed
by a Republican Congress- il1 *;

Mr. BELL. Yes, sir, I remember that. -s

Senator O'MAHONEY. Has been correctedby 'you-- ' i-, .iri
Mr. BELL. Yes, sir. ; ; l, , .i
Senator O'MAHONEY. In other fields. I thank you for that: Ibuf 'I

felt it ought'to -be corrected' on the record here. i"'"' 'I}

Mr. BELL. Quitezright. .O.,, ,, , .fi11 III

Senator O'MAHoNEY. It was a Democratic Congress which passed
it.

Mr. BELL. I regret that a Republican Congress did not. -E
Senator O'MAHONEY. That is one thing I can- properly state, I

think, with respect to it. I was the first chairman of that com-
mittee, and Senator Taft was the second'chairman, because the 80th
Congress came into existence immediately after this became an
effective law.

I want to say that, both on the part of Senator Taft and on the
part of myself, and those who have succeeded as chairman of the
committee, there was always an effort to secure a staff which would
be competent, and which would be concerned not with merely partisan
arguments but with the objective study of the economy of the country.

And I am happy to say that that has been the policy throughout the
life of the Joint Committee on the Economic Report.
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Members of the staff, which were selected at the beginning, still are
with the committee, no matter what the turn of the wheel of fortune
vas at the ballot box.

Mr. BELL. I think that it has been generally recognized.
Chairman PATMAN. Frankness compels me to admit, too, Mr. Bell,

that I was the author of the bill in the House. We had bipartisan
support for the Employment Act.

In fact, I was amazed at the strong support we had from both sides
of the aisle. And I think that is to the credit of both major political
parties.

And I think it has worked out quite well. This question that I
wanted to ask you, you discussed a little with Senator O'Mahonev, a
matter of this great importance, and' in view of the fact that thiere
are differences between the administration people about certain things,
I just had an idea that you discussed this proposal with some of the
administration people before you made it.

For instance, Arthur Burns. I wonder if you did discuss it with
him.

Mr. BTmT. I have known Arthur very intimately since long before
he came down here, and I have discussed a great many things with
him. And the answer to your question, sir, Ts "Yes," but the speech
was entirely my own-everything in it was my own, my own concept.

You recognized there are a great many ideas there that are not new,
and that have been discussed before, and nobody in the administration
at any point either said, "This islfine, go ahead," or, "Aye, yes, or no."

Chairman PATMAN. Mr. Bell, in rounding out the record or for any
other purpose if we should want to submit to you questions to be
answered before the record closes you would be willing to do that?

Mr. BELL. Yes, sir.
Chairman PATMAN. Do you know of any other questions?
Senator O'MAHONEY. No.
Chairman PATMAN. Would you like to ask any?
Mr. ENSLEY. No.
Chairman PATMAN. Thank you very kindly. Your testimony has

been very helpful and we appreciate it.
Mr. BELL. May I thank you? It was a great courtesy.
(Supplementary questions later asked of Mr. Bell and his answers

to them are covered in the following letter from him:)
McGRAw-HILL PUBLISHING CO., INC.,

New York, N. Y., December 18, 1956.
Hon. WRIGHT PATMAN,

House of Representatives,
Washington, D. C.

DEAR Mm. PATMAN: The two questions you have asked me are not easy ones
and I am not sure that my answers are very good ones; but they are about the
best I can produce at the present moment without going to inordinate lengths.
Here they are:

Question. First, assuming that, at any particular time, economic forces are
recognized and accepted as predominantly inflationary, warranting thereby
some measures of restraint on the supply of credit, what type of borrowers should
get the available credit and, under our present system, who actually does get
it? In other words, what form of machinery should we look for rationing the
curtailed supply?

Answer. Except in time of war or extreme national emergency, I would not
favor any overall system of rationing credit. My objection to the present tight-
money policy is that it does in effect provide a discriminatory rationing of credit
by making credit difficult to obtain in certain areas such as housing, municipal
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financing, and small business, while it places very little restraint upon large
corporations. Credit restraint, as I see it, is justified merely as a means to an
end. That end is the prevention of a runaway boom in the economy that could
lead to a subsequent collapse. Accordingly, my approach to the problem would
be as follows: First, when there is a predominantly inflationary condition,
overall measures of restraint should be applied but they should include not only
quantitative credit restriction but also appropriate fiscal measures, including
refunding of the debt from short-term to long-term obligations, restraint of
Government expenditures and tax measures. This overall restraint should be
supplemented by selective credit controls directed toward particular areas of
the economy which appear to be advancing at too rapid a pace.

Question: Second, what policies or institutional setups should we have, if any,
to insure that certain social demands for schools, housing, highways, etc., do
not get lost in the scramble for the relatively scarce credit resources?

Answer: This is the type of question that needs to be examined by a national
monetary commission such as I have suggested. It is clear to me that by con-
gressional action in the past we have accepted as national policy the proposition
that certain types of economic activity, such as housing, represent a social good
that entitles them to special consideration not accorded to other types of eco-
nomic activity. It is a fact, however, that many conservative-minded people do
not recognize that such national policies exist and see no reason why housing,
for example, should get any special consideration in a period of credit stringency.
Such people can see nothing wrong in the fact that a veteran may not at the
present time be able to get a GI mortgage to finance the purchase of a $12,000
home, while a big corporation has no trouble in borrowing millions of dollars to
set up a new finance company. Before we can have appropriate policies or
national setups to protect these social demands, we need, I think, a clear state-
ment of what our national policies are.

Sincerely yours,
ELLIorT V. BELL.

Chairman PATMAN. The subcommittee will stand in recess until
2 o'clock when Mr. Robert Young will be the witness.

(Whereupon, at 12: 30 p. m., the subcommittee stood in recess, to
reconvene at 2 p. m., this day.)

AFTERNOON SESSION

Chairman PATArAN. The subcommittee will please come to order.
Mr. Robert R. Young accepted the invitation of this committee to

be our witness this afternoon. Mr. Young is chairman of the board
of the New York Central Railroad Co., in addition to which he has
many other interests.

We are mighty glad to have you, Mr. Young, and you may proceed
as you desire.

Mr. YOrNG. Thank you, Mr. Congressman.
Chairman PATMAN. You may take your seat, if you desire.

STATEMENT OF ROBERT R. YOUNG, CHAIRMAN OF THE BOARD
NEW YORK CENTRAL RAILROAD CO.

Mr. YOUNG. My invitation here today came, as you gentlemen know,
as a result of some remarks I made before the Economic Club in
New York on the night of November 19 when I was requested to
address myself to the problems which business will face during this
coming administration.

While the subject of my talk was "inflation," I had time to deal
only with its three most important causes: Wages, taxes, and the
export of our capital. I did this at some risk of being painted as an
enemy of labor, which I am not; an enemy of the administration.
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"'Wli'kh' 'I im'i not, 'ah eifiemy 'of I Con-e'ss,- 'w',hich I" 'm'n oIt, ... n'da
peiney of out allies,.which I1,am not. . ':i1, ' ;, Al.t, -'! ,;,

,,, I wasprepared to take thispersonal risk fo'r the!sakeiof labor,;the
* administrati6nJ Congress, and our allies,'and I hope that as' I amplify

;the'se' rem'ar~ks'to'day,con'sidefattion'*ill be (iv'eni''to'the ict't&ta' tti'me
01init's continueito make bit'im'p'ssible fo'r;i'to eiao'ate ,f 'all 'of,'y
.,,views with which i.f.'I had the time, to fully explainn themAI, believe
"every well-meaning American citizen Would-'agree.-

I started as -aday ibbre. in'the dray'sw wien 'a an-c'ou ris'eou
,'of the'p'#ank s,'of labor throh hjis' sip'ero'or "prou i tl
offending its seniority rules. I have been associated iwith big' busi-
ness.' I have' even been in Wall Street.' And; whi'le I;have never;been
in gb oeerh'nent, I iha' Je' frequen tly bee'& befo id'ita "da'," Vndeirstarnd' 1its

,, problems and thb tr 'eimdousi handicas '' and ' 'e'.' Qjh` ich

The problems you face todaylare so complex and the imponderables
'-'so inferiilial' tl[at it seems 'pesumptuous'for me toia

,i!i mo.u',1nj' t ing I 'n]e'. :4 . ,':" ', S !"-'. 6'If. Ih b' f11it 1' ll.l . .,: nose ,ourtiki mountmg l' ie~s "ine of ,those w40, imagine th'ey benefit
;from this. illness, may think I exaggerate its critical. nature:

P appear here only because I -was urged "to. And nearly 2' years
'elapsedd beforie, I accepted the peted ivitation'si of the'Ec'onjoinic

lub, 's6 sure 'I wva's that any''honest expreession' 6of fiy' ..iew . .o..id
only make me new enemies, with which I am already' well supplied.
Yet' as contro'versial and complex as the total situation is, there are

1; a few basic principles on which maybe eveiniri'y critics' and I cain 'agree.
Our economy in iits abundance is the eighth iwonder,!of the, world.

.Any ,threat, ,to- that iabundance, -iS *inflationary 'andi.. retrogressive.
Monopoly in all its forms, because it hamstrings and corrupts enter-
prise, is the greatest threat to this abundance, whether it be monopoly
of government, agriculture, 'labor, production, distribution, trans-
portation, communications, or credit.

'Judging 'from the background'of your, other Witnesseshere'toi6day
'and' tomorrow, if 'is. this 'last problemh' 'of' credit' which -piiesntl'y en-
gages yoiu.' On this sub'ect:' nder a Govern'mentLmanaged plethora
'of m'oney',' our banks 'and other lenders siffered' manyye'yars 6f fdmine.
It is hard now to begrudge them a few years of 6lover!I 'Butt if' I asit

J "did in 19291'the: whole'hoiuse o'mes 'tumbling 'ddwn tabout 'their 'ears
as a result of a famine or panic of credit, what will. the benefit 'in
earnings have been to the moneylefidef 'if 'it is 'ultiA''ately Ito6 be meas-
ured'iifte'rms'of dollarssthatar&torthless?,' / '!'"" 'I,;ici'1E:fl

It is not hard to see why you are concerned with the recent increases
' (inkfthe c'6ittof Qre'dit. 'anidR te r'a 'pfi'rd<hrink'ngTR ' M "t'sup'lTT'"iVtrtie~r

increases in intrest rateMcn' iilke tlie iiready'eniormous carrying
char es on our Government debt more than we can bear, to sayrnothing
f'l,, at'mig h'' h'appen''to confia eiio'uid the' bottomn' dfiop 'ot of

{Goverhieiitf'bohd quot'ati'on's. tt" '"t !w. 1 l:.,lt
* tBfiisEi'ConsoNl, th'eir prim''e"Go&iernm'et1'isecurit'y,, hicli%'nceesbld
'f6r~piiar, are'nw -selling'att 50'
a run such an eventuality ,could start,in our e'c'o'nffiy`%'wllIThtd9 li !

l'.t'isa'dAffpt'Ability, aiad 'versatility wh,,ich tar'e thie'pi<ulitr, Animeffican
e genius. r They h'av'e made'our couni! ry giea't;',"andt~'oulrliicy est'iiciietve-

't'menh's'hav d the tiniest b'egifinihg' It is' an tl'iiii trend''tlire-
h", e'nsom'ay'ne'w 'new elvopmen'ts 'today o': to fEVort bigness at
the expense of the little fellow.

ia2
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I. h,ave .been. both, and can, see the value, of both,. Only ,the ,bigcorpofations, whi~hiaheady enj oy many. competitive advajmtages over
their smaller rivals-anpd,-,vlhich interlock through their~pards of,,d-
rqtors ,with the' big souirces, of credit, banks, ins rance .compani,es, in-
vestment houses, pension and 'charitable fIunds,. trust funds, ad .in-
f ~i~n , tu ~ ,m,, + ,, ,se ~ e~ m .1t o , b e , a bl e , ,t o , g e t c r e d i t t o d a y . '' .'t b e 'l t o ,

.Yet, our productiye resources are more etha8n just this ,cs'eknit \eb
ofbigbusiness. Sosme,of.,ousrafinestp u eberpst es hrefo~nd ,n t -th ,ou's'ands'of .niddle-s~i~z a~n~dr ,smtaller erpjrisesic
are progiegsively bei~n~g squee~z; ,e~d obut of the credit .they, so badly need.
The mjort,alit~y,,of s~uc~ i epen,,dent enterpr ises, can lead to. further in-
flati~ohi ,a~nd,,conee~nt,~at~,lon ,ot powe~r i still big ger b usiness.

'Just as the inflation of wages, taxes, and the qxp f ,pit,'threatn to begga tecllarclasses,, agricultur,e, thepensinersnhe , nd,,utes, so, thoc ratijon,, of, big b eusjless,drioner
mng,,a la,rge. se~gmqnt of ,our poplatqin Qt ofu ,sm all bu sines, an d into
the ran~k, an~d lle'o ,big ,bu ~ie s, subje~tjt al)l of tbhe rules of, t ,'
and you can 'd'efine "ub" either way. ,.,.

Therefqre, the most, fportant, domestic probl1ems, facing the new
Congress are.the rising. nateesest ,c os and, ,sh rtage of credit;,whijch
add pow,')fuln'ew inflationar'.y forces ,toan alrea,dy hardship situation,
T here is no.t o nly th, 6d e 9 ot of higher interest, t',also.the reduced,
pfroduatvity that must eventually flow from postponed tcaital,p i~o ]~e cts., 

,~i ., t 'o :l{t Stt h ; Fi l . h i ~rt @ , , t
There,ar, other far , jmore.inflationar force, , howeverr,; whi areignored by1m04, of our fscal aut hories." &Ideed, re seems; t'o. be

a ,calculated e#ffot to suppress the, ais, abkout inflat ., ,or. 'thoe publicanc1ofl in a ecent,speecht, b6asted of the stabilty,
of-the Rep'ubl'cn dollar, impl'ying that the rise in the'cost pf yivng
under.,the Democrat's wasdue, t,, I qiuote him, "arbitrhrily'che

Dissentinr from this view as a businessman,,apnd noktias ai-prtisan'
rny~experietnce, is that ea~sy;,nqney under the Democrats e nouraged in,-
creased caqpacity, jand auto~mation ,which .mad operations less ,costly,.
thus; owi. th~e riise in t h~e,co~s t of living .

, I f, j y o , u , k n , aoc k , ~ u t~ o m ~ o b l e, s, a e s d o w 1 b y , ,re s t y i c t m n c og n s, u m e r call you accomplish iS to reduce factory volum~e which, ,by in 97efmg
ovehead,, frcesan increase; sinelling price.

The sa me. inexorable law .operates. in housing, furnishings, ,ppi- .
ances, and elsewhere; for ours is an economy,of abundance, not scarc-

ity,. ii which prices an only; be, held ,down in thle' face of spiraling
wa4ge by 1inc,reasing both, volume aniid prodqctiivity. ,'n,1y Athus can.
the ehuge .c iital cst's of ,automation, be -absorbed. .B si;ness today nmust haiv e volu 'me to :peet its overhead'.ust as q1 1r

sedeGopvprnimepnt, dep~ dentpon incomejtaxes, mnust'have .a vital;
and pr9sperous econqony.. It is only,through acontinuation of ent

growth tFrnds tjhat, either.business or, G.vqeirnm ent, can keep fomgo-i
ing b~rlke if w ye.gopn inflati~ngwages... ,, ,. ,-. ,rurprisinvg as, it .may seem, to. most businessmen, it looks now as

thoil.ugour JederalRes~rve has brought 'the eature eonqmy falla,cy
of Kleynes a~nd 'oHpkins,, long after th e De Dmocirats themselves aban-,
doned it; or in all their mummery. about controlling iflation through
the m nipulation i of the redisc6unt ' rate,',I hay, h ea,rd, our fiscal
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authorities once mention the real inflationary force, the wage spiral,
taxes, and the export of capital, which go on unabated.

Here is a gathering typhoon of inflation beside which the policies
of the Federal Reserve are no more than an electric fan; they cannot
possibly check, but might start the cyclone.

Wage increases have not been a necessary adjustment to inflation,
as they would have us believe, but are its prime cause. Since 1932,
wage rates have risen an enormous 320 percent, while the increase in
consumer prices has been only 100 percent. Thus, it is plain that
wages have led and prices only sluggishly followed.

The only possible way to maintain this favorable relationship if
wages continue to be forced up is to still further increase productivity.
Tight money discourages it.

And as for the export of our savings, which now threatens to check
our domestic expansion on which the defense of the world depends,
Republicans were once so high-principaled, they said, that they op-
posed Democrats on a few millions of badly needed relief for the
unemployed.

Last summer they bemoaned an appropriation of $4 billion of for-
eign relief for Heaven-knows-whom because, as they alleged, it was
hot enough. Any economist knows why the "handout" overseas, be-
cause it does not fill a domestic need, is more inflationary than a
"handout" at home.

For example, I would guess that perhaps 25 or 30 percent of our
steel production has gone overseas since 1940 in one form or another.
The price of structural steel has tripled since 1929. Think how much
lower steel prices, to say nothing of wages, might have been if that
huge volume had been allowed to influence the price the other way
in home markets.

Already Suez has caused our oil producers to talk about jacking
up the price of oil. Only weeks ago they were restricting produc-
tion to keep the price up.

If the oil the New York Central is about to carry to Boston-to
take care of the foreign policy mistakes of France and Britain-were
allowed to go into our furnaces at home, the cost of living this winter
in Harlem and on Park Avenue would be correspondingly lower than
inevitably it must now be.

Our fiscal authorities have correctly attributed our capital shortage
resulting from these exports of capital to a deficiency in savings, but
they behave like stern fathers pointing to our piggy banks; saying
nothing about the fact that the old-fashioned American savings that
once went into common stocks, bonds, life insurance, and time deposits,
continue to be siphoned off in taxes to find their way eventually
through foreign war lords, bureaucrats, and entrepreneurs into the
Swiss banks and the gambling casinos and wine cellars of the Riviera.

You remember that wry line that came out of 1929, "Where are
the customers' yachts?" Now, on those rare occasions when I can
make the Mediterranean, I wonder "Where are the Americans' yachts ?"

No; business cannot be made the scapegoat for inflation because
of its abuse of credit or its failure to save. It has been as frugal in
its demands on bank capital as it has been efficient in reducing costs;
for we find that oui gross national product since 1929 has risen nearly
four times as fast as bank capital.
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It has been mostly out of corporate savings that this vast expan-
sion in production has been financed, while the Government has
plowed under abroad what might have been our individual savings.

Savings, capital, and credit are synonymous. When you export
capital gratis in the form of raw materials, wages, or currency, you
disrupt the normal channels of trade, penalizing some foreigners
while enriching others.

The unfavorable balance of trade which results is reflected in drains
upon our bank balances and gold reserves, thus abnormally depleting
the monetary expressions of savings here at home and depriving the
home economy of exactly those same values in terms of local credit.

It is those shortages reflected in tight credit and higher interest rates
which now block our smaller businesses and many municipalities from
building sadly needed facilties.

Our money managers flatter themselves when they pretend that they
check today's inflation by the orthodox measures which they should
have used to stop the flow of credit into the stock market in 1929. It
was those 10 percent margins which brought us Keynes and Hopkins;.
hence most of today's troubles.

Parenthetically, I would like on another occasion to present to your
committee the reasons why banks and brokers even today should be
prohibited by law from making demand loans on anything so intan-
gible as current market prices, which inevitably must crash with the
first bomb.

If it is sound to make a 30-year loan to the United States Steel Corp.,
why is it not equally sound to make at least a 3-year loan on United
States Steel Corp. stock without the usual fine print sell-out clause?

Such a law might avert the next depression. If the Federal Reserve
would really check inflation, it would call upon Congress to curb
the excesses of labor and taxes. Only thus can our savings meet the
capital needs of constantly growing demands.

There is no failure to appreciate the dangers of inflation; for, Mr.
Humphrey has described it as-

the cruelest form of theft-a theft with the greatest harm to those least able to
protect themselves.

Yet in a Treasury bond advertisement, built around his personal
signature and photograph, the Secretary characterizes savings bonds
as, a reservoir of future purchasing power." Perhaps his legal
advisers helped him with that word "reservoir"-a receptacle which
can be drained down to the last drop-for half of the original purchas-
ing power of these savings bonds has already gone down the drain.

Your congressional concept of truth in securities as expressed in the
Securities Act is so sound that I have already urged that it should be
expanded to deal with those in Government as we l as those governed.
Certainly Congress is inconsistent when it allows the Treasury Depart-
ment to make questionable representations in the sale of government
securities which the truth in Securities Act prohibits investment com-
panies from making.

If it is moral for the Government to defraud pensioners to finance
overseas adventures and placate labor, why does the Government find
it any the less moral to allow a private corporation to mulct them?

To inflate labor at the expense of agriculture, housing, transporta-
tion, the service industries, and the white-collar class, all of those

85660f57 4
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income ag,$.far. behind labor's, is ,also a cruel form of theft; as cruel
i; is ,to, ,ip Shosewho ,rAetireq of their har~d 'eariied 'p~esiois. ;'n

It is.,on~ly. by such. thef ts' b 1VE uphrey' .oa;,stied'&'neis Re-;
pbcjal ,dolla, s been ,t, ,epoirariy. ,sustained-toi go aglimmering
wt~ali th~es~e taid~y segmi'e~its ca~tch p,il, a~s,'tkey g gitjf;hi wr'up9~~~~~~~ ~~~~er. mos, if 'their w~oribuit

are to be renew*ed.,
The alleged benefits of this built-in wage infl~iation in whic most.

must, 1,ose, :fr few to. gain.are, wholly immoral. ', ' A a's 'Mri. HIum-'
ph~rey.;says, , tb~os~er fine~vtal.,are thos les (betprotect 'them-
selv~es.,;,,,, ' ,, ,:':.''1;.",..' ' . ' -g', ,! 1*:1; !.*1 'i lie. '-'Thd

Already so=1 of 'our.pnsmnrs seok T nd,
fra , hey are~entitled wo it. It is'doub~tful if 'ul.'econ' wit'
ail~4 ,geius of buiness, can remain vital evaey 'yars',long', 'ev'n
Wit further 'sacrifices by the people,' in.,,te' fae, of tlhijimlances
createdby ,the.age nm,onopoly.,,,, , I. ... .

'Qne- -by, -'one fthe. unprotected ,areas-housiAng, transportatio, the
white->c6pla~r'class, a'nd~even many of oiir niunidip-alites-''-will c6ine t6

you e , or relleIaaarcu ~tr e lecl n~e'dpesso!muc~n, Iwi re ulrOe
even more of your scarce Va dollhars.

..Then,,the.philosophy of Karl Marx, as' lie predict'ed,. will hAve won
the,6i&ucial last baittle'thruoh"'ouri'ow folly, and ourm mohunents to

*hcon,'Washin'gt6n'and'Xjefferson'will'be overturned. . "
' hose'who believe'or pretend to'believe'-'that our prese-nt'full'

econom' is based on rising 'vwades, iavih defense and arelessforeign'
relief,; should be r~lninded that we spent on our defense establishient
iii'1l929, 6es rtan 2 'p'er'cenlt of' whi"'t' -we' s~penlt la~st' .y'e'air, an' foreig'

Thepirsplr'os tenteswere found dd' on f alilihg, prices and' ta'xes,'
paradoxically aiccoAmpanied'y hu'c~e'reduictions in'.Government 'debt'_
thitree stimiulants'tiine'honored in'their integrity, now widely fe'are
as". ' . . . red.. .

We might haveexpected'6ur econcoimic'defeatisfs of'the school of the'
"mature econhomy," still pLagued by' unemploy'ment 'aftrer '6 yea'rs of
the New Deal, to tell us that to avoid a reculrre'ni' ce'f' 1929'we 'vmu'sit'
acdeptfwage, inflationi'wartime taxes and a foreign policy of iuniversal',I
meddling; but here in 1956 we hardly expected the Federal"'Reserve '
Bbard to1 imply.. tha$t the idire consequerces of' these policies can be
curied. by- a irise in the rediscount rate. Do' they-,think 'that we .are'
ji-stcouritryboysaibaihrnival?. Pr " .,t p.

I Theigreat. depressiohi ;was notj as .many: would hdve' .us: bdlievejia!.
norm'alIphase of the' 'old-£shioned economy', because'ithe brief down-.
swings§4of all. but 1. or.-2 out of 'ourmany, economic cycles were/more,,
salutar~y: in their-aftermaith]s than otherwise. . ., I, , . ,

.Withrinewi legislation prohibiting the call-feature of collateral loans.
thitt lurge, itAS, notta.new 1929 ,crash'we'have to fear..,'Rather..itt.is
thi, creepingi stagnation:,w ,hich accompanies, !wage inflation .oncef it,
necessitatesdnew .subsidies,i higheri carrying ,charges on, the, ,Federai,,
debt.-an,d,,higlierft'axeis.',;,.-f, I.' l ; :,','l, ,,..,, I .. , .

I am not an alarmist when I warn that it may cdriie to a.climax~i
inipricq; wagej and creditj controls; in loss ,of£confidence in; theGovern-
menf~de~bt,;,and.finally inia flight',from the.dollar..-then~theiprintingt,,
press a iadlcompletelymanagedeconomy. .;,!,: * , .,t, tI

O,ur,. freedom,, iour,-,wealth, ;our,, pride .in -achievement-land joy 'of
accomnpli shme nt , all -will, hawielgone jwith: the 'wind. i:,,, !i.1..,
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' Ists'ohiie of iyoii thi k that'inflAtiontand'foreii-policy a're-of no
concern to a railroad man, let me remind you of tins: Wfhidour: poli-
fibciahis ini th'ei' ,subsidy. andi tax 'd-isci'im-ihationii hiav held' firt-class
piasshegei' f'ares '.sihiee1929'dovn t'o' apuny rawine tf'y'8 'percent,
'th'ey'have'bncouraged n ail wVages to tiiple.; Coach f1reAH'ae actually
1dwnver`tbdday,-th'Ai t'ey~vere'2'7y'year-s'a'go'1. A@!j @ ,,;l_ ' ,~,

' The big' teel' coiripahies wlio6se biggst eas -g'oiichr tnstofier; is the
United States Governmnnt, face no problem in absobinbtihese wiae
inicre~ases: ' They raisei'their' prices 'and'theilpk'&fits the v'ery sat-e day

tey bed&in payin'g'tlie' ftgeii4crease.'- !,"s /'*14 ;i
'''But'*Rhta'tab'ut tlid'tailtba'ds, o'ntwhlch the'lgteel1 com~paniies depen'd?

"We must e'ndiire the'rhockeryi ofleTnhgthyain'd 'cbsliy hearilio'befdre the
* LCD rc onth's'eveni'years, f 9nr'own A incrteases 'hav8 staed

-running,' in'rdersthat' spetei'a1 'anid selefish' iAn&et'est'who iseik itd 'sp'6toge
dn' the railr6idsby'ICC 1li'eni' ehay haVe'their 'wishes1he'a1d'd:':''

These pf6ePF4ts;iave 'n'otftithe'li'ghh'tdsii rbldtibiil-ip to 'th6 public in-
: tbrest? but'siii th'ey 1ead clear to the 'Chaifiet ahd DU feiise Depdaftiieqt,
'they' are'toopvorfu1'f6r the ICC hiigiioitnob'""''';'; ,;

''"Our railroads io soo'ner'staggerf ufrom ''n'e 'of 'thesb perennial "1Wake
'indreasesith~ianthby are'iiitV by of the'-next ;payoEs't '6ur
congressionally licensed monopolists, a process of .exploitation' of the
'le'ss-fav'oeucuulybedeoi'im"' '" ''4''q

;And ihat''cold 'be more 'iatiiniri, moir'e 'egra 'dingi mobtre"'de-
'srucieo& t' do acomlismnt, thn' a w'ork 'rule ivhich 'rieqUires
me2 iiAwhere 1S i deAd?" To 'subAveirt 'man's 'terIprise ls ' to. corrupt

-E.1 1i * . ;, - A, If I1 tr4|;%- . ."1' -XIllir.
his devmne ,It OI AspiraiibI tne CulItV wn eva~tes" "mm'Irom the
animals. rush this precibo gift'eiitir',ly and bWe- ome'no ino 're'ethafn

-'bovine' chekvbrs 'of tfhe 'cud)easy 'prbt''oth'e ,4/6t'aicis'u~aid insatiable'state, IPo6e6 orp' naltronizig. .1
Gentlemen, when'Russia;,'has mtost of the! hinpoiwer 'of ttheitt wo,~rl' ,

this Nation cannot6lbp6ger' afford feaheilb'e'ddinig ,''ny '1ah' it c
'afford, as Congressmain'Patman h'as' t'ilid 'me t e""duati'dti 'ofman'
more technicians and engineers in Rushsia'than we''have in our own
, country, ., , r. .,Young, may I i,,t,,Iu

,,; Chairiman FAITMAN. M mayI mtilrrupt yotj lust -a'gioiiment,
since you mentionedthat. ' I,.'

Our coqnu-ipItee, I think, was the first congession ja} cmmitteet go
mto bthe qlsti9n of- autom~ation m Novemlber ofijast; ar, and we were

I ,s e ole t o, le arn that the 4RussianIIs a re. gra duating e ngineers a''nd-sclen-
tists, about twice as many this 'year as in te Umnted 3'ta~tes 'at l`e'et hat

And the most disturbing" and alarming situiati6n'\vag thie fact 'that
heyare graduating 32 ,times.as many! technicas in ussia this yr

weare ,graduating, .50,0604 olre' compp~ed to, 1,69q0,9000 tite're.,
Mr. YouNG 'Well, PIwould like'to take some pf thes] surplus firemen

in'our locomotivesand. put th'em'over io, engineering IhoqJ wfire
thiey cbuld do 'the c'untry some good., ;
[', ^Whrat is $h~e end result to labor of ehese poliees, ,War, gaoping

inflation, and eventually forced labor? I, ,ho, then wy11lke reeBmd
,.as the friends of labor-7those who 'furthered, these' epoJic1es,;o those
; wo warned. aga- t~he? I . )**f 1#*,-;-{;.'

Iftarything. can, be more' inflati6iary thaiin .a wage monDop41y itis
taxes. Under the MohroeDoctrinen our taxes Were .virrtually. n1nig.
Under present policies they eat up a third of the national income. AS

i I lvm;Ji�tiAtft I Y6LIC'ki 11:0'6 51-15 6
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a result, consumer prices are grossly higher than they would other-
wise need be.

And those who think taxes, the price we pay for our constant failures
in foreign policy, do not warp ambition and curb enterprise, have
never sought to pry a man out of a good job by a big salary increase.
Nor can I blame a family for not wanting to pick up and move just
to serve as a conduit to the United States Treasury, and thence to some
Greek syndicate.

So little is the material reward left for high attainment, I would
pause before advising a young man to put a productive career very
much ahead of that of a golf pro. Why should the family doctor
respond to calls at all hours from neighbors who practice the organized
slowdown and, consequently, yearn for Mr. Nixon's 4-day week?

And speaking of the idle rich, the big houses of the lords of England,
who have just missed getting us into the third world war and who are
asking us now to pick up the tab for their latest blunders, can be
converted into museums without any loss to their economy. Yes;
they can go; but we must preserve the material rewards of our pioneers
of business if we are to go on enjoying their miracles. If they must
be leveled down, let's be selfish about it and wait until their death, as
God does.

The last cut of any consequence in the steeply graduated income
tax, the joint return, came away back in 1948. It is one thing to work
overtime in wartime, or from force of habit; but in this new peacetime
culture of universal mediocrity imposed upon us by Mr. Humphrey's
tax guillotine, will coming generations aspire to promotion with its
accelerating responsibilities at decelerating rewards?

Just as the railroad man cannot forget inflation and taxes, how
can you forget your dependence on cheap transportation when its
urgency is registered in all the bloody pages of history?

Go back far beyond Suez to the legendary days of Troy whose site,
at the entrance to the Dardanelles, dominated the dark waters that
flow down out of Europe and Asia, the world's greatest land mass.
The lading of ships, however, in those days was mostly light mer-
chandise, and it was not until the last half of the past century, when
the rails enabled us to tap our coal, cement, and ore, that heavy in-
dustry evolved.

Fortunately, our form of government, so wisely founded, was yet
too young to hamstring business after the foreign fashion. Hence
our native enterprise, stimulated by the prospect of unlimited and
untaxed gain, took advantage of that cheap transportation and our
natural resources to create a standard of living that can only be ap-
preciated by traveling abroad.

We can be grateful that this combination of circumstances took
form about the Great Lakes and not the Black Sea. Our ton-mile
rate 'by rail is only a fraction of what it is in other countries; explana-
tion in itself of the vast disparities in our standards of living.

Those Americans who loathe capitalism should be confined, say for
10 years, to some of these overgoverned and underrailroaded foreign
countries they prod us into emulating.

Penalize Ford, Du Pont, General Electric, with British or French
socialized rail rates and service, and their wonder products would
wither into a fraction of their present volume, conceding that they
could have been achieved in the first place.
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It would take 450 truckdrivers to move the coal that can be moved
by only 5 men in a 150-car train, and 2 of these 5 are featherbedded.
Neither the truck nor the bus could possibly compete with the rails if
they paid for their own rights-of-way; nor could our subsidized air-
ports have been brought into being if their steel and concrete had not
reached them by rail.

It is only because our harbors and waterways are served by the
railways, built and dredged by the taxpayer and protected by our rate-
makers, that even water can survive rail competition. The boat not
only consumes more fuel, but it requires 34 men to move the ore that
15 men move by rail, and the rail moves it faster.

You would think, then, reward being a function of service, the rail-
roads would be rich. Instead, since 1929 their rate of return on in-
vestment has averaged only 3.4 percent, and in no peacetime year since
1930 has it exceeded 4.3 percent, a shocking contrast to the 9.7 percent
justifiably enjoyed by all other public utilities.

Because of political pressures from members of the Cabinet and
Congress on the Interstate Commerce Commission, and because of the
resulting timidity of railroadmen, the traffic of this rich country has
not been made to bear its fair share of transportation costs-a sop to
the pressure groups which in the end has meant only higher rates and
poorer service.

This Republican year, supposedly favorable to business, was ironi-
cally not nearly so good for us as our last years under Mr. Truman.
Could there be a greater warning against rapidly encroaching Govern-
ment than this sorry record of our first big regulated industry?

More than one-third of the Nation's freight cars and two-thirds of
its passenger cars are over 25 years of age. Many are 35 and 40; and
the rust and rot advance. Superimpose a national emergency, and
where would we be?

If current rate relief requests are not granted in full, your two
largest railways may be forced to stop buying passenger equipment
for all time. Already millions of passenger train-miles have been
lopped off our mainline schedules.

Yet, in New Jersey and New York we are compelled to run trains
some of which average only 41/2 passengers a day, less than the train
crew.

The Nation has just faced a shortage of at least 100,000 freight cars,
$1 billion worth, from which nearly every business suffers. To re-
place every car over 20 years of age would require $12 billion, and it
would pay for itself out of savings.

Large immediate expenditures in many other areas of railroad
physical plant would be no less self-amortizing; but how can you bor-
row at 51/2 percent to renew a plant which earns 3 percent?

A 10 percent decline in our carloadings and most of us would be at
the brink of bankruptcy, so small are our reserves and narrow our
margin of profit.

And in the face of all these well-known needs of our railroads, there
are those who advocate defense and relief expenditures just as a means
of keeping our people employed.

Local public servants pressured by selfish and special interests
force us to continue marginal rapid transit services of a trolley car
type which they themselves have long since abandoned. At the same
time, other public servants under similar pressures grant subsidies to
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thb ,airwaiys 'and. highways which; threaten. the continuanee; of, main
linle-,rainsq1;,ltX : . J,;a,1l , 1

'Ouif revehues in New. York State havedropped 8, pericent sincethe.
throughway, was finished a few months ago. -. , :

,Caiistich.. discrimination andi'regulation Ibyany, stretch,,of the,.,
imagination be in the public interest? .1 , . i'

,Whati a mo.ekery.,these-,protracted andidestructive public rate and
service'hearings,;which Congress and.ourStates intended to protect.
the-public, haVe become.in theifaceof.our hazardous financial plight.;,

Yes, theselhearingsihave been. perivertediintO, devices to-protect the.,
special interests at the.expenise of the public interest, as the record
clearly shows. ; '; . ,l .li 'i

So far has the will of Congress been perverted that the'ICC.pub-.
licly announced, with unconscious irony,. thatithe recent heajringsain..
Kansas City were to be held in order to hear-shippers. 'What on earth,,
do they expect the kind of shipper to say who' puts! his, heel. on our, 3.;
percent rate of return so that he may earn 20 percent ?I ,

And at the top level, supposedly, of national enlightenment, Con-
gress recently threw out the excise taxes on admissions to movie
theaters, but continued them on admissions to passenger and freight
trains, the one forced to carry more than 95 percent of our troops and
the other more than 90 percent of our freight in the last war.

Imagine, imposing a special excise tax on our only all-weather
freight and passenger service, essential to troop and civilian move-
ment, which already loses $700 million a year on its passenger trains.

The tax on freight is an added inducement to already rich industries,
like those Mr. Humphrey came from, to go into self-transportation
so that they get richer and the rails poorer. His former companies,
as self-transporters by rail, belt, water, truck, and air, save this tax
and hence enjoy that much of an advantage over their smaller
competitors..

I am told that Mr. Humphrey opposes the lifting of this tax, in
surprising contrast to his predecessors, Mr. Snyder and Mr. Morgen-
thau, who saw that the tax, in peacetime, was not in the public interest.

Cannot those responsible for such follies see that if the most re-
munerative traffic is skimmed off the rails by the truck and the private
carrier, the traffic which the rails are left to carry must finally come
to bear an intolerable burden?

This I know: sound railways in America are a hundred times more
important to us than the Suez Canal, as is demonstrated by the fact
that it is our railroads that now are called upon to carry oil to our
ports for delivery to France and England.

Yet, the money to buy equipment is left to the mercy of these mock
hearings. Indeed, Mr. Malenkov is smiling. How can the Depart-
ment of Defense close its eyes to our Achilles' heel, our railroads?
They know that current rates are not keeping our physical plant alive,
particularly in the passenger field. Yet their own underlings come
in and oppose our passenger fare increases in the face of a wage rate
which has tripled.

They act as though the Defense Department had no higher obliga-
tion to the public interest than a coal operator, some of whom do not
have enough judgment to see that if they do not pay fair rates the
railroads cannot continue to provide cars with which to ship their coal.

A railroad without cars is as useless as a skyscraper without ele-

50"il
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vators.: Can it 1b-e'thlat th'e'ID'epa'rtmient of Defense haJ beenitakdfi over
in the , in vch"ithee C ainegie 'F'udation 'was"once taken oebvr?

q"Yet, this great raileservice'that ' fdrruridefense, 'at'no
cos to thi'e tax'payer, has been pauperizd en'd 'made tile butt of p6li-

ticians, newspapers, axinifg auth6rifties, ambiilan'c&chasersi, coe e
' ro'fessors, an'd Government agencies 'for'a 'full' deneirtibh;w'ile its
rApidly gro'wing 6ompe 1 Uts i re subsidized a'iidi e'xempted 'ven
rescued, by the United States Navy. '' ' - '

The rails bei'ihg tli'e've'ry core of ~ou-'r calpit'listicsy'stem','itli'iinot hard
to see why its enemies have made theimn' thei'r "fi'st' liie'.df ';t'ack.2;'Ibft
"it'is diffi'cuAl't 't' ee w i h'e iDefense";Dtepartm'lent''-and' f'h&1lIeasury
! :eijaiitmen' ' should ,persecute them. IOrdoI e ghosts; 'df

fEvel'If DefnsA6'Afiid Treasury''fail to'sqe,.)ro', gentlie'MdA 'o'erdted
with eibnohii stabil'ization t*ill'fiot fail`td'see the impornflc, 6eof s'ronig
rairoads to the'e66noimy'nd defense df 'the Nation:d 1 f 'the 'railroa'ds
dt the're willnotdbe'slow't t " ' o " :'. - 1

Forgiv'e' mte for iusinl'g the ira'allro~a~dhis a' 'm'y'illus~tratiotn''. t'is' only
because they, are so symptomatic and I am iiot'faniilir'withithem.
Th~e'i are scores of dther areas of -our, ec6ho6iy, 'suc4li' a t61'i'hbols,
ini wh'ic'h thl'e deterioration thf'reslts f'from' wage aind2tak' i'iflatidn'has

I *e'atr 'i . ;'I l I 'b ' ' ' .IP.'i .li ls't
'' (jr. i''fltionay~t'obl'es, 'th.en, 3a~rb, ' o'f'lbusiW 60s3,df'r i't' 1's "the

' i~iatio'ntand' abute 'of~c 'by' Gdoierfiment.to liY6t by b'isi'ie§; 'Whikh
t a tos;h's l ou r ris ~'~arin ad a~d' f'liv ixi', nddfo'A t rik atItthe

" iitlite niiial o tnsp'ti'tatiion and-b ii~ies' 64'.' f ilch&6ked the
legenerative forces of progressively burgeoning Government, buit the

kbepinninlgs lof 'a~pi ~t~al's g-tre intdicate th{abt tl e sEruio11iasaa~i~o'ittun

52e canl sf op Iin30itioi4 we c!'iiln' 0dtltce a'ies wle can stop squ, nering
'ab~ro'ad, our 'esseritial i~es6o'ur'cesi'nd t'l'thte 'flobl e of l'6ul'ii'oth."' J~Thdt e&1
we can re~turn peace toltlhe"'W'oiTi'J" t- ; : !1/t.

we ca''n 'do the'se 'thin s oniloy if'yongiess aiii'bui~i's'"es' jtmQii "t6-
'gletheir ainads',elli'co, 'i'trtl aictsdoYei(,r'n"p'tiyo-isi''Ss'ity
Like charity, t~he voice of Ainer'iJc` sh[b1 d S'in ft libihb!t '' ;I

Fo~rit' is; as' al'a.'rming as it' is iht!teaibl6 th ~'611.ercen-t`o'OTo- :;higrb-
school seniors, for example,. do not believe in the' ildied fr'ePfits'f "2
jercerit 'do tot belie-Ve We 'have ;conipetiftidii 7,iil bt`s-n'6ss. ""I'Vi's can

,'nly reflect 1eqiludly 'rdiforilidd'ti e&+'ts '. th ty 'ipicis
yo'ungs ers oily ai ti nga,'ecoixbhY' intdo z&1oi'6h thtyniavr ''i ti~fe?

T President of tlie iUnted Stuates li'a edj urge'd up'oi n
gress the only constructive transportation legislation ever 'qi ovi,'aite
in the. White House. It remains, to b sdeh if''Cbh'olss'w§ ll' as
' onstructive ais the' President i-n tryini` 16 iMe'store siahtttdii6dr nitonal

transportation system.
Again, foiriv'mi'f or iisii i&f'u'r'r aili [aclsh. i myi i Ii'str6itiii .I"
Chairman PAT1AN-. That 1s pcfectly aIl i ilit. Mi. .7-6ub,.aiic'1 we

thlanlkyou for y(du#' ~fy'in~eteesfingshtaThelei (.-; "" $;"P''ft of
What are the advantages or disadvanitages t6 theftprliiifirtiv\ v'a of

combating inflationairy Yoiep, Mr Yoiarit, *liich are liste.& i 'ntle air-
myian's opening, statement this morning, if iyu efef ierd ? I

* here this fiorniii wh&t I r d it "'* ' ,
''Mi. -oU Ur- info~rtiinAtdey;,was-i-opher-ei."t {t :1lt t 1e

1I S-



52 MONETARY POLICY: 1955-56

Chairman PATMAN. Anyway, I mentioned increased taxes and gen-
eral credit control through manipulation of the interest rate, open-
market-policy reserve requirements, and selective credit control apply-
ing to specific segments of the credit structure, such as installment
buying, real-estate financing, plant and equipment.

In other words, what are the advantages and disadvantages of those
three in comparison with the present method that is being used by the
Federal Reserve System?

Mr. YOUNG. Well, I would say that almost anything is better than
our artificially tightening credit.

Chairman PATMAN. You mentioned a while ago something about
the direct cost. It reminded me that if this is a short-run credit
squeeze of tight money, as some would like to believe, then it means
that during this short run we have still got to have schools, and we
must vote bonds and sell the bonds in order to build the school build-
ings, but these bonds run 30 and 40 years, so it looks rather burdensome,
does it not, Mr. Young, to make taxpayers pay higher interest rates
for a 40-year period on account of what many of them claim is just a
short-run credit squeeze.

They have got to do it for 40 years instead of just a short period.
Now, when you, as a big-business man-you stated that you were

a big-business man. Of course, we all know that you are, and you
were small business, too, and you know something about both-Vhen
you can see in the future that there is going to be a scarcity of credit,
and possibly a higher interest rate, would you, using what you con-
sider good business judgment, go into the market and borrow funds
in advance of your actual needs, or would you wait and pay the higher
rate ?

Mr. YOUNG. Well, if I could foresee it surely, I would certainly
go into the market and borrow.

Chairman PATMAN. And do you not think that that has caused
a tighter money market, the fact that some of the larger concerns,
knowing that interest rates are continuing on the way up, are not
only anticipating it but, knowing it, they are going into the market
and borrowing funds they do not actually need now, but expect to
use a year from now or 2 years from now?

Mr. YOUNG. There may be some of that. I don't believe there is
too much of it yet, sir.

And on that subject of schools, I would say that the national peril
is going to increase rapidly over the next 10 or 15 years or over the
next generation, certainly, and that certainly the last place we should
economize is in our schools, for the very reason you mentioned,
Congressman.

Chairman PATMAN. Yes, sir.
Mr. YOUNG. That we need technicians and engineers badly, and

we must have them.
Chairman PATHAN. And we must encourage our school system.
Mr. YOUNG. Yes, sir.
Chairman PATMAN. And we need plenty of buildings.
Mr. YOUNG. Yes, sir.
Chairman PATMAN. Lots of school construction.
Mr. YOUNG. Yes, sir.
Chairman PATMAN. And on the interest rates in particular, Mr.

Young, do you not think there are other ways of restraining an
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inflationary condition, if there is an inflationary condition, rather
than just arbitrarily raising interest rates there across the board?

Mr. YOUNG. Again, I think that is the last thing we should do-
Chairman PATMAN. The last thing we should do.
Mr. YOUNG (continuing). Is to artificially make credit tight in this

Nation, because I am afraid that the policies that have already been
followed and are still being followed are going to make it plenty
tight enough without any artificial tightening.

Chairman PAT3MAN. The Federal Reserve Board-I believe you
have served in the Federal Reserve bank as a director.

Mr. YOUNG. No, sir, that requires a banking invitation and I don't
qualify.

Chairman PATMAN. I understand. [Laughter.]
Anyway, the Federal Reserve System-you are acquainted with

that-and you know that, for instance, if they wanted to just make
credit a little tighter to meet an inflationary condition which they
really believed was in existence, they could increase the reserve re-
quirements of banks.

In other words, instead of permitting banks to expand their loans
by really creating or manufacturing money equal to $6 for every $1
in reserve, as they can do now, they could change that, they have the
right to do it under existing law, to where they could only manufac-
ture $5 to $1, or $4 to $1, or $3 to $1.

Mr. YOUNG. Correct; I believe that is true; yes, sir.
Chairman PATMAN. Would that not be preferable to just auto-

matically increasing interest rates?
Mr. YOUNG. Well, of the two, I think it would-well, no, I am not

sure that that would be preferable.
Chairman PATMAN. Anyway, that is one of the tools they could use.
Mr. YOUNG. I would say they are equally, they could equally be dam-

aging.
Chairman PATMWAN. They could be, I know they could be.
Mr. YOUNG. And equally inflationary.
Charman PATMAN. But through rediscount rate increases the in-

terest rate is raised immediately.
Mr. YOUNG. Certainly we know that is inflationary, because we

know higher interest rates increases the cost of doing business.
Chairman PATMAN. And it comes immediately.
Mr. YOUNG. Yes, sir; I agree with you. I think I would agree with

you; yes, sir.
Chairman PATMAN. And the other one is at least a lot slower if it

comes.
Mr. YOUNG. There the effect would be several years later, not im-

mediately.
Chairman PATHAN. Yes, sir, several years later.
Mr. YOUNG. I agree with you a hundred percent.
Chairman PAT3rAN. Now, another thing they have, another tool, is-

the open-market operations. They can buy and sell Government bonds
to make money scarce and dear, or plentiful.

Mr. YOUNG. Yes, sir. I remember very well we embarked on a sell-
ing operation in 1953 which knocked Government bonds down to 90.

Chairman PATMAN. That is right.
Mr. YOUNG. Which hurt business.

53
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hairma~n, PATIAN An~d;they can ,dofit either way.. They, can make -
Go'vernment bonds worth moie ,orGrov,, enit bonds wo*rth less.

Afr. XouNo.. Yes, sir,, 'ithi;i jmins. . ,,.; ,
Chairman PATMAN. Mr. Eccies rtestified-and Mr. Eccies should

knowy ,sometjiin~g abouit ¢.teied"r' ` eveSyt'eni. ,,He,was Chair-
maonger than any other 1, person;. 12; years.. .

r;UN'Q. I 'tiinnkhis, vi~ewvs ont'h~a¢,e.lbeeenyery, sound.
Chairman PATMAN. Yes, sir. Andl he said that the Federal Reserve

System could keep, the interest riate at any.'l~evel; it wanted to, if it wanted
to keep the Governme ,nt bonds ,at 2/..pqrqept,. it could, ,do it,, or 2 perr-
cenBt,,,r,apy other i6e, by! usignjgtlieopen-,iar1ket operations.

Mr. YOUNG. That was 'certainly true during his administration.
Chairman PATMAN., Yesssir.
I insist th at, rbitrari ly,incresing interest rates is certainly cruel

and brtuain comparison to the uso£ the *veapos ,they have at hand-.. ,. , ., , I, .s >,, . , .......
aia a~re not usmng., ;,,,,,.,.; f,,, ,E

,Xouiknow t.he danger, of raising inteirest:ra~tes, because you, men-,
tioned about the school construction and about your, owvn business.
Whjat, iincentive,. have you, t borrow nmoney at 5~,/2 percent to earn
4 percent~ :.C ,i , . , . .'"'n.g'..q' r ' ' us

'M~r. ,Y; oUJNa We have red~ced our building of boxcars recently just
becaueof the incr~eased cost of money....

Catirman~ PATMAN. You have? How. miuch would,,that run into,,
in dollars, Mr. Young? ,, , , . ,, :, .. .

Mr. YOUNG. Well, more importantly, it. deprives the Nation of box-
cars ivhen there is a lOO,OOOW-car shortage~of boxcars. , . .,,, -

ChairmanPArMAN., I, belieye, yousaid $12 billion'would be required
to bring the boxcars up to standard. ,,, , , , , ,,

Mr.,YOtNG. Yes, sir. Yes, sir.:
C,hairman PATMAN. ,T,,veljvebillio,n ,dollars.,,
Mr. YOUNG. Yes, sir.
Chairman PATMAN. And yo~u :have.canceled orders, or at least you

have not ,;

Mr. YYorN.G.,.,We. haveslowed,'owrift e. pjcheduling of our buildijng
of boxcars just because we cannot afford to pay, 5,1/2 percent for money,
when tlheInterstate,Commerce Commission gives us a 3-percent return.

Chairman PATMAN.,Y,,sjr. ,, T. ;. . ..

Mgr. ,Y~OUpNG. If thefigu~res wee re,v,ered, we would start building;
if we paid 3 percent for money and we were allowed to earn,5 percent,,
we would cure the boxcar shortage overnijglht. , .,

Chairman PATMAN. And other utilities, in the position that you,
are in, of course, they evidently are ,doing the same thing. ,.

Mr. YOUNG. Well, 'since they earn 9.7 percent, they will notdo, it1 as,
quickly or as drastically,as we,:are,forcedto doit; but I, amsure their
minds operate in the same, way-,,as money, gets tighter, they do not
maker ipip rpgents ,,hicih ,they woul mdal .if:Qney was easier:,;

C~hw aXiNrma4nPATA .. u s: But all! the railroads, are, in, the sameI
position that your railroad iS i; I am sure-. ,. .!.

VfNr. ,NGjj;Tlebig pas,senge,r, ra sroadsare all in the same fix that
we.,ariedian,Md t~hatlnclud, ,esPu- asthEnjsylvania,! an~d, Now,.Havenj,
most of the railroads in the Northeast, wl4ere wepcarry the heavy buriden
of mail,passengers, and freight. , ., ,., . ,,l, / - .
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Chairman PAThrAN. :As an investor, Mr. Young;,with 'cosiderable
experience in' the -money market, do you believe that bank'sl and
security dealers are able to anticipaite 'Federal Reserve actions' ahnd
thereby'avoid the consequences that' the 'Feder'al lReseirve hopes to
achieve by raising ratesuind causing bond pricesbto'fail ?"` I"
" Mr. YOUNG. Well, I would say there are som1n influential binke'rs

in Newv York who might know in advance what 'th"eFederald Reserve
policywasgoingftobe. ''l' " , - ; i

Chairriian PATiAN.' 'Agin speaking as an inve'stor, do you think
it' is possible'for someone with access to ibstrict4d 'information hbout
the intentions of the Open Market Committee, 't'ran'gi this,? to make
a lot of'money speculating-in'~ the 'Gover~nmfent secuirities' ? t b'1 ?

Mr. YOUNG. I would say that'itinas almost in'evitabl:.' 'I

Chairman PATMAN:+ It is iimpossible'to keep' secrets like that. ':
Mr. YOUNG. Yes, sir. ' ., ,,n1':
Chairman PATMAN. Just like, it ist-here on 'the -Hill ' * . I
AMr.YOUNG. Yes: aV v -' '' . ""I'' ' ''i

Chhirman !PATi[AN:' If there are two peoplelinvolvdd,' Why' it i'inpt
a secret any more. ' ' Do;;' 'V' i -V ''P I' ''i;' .D' o 4 -

Mr. YOUNG. Yes, sir; particularly when 'so' miaWy of thee 'dvern-
ment officials come 'out of influ'eni~al'Ne' 'Yotk la'w'firmis'vwith i'any
banking 'parthers and affiliations> "'' 'l1 ' " 1' !\

Chairman PATM'AN. In r'oi'nectidn 'with': that,' ybu's'ee, th& Pe'96n
who! actually' runs' the Federal' Res''eirve open nmiket'kpe'ration is
selected by the Federal Resefve' Bank of NeW 'York: Hd.is 'fit lselected
by the Federal' Reserve Board!' He' is not selected bytlie OpenJMatket
Committee; sH is selected' by. H -'e ed b'df 'dioctof six o '*Hom' rare
selected by the private banks, and he is placed in that positidni'of
running'tLe desk, the open market 6perfation.' " '

Now, that is for the whole' Nati'6n. These baaIki,''i'ndi'vidual'baniks,
they have no power over that. They have no control ,at all. iT he :1935
act made the system of a central bank, and thev have practically, no
power now; and the one person there in New York, selected'hy the
'Federal' Re'srv'e Bank ih'Neoy Yo k, has c I plete conitrol, 6ver riu9'ning
these operati'on, runningi'nt5 billionsand,bhilopns.'4o .allarsl a d"ay
sometimes, and you do not think that the
'from l:eak..ing iery+1 ?i.'n they )c:2an k"eep tha tinformation'from' 1eakihgeverywoen f

Mt. Y6ol:&&' I *'o'ld thihk i't'o6uld be'very difficult. ' . ''
Chairman PATMAN. -Very difficult.) I, ' j,
You take' the bond 'inarkdt' Mr.' Young, you mentioned ' while ago

'abot 1'95'3, 19'54.' What' cahna`bbusi e s'man do io 'potc't-'eiiielf in' a
situatifon'weare' faced with'now,' of such 'uincertaifihty?.He does n'ot
know how. low, these bonds will go. .They are alre-ady blo1w 96.'.'
"In England, 31/2 percent bonds are down-belo'v 60, ahd ENg'Iand,

of course, has been following the same; kind of: hard, moiney policy
that we have been following; in fact, '.reiysimilai. A1id this interest
'rate keeps going iup'and up and up. How can' a btisjnesnsmh intelli-
gently plan for the future, faced with a conditi'on ljke w a'e right

Mr.'YoiwNa. It is-very difficult.' It is certainly 'a geat t9eiptation
to go to Florida. -' ' '

Chair m'an PATM'AN. There is certainly no' way tat you can
pate *vhat is going tob'done. -' -
P ' . . 1:; . t 1; ' 1 . .I.
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The Federal Reserve seems to be adamant; they just go ahead and
let the bonds go down, interest rates go up. We do not know how far
it will go. There is no way to tell.

They claim they are independent, of course. Independent from
whom? They claim they are independent from the executive. You
know, they seceded in 1951; but they cannot secede from Congress
because they are the agents of Congress.

And Congress, realizing that the Members of Congress are re-
sponsible for their actions, I imagine will take definite action in the
foreseeable future if something is not done to change this trend which
is so devastating to the economy right now.

Mr. YOUNG. I think we will be forced to do something about it, sir.
Chairman PATAIAN. Senator O'Mahoney?
Senator O'MAHoNEY. Thank you, Mr. Chairman.
I am very much interested-
Mr. YOUNG. Mr. Senator, how are you, sir.
Senator O'MAHONEY (continuing). In your paper. I am sorry I

was not here at the beginning, but I have been checking back on it
before proceeding, and I find many stimulating statements in it.

Mr. YOUNG. Thank you, sir.
Senator O'MAHONEY. The problem which confronts us is undoubt-

edly one of the greatest that this country has ever faced, and not many
people realize it, particularly, I think, in New York.

My questions are intended only to clarify statements which you have
made today and previously, and to develop the facts that as a person
holding the important position that you do, and having the important
experience that you have, can help lay before the Congress and the
country.

On the last page of your statement, page 18, I notice 2 or 3 state-
ments which I would like to ask you to amplify.

Our inflationary troubles-

you say-
then, are not of business, for it is the inflation and abuse of credit by Govern-
ment, not by business, which threatens to stall our rising standard of living and
to strike at the heart of private enterprise.

Do you mean by this to place all the responsibility for the abuse of
credit, which you find to exist, upon the Government and not on
business?

Mr. YOUNG. Well, I wanted to exclude business in the sense of, let
us say, productive business. I would not exclude certain monopolistic
influences in business, which I regard more as banking influences than
business influences.

Senator O'MAHONEY. I see. Well, then, you feel that the banking
interests-

Mr. YOUNG. I think banking influences-
Senator O'MAHONEY (continuing). Have contributed a responsi-

bility to this abuse of credit?
Mr. YOUNG. I do. I think, as a matter of fact, most, many of our

Government policies, that the responsibility is fully shared by these,
let us say, these monopolistic banking interests.

Senator O'MAHoNEY. You spoke in your testimony today and
previous testimony that you had given Congress, of men-sometimes
lawyers, sometimes others-flitting back and forth between the law
firms and the business houses of Wall Street and the Government.
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Mr. YOUNG. Yes, sir. There is a constant path, well worn, between
Washington and New York, between partners of these law firms and
banking houses that made it their business to interlock in some of our
big industrial corporations, all of which I spelled out in my last ap-
pearance before Congress, and gave Congress a chart at that time of
how they interlock.

Senator O'MAOENEY. You are referring to your testimony at the
hearings before a subcommittee of the Committee on Banking and
Currency of the Senate in the 1st session of the 84th Congress?

Mr. YOUNG. Yes, sir.
Senator O'MAioNEY. In June or July?
Mr. YOUNG. Yes, sir.
Senator O'MAHoNEY. I was aware of the fact that you were having

a proxy fight at that time to gain control of the New York Central
Railroad, and that you had testified at that hearing that the banks
and investment houses and other railroads had combined against
you

Mr. YOUNG. Yes, sir.
Senator O'MAHONEY. (continuing). In the war to prevent you

from gaining control of the railroad by the votes of the stockholders of
the railroads.

Mr. YOUNG. Yes, sir. They organized against me, and almost unan-
imously, and that included the big insurance companies, the big banks,
and all the railroads. They operated hand in glove to keep any in-
dependent stockholder interest from getting into this railroad field
which they had dominated for two or three generations.

Senator O'MAaoNEY. In order to get your language into this record,
since you brought it up, I would like to read one or two extracts from
your testimony. The first one is from page 1459.

Mr. YOUNG. Yes, sir.
Senator O'MAioNEY. You were speaking here of competitive

bidding for bonds. You said:
The records on competitive bidding, railroad reorganization and the Pullman

case, are as complete as they are revealing of corporate collusion against the
public interest.

You meant that, of course.
Mr. YOUNG. Yes, sir; I meant that sincerely, and I think I have

said that under oath.
Senator O'MAiaoNEY. And you still mean it?
Mr. YOUNG. Yes, sir.
Senator O'MAmooNEY. "It is indeed shocking," you went on-

that while no two railroads can get together on such constructive things as
through service at Chicago-

and since I am a citizen of Cheyenne, Wyo., I may say to you that I
would like to have through service from Washington, through
Chicago, to Cheyenne.

Mr. YOUNG. The Nation's security requires it.
Senator O'MAHONEY. What?
Mr. YOUNG. The Nation's security, if not your comfort, requires it,

Senator.
Senator O'MAHoNEY. Well, why don't we get it?
Mr. YOUNG. For the reason I gave you, the reason that you will

soon read.
Senator O'MaHowEY. To resume:

57



58$( MONETARY :PGIUC': 1.955..56.

It, is indeed, shocking thatwhile no, two rallropds can get together ton suichconstructive things as through service at Chicago;.mechadicalTrefrigeration, or .se~le~b~tidkers''iZ1 of tpehx cani b'e bi'odght into 'unztiiimuoeus ve'
tb e tth~e'e2Exsdof'theiro6wa railroad sliareholders.''' i .:

;?;Ir. OUNG. Yes, sr.-I
Sendta'tor'O~hIALzdy. You' fmound thiat to be tlhle e. ,,,,i
Mr. YOUNG.. I found that to be true, and I still beiie thdt'fo be'

'S'ehatr'i ̀ A'R"oNE' Yo'u 'still-believe thsatto'ie 'ru'i;tl.?'I "I
Mr. YDUNGi6"Ye's, 'silr" almofist,' l 'ijgi~ht Mak'e it-,' 12b ins~d'of 131.'
Senator O'MAHONEY. Another paragraph: ' *
Here was the New York Central, America's second largest railroad; dominatedby 4 personalities, all, bq nkers, holding among them, only 450 shares-of .Centralstbk ,' les's hAh $2,500 worith abiece, t rough theii' subor'dinatesa'nd'ifellowl bankdilrectors.: A:syou see fron'thiis 6hax't'ovier on"mniyleft, ;the'y; ii'dt~iocked with*'th'edirectors of 'd4 other frailroads, .including$ Centrai's rmost ,powe'r~fdl competitors,l-and with .56 othermammot corporiations haying asssets'of more than,$107,billion.,
Mr. YOUNG. Yes, sir. It was against the law for me to serve on"'.

another railroad, but those bankers can interlock :all]'0er-the lot *Withimpunit. Id -:. l . {;1 ;t{ j ! :
'SenatdrOI'MAHoNty. You t6ld. this story:.' 10-1 !"
Several great insurance companies- ,. , . '

I aii readingifrom pag(re 462- ,, .;: ': . . 'I,': .

through their financial.vice presidents,- two of whoim; also served .on t he'board':of directorsof railroads competing, with Central, filed,petitiocisialongside the',old'Central management in its (rantic but unaevailing attempt for Interstate.Commerce Commissioin 'elp' agairist' u, aiito Wte accoinpaniment of wide pub-Ue! ty. dam agfi'g ittoi urcjausesl- , , EIt I -> . , I iI '- I ) fz, 2* * t- . --t 1 tI1 I t ! t.1eti'me interpolate 'there and draw your' attention to Ithe 'effrontery'of'that'
action of these two insurance icompanies .-vhohad namd bb'ards of directors to.17 railroad reorganizations, and the directors of these companies interlockedwith many railroads and interlocked with thesecorpodrations whieh'interi'ock
with' all theirairoads; and 'those gentleh'eh ;had' the effrontery' td' cme.;down' to.the Commission and demand that we be found:ifnviolatilon of'the Clayton Act'because I once knew Mr. Eaton and had once owned some stock in the C. & 0.Imagijie' the' 1efFrontery' of' them, andeoimpiare' th'a't with' the' fact' thda a aMellbnBatik president 'sit1 'oh tie 'Cent'alt'boid, 'when' AIr Miellon i'm-self sat on' the'Pennsylvania board with another president whom he controlled, of 'th"ePitts-burgh Plate Glass Co. ,"r' tr i :

;You named the insurance compaiiie'.':" ; ii . . ': '

Mr. YOUNG. Yes, sir. "' ','th~' .;:i 4
Senator O'MAHONEY. 4A little ' hilei elaeer-"'you said theyweie' thle

Metropolitan Life and the John Hancock. . t. ,'f .' ',-

And I *6fila'like td'say this -- 'l .1 ',li i ii ..- ' .
you wenl onl l ~ i-.[*.i...i;
I would like to say this, that I had the pleasureof dining. at the White Houseduring' ihe- 'roxy" fight, axnd' Piesi'den't' Eisenhower was' so delirmhie'd' tb maiaItafi'neutraalityi thathe'asked r.'Vanderbilt'to' dine the'xe first.' Afid I discusse'd'
the New York Central proxy fight with members of the .Vhite'Ho'use'staff, and,they said that the strictest prders,had come,down from. Mr. -Eisenhower. to main-tain the strictest neutrality in that'proxy fight.., . .' j,

Do you~attribiite~your,,victorys-to that intervention ,. t .. 'i;'Mr. Y dUNG. Well, I would say this-well, I couldn't say that, sirlbut I would say that,, . ,. ,1 , '.;. ' '. -; '
jCela~tOr (;!MA,1 owNE,Y T. hat; wasonly .. . ,,,1,;r /Mr. YOJUNG. That was a little light atmosphere I was trying to -

throw in there, sir. : "t' ,'t b. . lt'P!' ' f ;
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Senhtor' O'MiAoN-.* Yes, 'sir. I so interpreted it. Bu'twhat;I am
drivihg'iat 'i'to find' out Whethhh' you still believ thtt thati'io diion
exists.

MAlr Y'ovia'.I do, and it exists just 'as dangerousl; toddy. ' And I
think'it' is th'at-in'flu'en'c''thht is bVhind uir ,ti'rht' mloney credit;' hi'the
moment. I think it is that same group that a're bhinid'this'policy''

Senator O'MAHONEY. Well, now'you see you jump.ahead df me.
You have given ne' 'he'an'swer t6'theqiqtion I'was about~to a I
was referring to men, in Wall Street cominig to Washingtontin' Govern-
meht and ffittifig back a'geain' 'And'd'tiefI was goinhgkto ask' you Whet&ier
you thought that Mr. Humphrey, the Secretary, of the Treasupryan'id
Mr. Randolph Burgess, the Under Secretary of tle'Tredsuryi w~ho are
issuing the bond's withi the hidlhWrate; of interest, arie to be1'isted 'i'that
same category of big lears of business cing' tWashington ' run
the G6ve "r ifnt'? ' *, ' '''

"''Mri. You.. 'G'a.- The lre'e'brso tef E'ctui'sr 1!i\- ,*i'¢i -

Sediat6r'O'Mxi6NiY. 'Yo'u .e`iiruc. m bet1t& .t ain I aii-much more
'sbccinlttand'ku cli iMoredirect,-sir, incliariai teriiig',th~e.ituatidl'tliat
-c6n'frohts us" 'Yo'u'are con'cerned abohtinionopjlog. 'y.'"a''

M. Y6UN'G: Deply,'sfr' "I thiiik th'atis. h greatest th're'v 'have
to the great genius'of'AMeiiiicti'enter'prise an'd we liavegott6'b if'ii'n
allitsiforms., - -. - ,- ! -,- i . 'IT.

Senator (3'MAtoiEY. 'And in this testim6ny which-you 'gave' so'me
',ar '~i1'va, ot',~o ''any ''i,,was"'19;?54 or' V95B,' yeatr's -'a,,o ''

you drew attention to the changing character of some'.businesses.,,
2 Once th ey were family businesses, and laterdinithe "public.dolmain,"

a phrase whl~ich I thought was. very apt..., , ,.; i,
' l~rvr~olJN~li+Yelt~ir. :! , i .. ! , ' ,, 1 ,;; .. v1iw. zr,

Senator O'MAHIONEY. That is a correct sta'
,,. Mr,., YouNp-, .Yesjjsir.,.., ,,,, ~l .,, ,j t.~ , ,,t
,,$Senato,r,; O AMAONTEY.. Ther, e .are,,o,ooraptins .pow 1'ho31din,donmi-
nantposi~tions in ,tih trade and lihndeusl~rr $f4Il: Jnet ,tatesjch
are managed not by their owners or by. thIeir so kllol,4rs but ,by, ,the

.Mr. YOUNG.. There is, agrotlp, of, rne ,tip, ,mk<eit,,her
businpesstc get,,and,,secure, thje cqiiti'9, qf 4iie bzge, in the
,o~untry..,. And they are, aiiQyed to ,interlck r . -- ,

,,Andthe,real pnershe vtoice' of ,,tho, oxyiers, s. 1kept put. JAnd ,I
jsay,t~hattf'tha jkijnd'o6~ bujrac~~yjs,;armoedigrxstt:al

-kindioff bur,'e, ,ucracythey libkJ t9 ,critiqize,.beczase.thlat bbureauc'raccy
,dqs notji;v~ to,,ansiver to the, ,eletor,at,te a s}pe ZTasghijtp1n, ,lire9-
racy does.,,, jAtleast, we geta chance to, a hage.1t1em ,,,

But I don't know of 'any g'reat corporation in AX4'~ripR, that, ev, er
had, to face the stockholds, ,unitit, I ha p:pned. in thX4 1v "York
.Gent~raiL ,And fhehn, -,,.- . I ... ,; 1:.,. lils.

Senator O'MAHoNEY. Isn't ita fact, I 1ptny of ,tieose c6rp noijs
now are endeayoring to qchaige the face, v~alule oftf~iestoick so, ais. tq ,get
it in the hanids of smrnl , jtoahtd]d r~s,,-,the~y ,ed h,,e, fac yvli, pf
the stock?

Mr. ZELL. That ffiiy be one of their motives, §ir. ' I khow th'at they
just hate to have a large stockholder. They just hate'to hhve a stock-

.holderwalk into their officeland ask them any questions.; W
Senator O'MAlo=- . Isn't that the base ;with the .New. ,.York

Central ?
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Mr. YOUNG. No longer, sir. No, sir. As a matter of fact, the
management of the New York Central has me walking into their
offices every day. And I ask them a lot of questions.

Senator O'MAHONEY. Then you wish this committee to under-
stand, so far as the New York Central is concerned, the latchstring
is always out for the stockholders?

Mr. YOUNG. Yes, sir; it is, indeed.
Senator O'MAHONEY. He is treated as an owner?
Mr. YOUNG. Yes, sir.
Senator O'MAHONEY. Where do your stockholder meetings take

place?
Mr. YOUNG. In Albany.
Senator O'MAHONEY. But in the State of New York. -
Mr. YOUNG. I want to say there with pride that-this was 2 years

after this heated proxy fight-at the annual meeting there last May,
despite the fact that many of them voted against me and hated me
during the proxy fight, for the first time that I ever knew it to hap-
pen, there was not a single dissenting vote in 60,000 shareholders of
the New York Central against a single New York Central director.

Senator O'MAHONEY. Let me read another paragraph from your
testimony of 2 years ago. This is from page 1467:

To repeat, a vice president of 1 of the 4 banks represented on Central's board
who was also chairman of the executive committee of Central's competitor, the
Erie, took a leave of absence from his bank to give the Central full time assist-
ance in its fight to prevent our victory which he publicly declared would be a
national calamity.

The Central has since cut the cost of transportation $70 million in 10 months.
Was that the national calamity he foresaw?
Let me ask you, has there been any other calamity under stock-

holder-office management?
Mr. YOUNG. The only calamity was, sir, we paid $2.75 in dividends

last year and we continuously have paid a dividend since we took
control. And the Central had not been on a regular dividend basis
under the bankers for 25 years.

We are improving service on the Central. And I want to tell you
some of the things we found in the Central were disgraceful. I want
to give full credit for what is happening up there to Al Perlman.

Senator O'MARONEY. Returning to your statement, on page 18 of
your testimony today, would you say that the abuse of credit by the
Government is the responsibility of the Government itself and not of
the business, or by the intervention in directing the Government of
men who have come from this category of interlocking banks and
directors and producers of materials that have fallen under monop-
olistic controls?

Mr. YOUNG. Well, sir; I think I had better say that that kind of
monkey business I did not include in the productive side of business
which I have reference to there, sir.

Senator O'MAHroNEY. Further, down on page 18, you say of the
students of the high schools, high-school seniors:

Eighty-two percent do not believe we have competition in business.
Do you believe we have?
Mr. YOUNG. I believe that we have in the vast areas of business, sir.
Senator O'MAHONEY. What are the "vast areas of business"2
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Mr. YOUNG. Well, I would say that we have it in virtually all small
businesses.

Senator O'MAHONEY. Do you realize that many people in the cate-
gory of small business are complaining?

Mr. YOUNG. They are complaining-they are probably complain-
ing about these big businesses. And to the extent that we do not have
competition in these big businesses it is due to this interlocking and
there is a lot of that.

And I think it should be eliminated.
Senator O'MAHoNEY. They are complaining about the high cost of

money, too.
Mr. YOUNG. That affects small business as well, sir. And there the

effects of noncompetition in business affect all businesses, small as
well as large.

Senator O'MAHoNBY. What would be your suggestion to this com-
mittee as to the best way for Congress to act to bring about the stimu-
lation and growth of privately owned, as contrasted with collectively
owned, private enterprise in the United States?

I ask you that question because you made a very pertinent remark
here about the danger that unless these abuses of which you speak
are not eliminated we may lose our system-

Mr. YOUNG. Yes, sir.
Senator OMAHONEY. To others other than the Communists.
Mr. YOUNG. Yes.
Senator O'MAHONEY. What did you mean by that?
Mr. YOUNG. I think that first-one of the things that we must

eliminate is this imbalance in our economy created by these perennial
wage increases.

Two, I think that we have got to reduce our taxation from a third of
the national-

Senator O'MAHONEY. Which is the worst, the wage increases or the
credit increases-the interest rates that lie at the basis of all tight
money?

Mr. YOUNG. I would say they are equally bad.
Senator O'MAHONEY. Would you reduce wages?
Mr. YOUNG. No. No. On the contrary, now, I do not think you

can do that. I would just stop increasing them until these other
areas catch u md

I believe-believe me, understand I am in favor-
Senator O'MAHONEY. You are not making the fight on wages?
Mr. YOUNG. No, sir. All I am making the fight on is the constant

hiking of wages. In other words, I thoroughly believe with Mr. Ford,
what I would like to see is the other areas catch up with labor.

It is the fact that we have a turtle and rabbit -here. And most of
us are turtles.

Now, I would like to see us all rabbits.
Senator O'MAroNEY. I beg your pardon?
Mr. YOUNG. I would like to see all of us rabbits. When it comes

to this wage inflation I'd like all of us to have more money. But-
Senator O'MAHoNEY. I suppose that anybody who has anything

for sale, whether it be services, commodities or transportation, wants
to have a purchasing power?

Mr. YoUNa. That is what I mean, sir. I think it is very dangerous
to the economy to throw agriculture out of balance-to throw the
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white-collar class out of balance-or to throw our aging out of balance.
I think it is very dangerous to have all of our aged sometime in

the next 10 years suddenly find that the money they had from their
pension and their savings is not going to keep them.

Senator O'MAHoNEY. I remember very well when I was a youngster,
in the State of my nativity, Massachusetts, living in a community
where a dollar a day was about the customary pay for a wage worker.
You remember those?

Mr. YOUNG. Yes, sir. I started out at 28Y2 cents an hour.
Senator O'MAHoNEy. I started out at about $10 a week.
Mr. YOUNG. Yes, sir.
Senator O'MAnoNEo . That-
Mr. YOUNG. But your $10 probably bought as much as my 28Y2

cents an hour.
Senator O'MAHONEY. Absolutely.
Mr. YOUNG. Yes, sir.
Senator O'MAHoNEY. The value of money as a purchasing medium

has constantly declined, has it not?
Mr. YOUNG. Yes, sir.
Senator O'MAHONEY. According to all of the theories it has.
Mr. YOUNG. It certainly has.
Senator O'MA0oNEY. So it is probably a question of how we will

manage the money, rather than how much the wages will be or how
much the interest may be.

It is the question of seeing that no one group gets more than its
share.

Mr. YOUNG. There is the point. I would say that if the white-collar
class, agriculture, transportation, service industries, the pensioner had
all gotten 300 percent increase with labor since 1929, I would be all for
it.

And it would not make the slightest difference to anybody if the
prices were 3 or 2 or 5 times higher than they were, so long as we all
had the same currency with which to buy it.

It is only when one gets more than another that I think that the
situation becomes dangerous. And that goes for bankers as well as
laborers.

Senator OMAHONEY. What is the attitude, according to your ex-
perience, of the leaders of business in New York, a central city of
business activities of the United States, with respect to the existence
of monopoly and its bad effects upon our whole economy?

Mr. YOUNG. I think that the officers of the very institutions which
are part and parcel of this great banking monopoly disapprove of it
and resent it. I know that I found that some of these railroad officers
resented the fact that they had to come down here to Washington when
the bell rang and help the bankers fight competitive bidding.

But since, so long as they know that this interlocking control has
the power to hire or fire them or promote them, they are going to let
their true feeling be subordinate to their own personal good.

And I think that you would free, let us say, the General Electric Co.
tomorrow, if you saw that no one served on that board who interlocked
with any bank or insurance company or any other corporation. And
that all of the directors of that corporation were substantial share-
holders.

Senator O'MAXONEY. And you are saying in effect then-
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Mr. YoUNG. And I think the president of the General Electric Co.
would be the man who would be most highly gratified.

Senator O'MAHONEY. You are saying that the board of directors of
the General Electric Co. has interlocking directors among its
members?

Mr. YOUNG. I would rather say that I would rather not use that as
a specific example, but let the chips fall where they may and let us say
the XYZ electric company.

Senator O'MAHONEY. I can understand your unwillingness to
specify one.

Mr. YOUNG. But I would say I would be surprised if the General
Electric did not interlock all over the lot as most big corporations do.
And on my chart I think you will find that General Electric there, but
I would rather call it here today, say, the XYZ company.

Senator O'MAHONEY. In spite of your successful fight to win con-
trol of the New York Central from banker control, you still believe
that banker control operates in the country among the big corpora-
tions?

Mr. YOUNG. I know it does.
Senator O'MAHoNEY. You know it does?
Mr. YOUNG. Yes, sir.
Senator O'MAHoNEY. What are we going to do about it?
Mr. YOUNG. Well, I think that the way to cure it is the one I have

suggested, that no one should be allowed to serve on the board of
one of our great American corporations and serve on any other
great corporation board or on any bank, or insurance company board.
It is just that simple.

I think that a man can have only one master, and that he should
not be allowed to serve on several great corporations. Some of these
investment bankers do on the boards of sixty companies.

Senator O'MAEONEY. And you would support legislation which
would prohibit any banker or investment banker to sit upon the board
of directors of any corporation with which his bank did business?

Mr. YOUNG. Well, I would go a little further than that perhaps.
There was once a law passed which prohibited a banker from serving
on an insurance company board.

Well, that was all very simple. The banker went on the General
Electric board and they then put the president of the General Electric
on their insurance-company boards.

It is that kind of thing that you have to stop.
So I would say that you ought to keep bankers, brokers, and in-

surance-company executives off of any board. I just do not believe
any man Is going to get-any corporation is going to get a square
deal from a banker if the banker sits on the board and makes the
deal with himself.

That was the way they tried to operate and did operate until we
broke it up with the competitive bidding.

Senator O'MAHoNEY. These are the words in which you made the
suggestion in your previous testimony, and I am reading from page
1472, paragraph 7 of your suggestion at that time:

Prohibit the interlocking of directors and officers of banks, investment bankers,
investment companies, insurance companies, mutual savings banks, pension
funds and endowment funds and foundations with or through other large
corporations.
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Mr. YOUNG. Yes, sir.
Senator O'MXAoNEY. That is your recommendation?
Mr. YOUNG. I would amplify that to say that no one should serve

on the General Electric board and on the Du Pont board; and on
the Du Pont board and on the General Motors board.

Senator O'MAHONEY. Do you think
Mr. YOUNG. I would like to strike that last out, sir, because of being

a former Du Pont man. Let us say on the General Motors board and
on the General Electric board.

Senator O'MAHoNEY. Thank you very much.
Mr. YOUNG. I correct my statement about Du Pont and General

Motors so long as that 30 percent interest is there. That stockholder
interest, I think, entitles them to interlock.

But where there is no stockholder interest, I do not think one great
corporation should interlock with another, for example.

Senator O'MAHONEY. Am I correct in summarizing your opinion
by saying that in your belief the abolition of monopolistic practices
would be an effective way of stopping the abuse of credit and of stimu-
lating actual free independent enterprise in the United States?

Mr. YOUNG. Yes, sir. And I would go so far as to say it might
straighten out our whole foreign policy. [Laughter.]

Senator O'MAzoNuY. Thank you very much.
Chairman PATMAN. Concerning the foreign policy, Mr. Young, I

notice you said this, and I will just read the two sentences from your
statement on page 5:

Last summer they bemoaned an appropriation of $4 billion for foreign relief,
for Heavens knows whom, because as they allege, it was not enough.

Any economist knows why the handout overseas, because it does not fill a
domestic need, is more inflationary than a handout at home.

Under present conditions, big concerns in the United States can get
plenty of money for overseas operations. That is correct, isn't it?

I refer to the World Bank, to the Export-Import Bank, its capital
wholly United States funds, and the new International Finance
Corporation, through those three big organizations, sponsored by the
United States Government, they can get unlimited funds, up to billions
of dollars, right now?

Mr. YOUNG. Yes, sir.
Chairman PATMAN. To deal with foreign countries overseas or to

permit foreigners to have the loans?
Mr. YOUNG. Yes, sir.
Chairman PATMAN. And to make loans to big business and little

business in foreign countries?
Mr. YOUNG. Yes.
Chairman PATRAN. But that same service is not available to the

people here in the United States.
Mr. YOUNG. The American citizen is getting to be the forgotten

man, sir.
Chairman PATMAN. For instance, I know a place where they have

a perfect location for a cement mill. They have the natural lime-
stone-they have everything. But you know, the cement people, they
are on these boards of directors, too, of these insurance companies, and
do you think they can get that loan?

Of course they cannot get that loan. They do not have a chance
of getting that loan.
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Mr. YOUNG. I know how it operates.
Chairman PATMAN. You have been through it.
Mr. YOUNG. It has been used against me, sir.
Chairman PATMAN. And you mentioned a while ago about the

"Club" and about the members of the "Club" and how they operate
and so forth.

May I remind you that when Mr. Humphrey came in as Secretary
of the Treasury of the United States, he brought with him to run the
monetary policy which meant deflation in 1953, bonds going up in
1954 and a few banks making $260 million by buying low and selling
high-he brought down here 5 of the 9 directors of the 1953 directors
of the Federal Reserve Bank of New York, headed by Mr. Burgess
to be the architects of this monetary policy.

And that is the policy that has made this system so uncertain.
Do not the bankers thrive on uncertainty? Do not they make more

money that way by everybody being doubtful about what is going to
happen and trying to protect themselves? Is it not better for the
bankers and money lenders to have uncertainty than security and
stability?

Mr. YOUNG. They are certainly the only ones that make money out
of tight credit.

Chairman PATMAN. And the only ones making money out of this
high interest. And what I can't understand is out of all of the differ-
ent methods and vehicles and tools that the Federal Reserve System
could have used to fight inflation, if there is actual inflation-I am
not saying there is inflation, I don't think there is-and if there is,
I am willing to do anything because we do want to stop it-but out
of all of the tools that they have, they picked out the only one that
would automatically increase, and arbitrarily increase interest clear
across the board, in every household in America.

It will unbalance every budget in America, the higher interest rate.
Six times they have raised interest rates and six tunes they must have
considered it. "This is the only way we can do this." And six times
they have agreed on the method that would unbalance the Federal
budget, the State, the county, the city, the political subdivisions, all
corporations, individuals, partnerships, even the household budget.
Whenever you increase interest rates 1 percent the ultimate effect of
that is over $7 billion annually. Divide that by the number of people
we have, over 160 million, and you will find that it costs $40 a year
for every man, woman, and child to have a 1 percent interest rate
increase.

Now, that higher interest is paid by them, whether they know it
or not. Talk about hidden taxes-this is the worst sort of a hidden
tax. If they own a home, they have to pay increased taxes to the
city in which they live, because the city is having to pay more interest.

And that is reflected in the tax bill, whatever the person pays..
Every utility serving that city is having to increase its rates, because
of higher interest. It goes all over the Nation in every home.

I cannot conceive of anything that is halfway as detrimental and
destructive to the conomic interests of our country as an arbitrary
interest increase.

Would you like to make any additional statement?
Mr. YOUNG. All I can say is that it has increased the cost of our

running the New York Central Railroad.
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Senator O'MAnowEY. May I merely make this comment, Mr.
Chairman?

I think it ought to be in the record at this point.
As I remember the statistics of the interest upon the national debt

and the appropriations of Congress, the estimated interest on the
national debt made by the Bureau of the Budget for the fiscal year 1957,
which will be the period terminating on the 30th of June next, will be
$7,200 million.

That estimate was made before the President had recommended the
cancellation of all interest upon the payment on the British debt which
is presently to be made, and before it was released from the White
House that the administration is planning to ask for a substantial
expansion of economic expenditures abroad.

t was made before the request for a new loan which was announced
last Saturday by the Treasury was contemplated.

So that it is quite evident that the interest upon the national debt
of the United States for fiscal 1957 will be much more than $7,200
million.

Before we became involved in World War II, the entire appropria-
tion-this I would say was for fiscal year 1939-the appropriation for
the entire cost of the Federal Government (the legislative branch, the
executive branch, the judicial branch, all of the boards and commis-
sions, and all of the services, including the Interstate Commerce Com-
mission in which you are so personally interested) amounted to less
than $11 billion.

And now our interest upon the national debt alone is almost three-
fourths or two-thirds of what the entire cost of Government was only
15 or 16 years ago.

The national debt, it was estimated in the papers yesterday, as the
result of this new proposed issue, would be about $278 billion.

The national debt was limited by Congress, by law, to $275 billion
under the Truman administration. The Congress on several occasions
within the last 2 years has had to pass special legislation in order to
permit the Treasury to go above the debt limit.

The debt of the United States is greater than the national debt of
any country or people in all history.

And it is evident now that nobody can predict what the national debt
will be for fiscal year 1958. Not only is it planned to make these addi-
tional expenditures abroad, but it is also planned to increase the
appropriation for national defense.

Guesses upon that from Secretary Wilson and others in the Penta-
gon are rather vague as to what the exact amount will be. As a matter
of fact, the President has gone so far as to prohibit any of the people
in the Pentagon from giving out any information with respect to that.

But Congress will receive the information when the budget message
is received. I have no hesitation in saying that it will be much greater
because of this crisis than was dreamed possible when the Budget
Bureau gave out its report just before the election.

But this thing I am quite sure will result from the facts which have
been developing with respect to tight money. Unless we find a way by
which the Federal Reserve Board will cooperate with the Govern-
ment in financing the added debt which it seems as though it would
be impossible for us to avoid, the burden upon the people and upon
the economy will be greater by far than what was estimated.
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The effect will be felt by every branch of the economy, from top to
bottom. And the big banks, the big insurance companies, will not
escape the bad effect, if this is permitted to go on.

I have been creditably advised that the Federal Reserve Board has
held 3 or 4 executive hearings with economists-economists from the
universities, economists from one group and from another group.

That is a very good sign. It indicates that the Federal Reserve
Board realizes that the trouble is at hand.

But one thing, certainly, it seems to me to prove, Mr. Chairman,
and that is, that restraint upon monopolistic practices by big business
to gain control over all business of the United States must be found
and imposed.

Chairman PATMrAN. Thank you, sir.
I wonder how many automobile manufactures there were 14 years

ago. I notice they only have 3 or 4 now from the last night's auto-
mobile show?

Mr. YOUNG. If you will go back 40 years you would find 50 or 60.
There has been a constant attrition since then.

So there is almost a straight line.
Senator O'ANEY. Some of these automobile manufacturers, Mr.

Chairman, are dependent upon the award of Government contracts to
exist.

Mr. YOUNG. Correct. Really-really 2 or possibly 3 are able to
survive in the automobile business so concentrated has that business
become.

Speaking of your point, Senator, this may sound a little fantastic,
butl do not believe we would have gotten into World War II had it
not been for this banking control in New York.

It is that banking control that endorses these international policies
and puts the stamp of approval on them.

And I say that our foreign policy is made more by that international
group up there, than it is here in Washington. And we consistently
blunder in all of our-the whole foreign policy area.

And I put the blame right up there in this interlocking.
Chairman PATMAN. Do you see any interlocking between the people

you speak about and the dollar-a-year men in Washington?
Mr. YOUNG. They are virtually the same crowd.
Chairman PATMAN. Virtually the same crowd?
Mr. YOUNG. Yes.
Chairman PATMAN. Senator O'Mahoney-
Mr. YOUNG. That went for both administrations.
Chairman PATHAN. Yes, sir. I understand.
Of course, we had them under the Democrats, the same as under the

Republicans.
Senator O'Mahoney brought up a point I think should be men-

tioned about the national debt, where it is doubly cruel to increase the
interest on the national debt, it is because the national debt probably
will never be paid.

In our capitalistic system, which is the finest and best system on
earth that we have ever been able to find-and we all agree that it is
the best-we must have debt in order to have money.

And we cannot afford to pay off the national debt. It would just
cancel that much money and cause hard times.
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And until the slack can be taken up by other loans, by other debts,
in business or in industry or by the big folks, it would be detrimental
to the country to reduce the national debt.

Therefore, considering the expansion, the next expansion and the
natural expansion we will have, it is very doubtful that we will ever
pay any part of this present national debt.

There is no sincere desire being manifested now to pay it-no effort
made, because everybody knows it would be highly deflationary. That
is the way to answer your inflation problem, if you have one, is to pay
some on the national debt. That will help a lot.

But nobody is suggesting that, because we are keeping this debt in
order to have a sufficient medium of exchange. Plenty of money.

And since this is for the convenience of the people only-and that
it what it is-certainly, the Government should not be required to pay
these excessive rates of interest on it-2½2 percent is enough, because
it is used for the convenience of the people.

Mr. YOUNG. It is certainly burdensome.
Chairman PATMAN. Yes, sir; it is burdensome. And it is getting

more burdensome. Imagine paying 314 percent and then imagine
going out here and asking these people to continue these savings bond
drives, by getting 3 percent, if they keep their bonds 10 years, when
they can go in the open market today and buy bonds, the bonds which
they will receive 3.69 percent on.

So it is unstabilizing and uncertain and confusing everything.
Mr. Young, we certainly appreciate your testimony and your coming

here. And if after reading your remarks, you desire to make changes
or additions, why you may do so.

So again the committee thanks you very much for your attendance
and testimony that you gave.

Mr. YOUNG. Thank you both.
Chairman PATMAN. The subcommittee will meet tomorrow at 10

o'clock. Mr. Martin will be our first witness and with him there will
be the Open Market Committee.

(Thereupon, at 3:55 p. in., the subcommittee adjourned, to recon-
vene at 10 a. m., Tuesday, December 11, 1956.)
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TUESDAY, DECEMBER 11, 1956

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON ECONOMIC STABILIZATION OF THE

JOINT ECONOMIC COMMITTEE,
Washington, D. C.

The subcommittee met, pursuant to recess at 10: 10 a. in., in the
Old Supreme Court Chamber, United States Capitol Building, Wash-
ington, D. C., Hon. Wright Patman (chairman) presiding.

Preent: Representative Patman (chairman), and Senator
O'Mahoney.

Also present: Grover Ensley, executive director; William H. Moore,
staff economist; and Reed L. Frischknecht, legislative assistant to
Senator Watkins; John W. Lehman, clerk.

Chairman PATMAN. The s-ibcommittee will please come to order.
At the start of yesterday's hearings I made a statement on the

background and purpose of these hearings, which I shall not repeat
since I understand that you all have had'an opportunity to look it over.

I pointed out that this is only one of a series of studies made by the
Joint Economic Committee, and emphasized that the determination of
monetary policy is an important public function to be exercised in the
public interest by public-minded servants.

I pointed out, moreover, that we must guard against the danger of
making high interest rates and tight credit a permanent habit in the
United States.

Now, Mr. Martin is here. We have with us Mr. Martin, Chairman
of the Federal Reserve Board, as our first witness this morning, ac-
companied by the other members of the Federal Open Market
Committee.

Without asking you to go into a complete analysis and giving your
reasons would you say whether you regard the forces in the current
economic situation as predominantly inflationary-I will get back to
that, Mr. Martin, if you please.

As today's hearings begin, I presume it is safe for us to continue on
the assumption that the Open Market Committee and the Reserve
authorities are currently pursuing a policy of monetary restraint in
line with the policies of the past year or 18 months.

Perhaps you have answered these questions in your statement, Mr.
Martin. I have not had the time to examine it. It has just arrived
here. But we want these questions answered before you conclude
your testimony.
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You have supplied us with brief biographical sketches of the present
members of the Federal Open Market Committee which I believe
should be included in the record at this point but I think it would be
desirable for you to introduce for the benefit of those present each
one of the gentlemen accompanying you, Mr. Martin, if you please.

(The material referred to follows:)

BIOGRAPHICAL SKETCHES OF MEMBERS OF FEDERAL OPEN MART COMMITTEE AS OF
DECEMBER 11, 1956

MEMBERS OF BOARD OF GOVERNORS

William McChesney Martin, Jr., Chairman. Effective date of appointment,
April 2, 1951. Reappointed effective February 1, 1956. Term expires January
31, 1970. Formerly president of New York Stock Exchange, chairman and presi-
dent of Export-Import Bank, and at the time of his appointment was Assistant
Secretary of the Treasury.

C. Canby Balderston. Effective date of appointment, August 12, 1954. Term
expires January 31, 1966. Formerly director and deputy chairman of Federal
Reserve Bank of Philadelphia, and at the time of his appointment was dean,
Wharton School of Finance and Commerce, University of Pennsylvania.

M. S. Szymezak. Effective date of appointment, June 14, 1933. Reappointed
effective February 3, 1936, and February 1, 1948. Term expires January 31,
1962. Formerly professor, College of Commerce, DePaul University, Chicago,
Ill.; officer and director of bank; and at the time of his appointment was comp-
troller of the city of Chicago.

James K. Vardaman, Jr. Effective date of appointment April 4, 1946. Term
expires January 31, 1960. Formerly engaged in business and banking in St.
Louis, Mo., and at the time of his appointment was naval aide to the President
of the United States.

Abbot L. Mills, Jr. Effective date of appointment February 18, 1952. Term
expires January 31, 1958. Formerly engaged in banking since 1920, and at the
time of his appointment was first vice president of the United States National
Bank, Portland, Oreg.

James Louis Robertson. Effective date of appointment February 18, 1952.
Term expires January 31, 1964. Formerly special agent of FBI; counsel to the
Comptroller of the Currency; and at the time of his appointment was First
Deputy Comptroller of the Currency. I

Chas. N. Shepardson. Effective date of appointment March 17, 1955. Term
expires January 31, 1968. Formerly director and chairman of Houston branch
of the Federal Reserve Bank of Dallas; and at the time of his appointment was
dean of the School of Agriculture of Texas A. & M. College, College Station, Tex.

PRESIDENTS OF FEDERAL RESERVE BANKS

Alfred Hayes, Vice Chairman. President, Federal Reserve Bank of New York
since August 1, 1956. He was engaged in banking activities since 1933 and since
1949 he served as the vice president in charge of the Foreign Department of the
New York Trust Co.

J. A. Erickson. President, Federal Reserve Bank of Boston since December
15, 1948. At the time of his appointment as president he was executive vice
president of the National Shawmut Bank of Boston, having been associated with
that institution since 1920.

Wilbur D. Fulton. President, Federal Reserve Bank of Cleveland since May.
14, 1953. He began his service with the System as an examiner at the Federal.
Reserve Bank of Cleveland in 1933, advancing through the positions of chief ex-
aminer, vice president in charge of the Cincinnati branch, and first vice president.

Delos C. Jones. President, Federal Reserve Bank of St. Louis since February
1, 1951. He was in general law practice in Kansas City until 1945, when he was
appointed general counsel and secretary of the Federal Reserve Bank of Kansas
City.

Oliver S. Powell. President, Federal Bank of Minneapolis since July 1, 1952.
He has been associated with the Federal Reserve Bank of Minneaoplis In various
official capacities since 1920, except for his service as a member of the board of
governors from September 1, 1950 to July 1, 1952.
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STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN,
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM; AC-
COMPANIED BY ALFRED HAYES, VICE CHAIRMAN, FEDERAL
OPEN MARKET COMMITTEE, AND C. CANBY BALDERSTON, J. A.
ERICKSON, W. D. FULTON, DELOS C. JOHNS, A. L. MILLS, JR.,
OLIVER S. POWELL, J. L. ROBERTSON, CHARLES N. SHEPARDSON,
AND M. S. SZYMCZAX, MEMBERS OF THE FEDERAL OPEN MARKET
COMMITTEE

Mr. MARTIN. All right, Mr. Patman.
I would like to say that Governor Vardaman, a member of this com-

mittee, is unable to be here today.
Chairman PATMAN. He advised me of his reasons, and I think they

were valid and good ones, and he was excused.
Mr. MARTIN. Right.
On my left, I have Alfred Hayes, president of the Federal Reserve

Bank of New York, and Vice Chairman of the Federal Open Market
Committee.

Going counterclockwise, to my left is Leif Erickson, president of
the Federal Reserve Bank of Boston, member of the Federal Open
Market Committee.

D. C. Johns, president of the Federal Reserve Bank of St. Louiz,
member of the Federal Open Market Committee.

Oliver Powell, president of the Federal Reserve Bank of Minne-
apolis, member of the Open Market Committee.

Wilbur Fulton, president of the Federal Reserve Bank of Cleveland.
Coming to the right side and down toward me, Governor Charles

N. Shepardson, of the Federal Reserve Board.
Governor James Louis Robertson, of the Federal Reserve Board.
Governor Abbot L. Mills, of the Federal Reserve Board.
Governor M. S. Szymczak, of the Federal Reserve Board.
And Vice Chairman of the Federal Reserve Board, C. Canby

Balderston.
All of these are members of the Federal Open Market Committee.
Chairman PATMAN. You do have a prepared statement, Mr. Martin I
Mr. MARTIN. I have one.
Chairman PATMAN. Would you like to present it first?
Mr. MARTIN. I would like to present it first; and I would also like

to say that it encourages me to have these gentlemen here, because it
demonstrates that this is not a one-man operation.

Chairman PATMAN. That is right, and you may do it in your own
way. And let me see if we can come to this agreement.

Mr. MARTIN. Fine.
Chairman PATMAN. We will have 2 hours this morning, and then

we will recess for 2 hours and then we will come back this afternoon,
after a recess of 2 hours, and continue on until we finish.

I believe that on the agenda we have you for 10 o'clock, and have
Mr. Hayes for 2 o'clock this afternoon, but I think we can very well
just go along, all of it together, and make it a continuous thing. Is
that all right with you?

Mr. MARTIN. Perfectly all right, sir.
Senator O'MAHioNEY. Mr. Chairman, may I ask a question?
Chairman PATHAN. If you please.
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Senator OVALoNEY. Does the statement of Mr. Martin that
this is not a one-man operation, mean that the paper you are about to
read, sir, is unanimously supported by all of those who surround you?

Mr. MARTIN. I can't truthfully say, Senator, that every word of
it has been, but the gist of it is unanimously supported.

Senator O'MAIoNEY. There is no important disagreement?
Mr. MARTIN. No important disagreement of any sort.
Senator O'MAHONEY. Thank you.
Mr. MARTIN. On behalf of my associates of the Federal Reserve

System I want to express our appreciation for these periodic op-portunities to appear efore committees of the Congress. The Con-
gress has placed a great responsibility upon the Federal Reserve
System-a trusteeship, as I conceive of it, over money.

The Reserve System has always benefited from thoughtful inquiry.
These hearings are not merely a public forum-and that all to the
good. They provide a means of keeping the monetary machinery of
the country abreast of the times. The Federal Reserve Act provides
that we shall report directly to Congress and thus, through it, to the
country.

The task of the Federal Reserve System, under today's conditions,
is to determine the volume of credit that needs to be made available
in order to keep the economy running in high gear-but without
overstrain.

Too much credit would intensify upward pressures on prices. Too
little could needlessly starve some activities. We have to rely on
human judgments in this determination. There are bound to bedifferences in judgment-sincere differences.

We do not undertake-and I do not see how it could be otherwise,
short of some form of dictatorship-to say how a given supply of
credit shall be allocated.

Experience would seem to demonstrate that allocations of credit
determined through the market process are to be preferred to judg-
ments-or guesses-of public authorities, however well-intentioned.

I was told recently of a tongue-in-cheek sign that hung in a Wash-
ington office some years ago. It read: "Our guess is always best."
It may be that collective judgments expressed through the market
process are not always best, but that process is consistent with ourheritage and our institutions under which direct governmental inter-
vention in economic affairs is confined largely to broad, general
policies necessary to protect and promote the public interest.

At any given time the economy is capable of producing a volume
of goods and services limited by currently available resources, human
and material. The difficulty throughout this year has been the at-
tempt to crowd too much into a given time period-demand, in brief,
has been pressing strongly against the supply of labor and materials.

Creating more money won't produce more things when the economy
is running at peak levels. A choice has to be made-and the public
in the end has to make the choice of whether we shall have more of
this and less of that.

We can have, in a given period, just so many houses, automobiles,household appliances, schools, manufacturing plants, and a myriad of
other things, including ships, planes, submarines, and other essen-
tials of defense. Uinder present conditions, somethig has to be given
up at least for a time.
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Throughout this year the combined demand for funds-for credit-
coming from virtually all sectors of the economy has been at an all-
time high. It has outrun the available supply.

Contrary to some impressions, the Reserve System has not reduced
the money supply; in fact, the money supply has continued to increase
this year though at a lesser rate than in 1955.

Moreover, the turnover-that is, the velocity-of the existing money
supply has greatly increased. Although the so-called tightness of
credit is often attributed to an insufficient supply of money, the fact
is that the tightness results from the volume and intensity of demand.

The great bulk of loanable funds represents savings of the com-
munity made available to borrowers directly or through financial
institutions other than commercial banks, such as mutual savings
banks, insurance companies, savings and loan associations, private
and public pension funds, finance companies, corporations, and
individuals.

It is often forgotten that when the commercial banking system
expands its loans and investments, it generates new money. When,
as has been the case this year, aggregate demands for credit have
exceeded savings, the only way to finance them all would be by an
even greater expansion of bank credit-that is, by generating still
more money.

And, as I have emphasized, creating more money will not create
more goods. It can only intensify demands for the current supply of
labor and materials. That is outright inflation.

The Reserve System-and it is a nationwide system of 12 Federal
Reserve banks with 24 branches having all told some 260 directors
representing varied walks of life-is united in the conviction that
the best course is to do what the System can do, to restrain excesses
arising from monetary causes.

It has been estimated that a rise of only 1 point in the consumer
price index, Bureau of Labor Statistics, would cost the American
public $2'/2 billion a year.

The Federal Reserve System has been devoting its efforts, through
varying times and circumstances, to assuring monetary and credit
conditions that would help to foster high levels of business and em-
ployment, maintain the stability of the currency, and promote sus-
tainable growth in the economy.

The System has sought to keep constantly alert to changes in eco-
nomic and financial conditions, and to adapt its operations accord-
ingly-leaning against the breezes of inflation and deflation alike,
as I have put it a number of times.

Thus, when the economy had a downturn in 1953, the Reserve
System acted promptly to stimulate credit expansion to help halt the
decline and foster the recovery that began in 1954 and carried through
into 1955.

As we moved from recovery to boom in 1955 and on through 1956,
and as the economy in general pressed against the limits of immediate
capacity, the System took steps to keep expansion of credit within the
limits of the growth in resources so as to discourage excesses that
would inevitably produce higher prices and severe economic
maladjustments.

Focusing more closely on the events of 1956, it was apparent there
were positive inflationary dangers inherent in superimposing a mas-

73



MONETARY POLICY: 1955-56

sive increase in business investment on an economy already featuring
high utilization of resources and upward price pressures.

n this situation, to supply on easy terms all of the credit desired
by prospective investors would have increased inflationary bidding
for available resources, especially in the sectors of capital equipment
and construction. It also would have involved a rise in the volume
of outstanding credit, and in commercial bank credit and demand
deposits in particular, that would compound the threat to economic
stability and sustained growth.

Despite the restraint on credit growth and spending capabilities
imposed by monetary policy, demands in many sectors have risen more
rapidly than was consistent with price stability. The price advances
that began in 1955, after several years of stability, continued during
1956, as output in a number of key areas pressed against the limits of
capacity.

Price increases have been particularly marked in sectors affected
by investment expenditures, in machinery and construction lines and,
affected in part by them, in metals and metal products.

These are the areas in which the restraint imposed upon current
expenditures by monetary policy was, quite possibly, the heaviest.
It is in these sectors that such additional demand as would have re-
sulted from easier credit would have been concentrated.

Despite the strength of credit demands, growth in total commercial
bank credit was limited to a moderate rate, below the average of the
postwar period.

Thus, the increase in total loans and investments of commercial
banks in the 12 months ending with October was held to 2 percent,
and growth in the privately held money supply-demand deposits
and currency-to about 11/2 percent.

Restraint on expansion in bank credit and the money supply this
year contrasts with the rapid increase that occurred from mid-1953
through 1954, even though loan demands then were generally less
active. During that period, policy was directed toward assuring
ready availability of credit in the economy generally, and toward
creating liquidity conditions favorable to revival and expansion.

In part, the developments since 1954 should be interpreted as a
transition from a time of ready availability of resources, reduced de-
mands for credit, and a monetary policy of active ease, to a time of
intense utilization of resources, very strong credit demands, and a
monetary policy directed to restraint of inflationary forces.

Just now, the year is coming to a close with demands still outpacing
savings, with personal income at a new high annual rate of over $332
billion in October-$21 billion above the rate a year ago-and interna-
tional disturbances that could add to further overstraining of our
resources.

It is a situation that calls for alertness, as well as prudence and re-
straint, on the part of Government, business, finance, labor, and
agriculture.

Basically, the problem confronting us now-in contrast to that of
the early 1930's-is not one of creating millions of jobs overnight to
cure mass unemployment, but one of sustaining the millions of jobs
we have today and fostering new job opportunities for an expanding
working force tomorrow.

Meeting that problem requires that the efforts of all of us be di-
rected to preserving the stability of the economy, and the stability
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of the dollar that underlies it, so that we may move steadily along the
road to a higher standard of living for all of us.

That concludes my prepared statement, Mr. Chairman.
Chairman PATMAN. Complying with your suggestion that you want

to make sure it is not just a one-man organization, I think it would be
well at this point to suggest if any member of the Federal Open
Market Committee, including members of the Board, have a substan-
tial difference, if they would like to present that, they will be recog-
nized at this time.

If they do not have a substantial difference that they want to bring
up, they can either not say anything about it or wait and prepare some-
thing for the record. That will be acceptable.

But if either a member of the Board or of the Open Market Com-
mittee wishes to be heard in opposition to anything which has been
said, the Chair would be very glad to entertain anyone who desires to
do so.

I assume it meets with the approval of the Board.
Now, Mr. Martin, I read a statement the other day, I wrote it down,

as coming from the Federal Reserve Board. It said the Board,
through its control over the supply of money available to banks, has
sought to discourage borrowing in an attempt to control inflation.
It feels the labor force already is fully employed, and that further
expansion in business activity would push up prices.

Is that a fair statement of the policy of the Board at this time?-
Mr. MARTIN. I want to say on policy, Mr. Patman, that our policy

is adapted from day to day, and that the policy of the Board at the
moment is alertness to the general situation.

That has been a policy statement which would generally apply to
the period we are coming up to, the year-end money market, and I
don t want to in any way forecast what the policy of the Board may
or may not be with the money market in the present condition, but
I want to point out-

Chairman PATMAN. I did not ask for the future.
Mr. MARTIN. Our job-
Chairman PATMAN. I am asking for the past, if that has been the

policy.
Mr. MARTIN. That has been the policy in the past.
Chairman PATMAN. That has been the policy in the past.
Another statement was that the Board felt that if the production

of housing was increased by easier credit or easier terms or by mak-
ing loans available which are not now available, that it would not cause
an increase in housing because there is only a limited supply of labor
and materials anyway, being fully utilized at this time; is that correct,
or not?

Mr. MARTIN. Our feeling has been that the price of labor and ma-
terials would be-the price element is such that you would not create,
by money, additional housing or any other-

Chairman PATHAN. You would just take it away from other pro-
duction?

Mr. MARTIN. That is right.
Chairman PATMAN. That has been your feeling in the past!
Mr. MARTIN. That is right.
Chairman PATMAN. You state that you are trying to stop inflation,

is that correct, that your activities have been directed in trying to

75



MONETARY POLICY: 1955-56

stabilize the dollar and the economy, and particularly by stopping
inflation?

Mr. MARTIN. We have been trying to prevent the gap between sav-
ings and investment from being covered by bank credit, and adding
to the money supply in a way that would produce upward pressure
on prices.

Now, inflation comes from demand, not from costs, you see.
Chairman PATMAN. Yes, sir.
Wait just a minute. Say that again, please.
Mr. MARTIN. I said inflation, in its essence, comes from demand

factors, not from cost factors. When the demand exceeds the sup-
ply, then-

Chairman PATMAN. When there are too many dollars chasing too
few goods, I believe you said.

Mr. MARTIN. That is right. That is another way of saying that.
Chairman PATMAN. Well, you have said that.
Mr. MARTIN. Yes; I have said that.
Chairman PATMAN. Yes, sir.
Mr. MARTIN. Yes, sir.
Chairman PATMAN. Now then, if you have been fighting inflation,.

just name where the inflation, indicate to us where the inflation,
has been. Naturally, we know it is not in the small business, it is
not in agriculture, it is not in home building. Where is this inflation
that you have been resisting?

Mr. MARTIN. Prices, Mr. Patman, have risen far more than I would
have liked to have seen them rise in the last year and a half.

Chairman PATHAN. All right. Let's break that down. What kind
of prices? Monopolistic prices, fixed prices, or prices in the open,
free market, like agriculture? Certainly agricultural prices have not
gone up. Which prices do you mean?

Mr. MARTIN. Well, recently agricultural prices have gone up
slightly, but that is a demand-supply situation.

But in the overall economy, as evidenced by the general price index,
the pressures on prices have tended upward for the last year and
a halfr

Chairman PATHAN. And you have been fighting the price increases?
Mr. MARTIN. We don't want those price increases to come about

through credit expansion.
Chairman PATMAN. Through credit expansion.
Now, do you feel that in fighting inflation, you have all the weapons

or tools that you need to do an effective job as an Open Market Com-
mittee or as a Board of Governors?

Mr. MARTIN. Well, we have general monetary controls which we
apply. I think there are selective controls, such as housing credit and
consumer installment credit, which we had at one time which could
be used as supplements, but certainly not as alternatives to general
controls.

But in an overall sense, the Federal Reserve Board has at the
present time authority which we have been exercising in the field
of overall money policy.

Chairman PATMAN. Do you feel that is adequate, Mr. Martin, to
do an effective job?

Mr. MARTIN. Well, it is not adequate to do an effective job if the
budgetary policy and the fiscal policy of the Government run com-
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pletely counter to it, because money and credit policy is only one of
the factors, important factors, in the problem.

I think fiscal and budgetary problems are
Chairman PATMAN. Equally important?
Mr. MARTIN (continuing). Equally if not at times more important.
Chairman PATMAN. In your conferences with the Treasury, and

since you have mentioned housing in particular, do you have in your
conferences Mr. Cole, who is head of the Federal Housing Adminis-
tration?

Mr. MARTIN. I have conferred with Mr. Cole once or twice. I have
not recently had the privilege.

Chairman PATMAN. Once or twice.
You confer with the Treasury regularly?
Mr. MARTIN. I confer with the Treasury regularly, that is correct,

sir.
Chairman PAT31AN. Well now, if your object is not increasing

interest rates, No. 1, which I am not charging but I think it has
resulted in that, but if your object is to reduce the demand for hous-
ing, why did you not prevail upon Mr. Cole and the administration
to raise downpayments, which they had the authority to do, on
homes, and also shorten the term of the mortgages which would in-
crease the monthly payments and certainly retard the production of
homes? Why did you not consider that, instead of just arbitrarily
raising interest rates, Mr. Martin?

Mr. MARTIN. Well, we have no responsibility, direct responsibility,
in the mortgage field or the housing-

Chairman PATMAN. Did you try to do that? Did you try to reach
Mr. Cole and try to do that?

Mr. MARTIN. No; I can't say that I directly talked to Mr. Cole; but
the Board has from time to time, in our conferences with the Gov-
ernment, expressed its general point of view that in a time like the
present, we should be careful.

I want to point out we don't want to reduce the level of housing at
all. We merely want to have as much housing and as much of every-
thing as we can have without producing inflation.

Chairman PATMAN. I know. But your statements, your statements,
Mr. Martin, do not-of course, they do not contradict your desires or
wishes, but they make them impossible.

Mr. MARTIN. Well, it is a complex operation, and what we are
trying to do here

Chairman PATMAN. And your statement is that you have not made
an effort to get the administration to stop the housing boom, if you
call it a boom, in the way and manner that I have indicated, by short-
ening the terms of the mortgages, which they have the right to do,
or raising the downpayments, which they have a right to do.

Mr. MARTIN. Mr. Patman, in several meetings with administration
officials, I have stated that to be one of the desirable objectives, in my
opinion. But again, it is not my specific responsibility.

Chairman PATMAN. I realize that.
Mr. MARTIN. And only an opinion that I am basing
Chairman PATmAN. Mr. Martin, what you have done every time

has been to raise interest rates. Now, you mentioned over here that it
has been estimated that a rise of only 1 point in the Consumer Price
Index would cost the American public $212 billion a year.

88560-57-6
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May I invite your attention to the fact that the only weapon that
you have used has been to arbitrarily and automatically increase
interest rates, and with the knowledge that a 1-percent increase in
interest rates on debts of $700 billion, means ultimately an increase to
the American people of over $7 billion a year, not just $2½2 billion a
year on a 1-point cost of living increase. It means a $7 billion in-
crease, which amounts to a $40 increase for every man, woman, and
child in America. For a family of 5 it is $200 a year, in hidden taxes-
in hidden taxes-the worst kind of hidden taxes, and that means that
purchasing power has been diverted from the purchase of necessary
things, conveniences and comforts, and even luxuries of life, to the
payment of interest and service charges. I cannot see why you would
not try to find some other tool to use, some other weapon to use, which
would not be so devastating or destructive to the economy and to the
individuals.

Did you try to find other weapons to use, Mr. Martin ?
Mr. MARTIN. We have always avoided endeavoring to see interest

rates go up. I have repeatedly stated-
Chairman PATMAN. You have raised them 6 times in the last 2 or 3-

how long has it been since you raised the interest rates?
Mr. MARTIN. The interest rates were not raised by us specifically,

Mr. Patman.
Chairman PATMAN. What is the discount rate?
Mr. MARTN. The market process-the discount rate is the rate we

charge member banks, Mr. Patman.
Chairman PATmAN. I know. You are not expecting us to be that

naive. Now, what is it done for? You raise the discount rates to
raise the interest rates; do you not?

Mr. MARTIN. We have tried very hard, Mr. Patman, to let the inter-
est rates follow the course of supply and demand, and to see that
money was available, but at a price so that we did not vitiate the forces
of the market.

Now, when the demand became so much in excess of the supply of
savings, there were obviously pressures on interest rates. I would like
to see interest rates as low as it is possible to have them at all times.
I am not in favor of high interest rates. I want interest rates as low
as it is possible to have them without producing inflationary pressures.

But you must remember that when the demand and supply factors,
which are always with us, are tipped in the direction of demand exceed-
ing supply, that the saver, as well as the borrower, has some influence
and some rights in the economy, and that the interest rate, the role
of interest rates, comes into play at that time in terms of a higher
interest rate.

Our discount rate has tended to follow the market, not to lead the
market, in my judgment. We have attempted minimum interven-
tion in the market, not trying to make the rates.

We do not believe we make business; we do not believe that we make
interest rates.

Chairman PATMAN. All right. Let's see.
The President, at a news conference during the election, told a

reporter that his administration did not set interest rates. You
remember that; do you not?

(The article referred to follows:)
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[From the Washington Post and Times Herald, December 68 1956]

IKE DIscmrmms ANY ROLE IN FRB CREDIrr MovEs

(By Bernard D. Nossiter, staff reporter)

President Eisenhower yesterday disclaimed responsibility for the Federal
Reserve Board's credit-tightening moves, declaring that the agency is independent.

He did not comment directly on a reporter's statement that the administration
had helped lift interest rates. But he said at his news conference, "The Federal
Reserve Board is not under my control, and I think it is proper that the Congress
did set it up as an independent agency."

He thus reaffirmed a position he took last April. Mr. Eisenhower character-
ized a suggestion that he could influence the Board as a "premise that isn't
quite correct."

DEMOCRATIC CHARGES

He thereby sought to blunt Democratice charges that his administration had
fostered tight money policies hurting local governments, home buyers, small
business, farmers and other.

The President's replies dealt with a relationship that has troubled congres-
sional committees.

Legally, the Board is responsible solely to Congress. The President's only
formal connection is the appointment of the 7 Reserve Governors to
their 14-year terms. The present Chairman, William McChesney Martin Jr.,
was named by Mr. Truman and renominated by Mr. Eisenhower.

As a practical matter, close links are maintained between the Board and
the executive branch. Martin has testified that "in taking any important action,
the Board gives careful consideration to policies indicated by the executive
* * * in order that its policies and those of the Government as a whole may
be integrated to the fullest extent practicable."

Martin lunches with Secretary George M. Humphrey at the Treasury on
Mondays; Under Secretary W. Randolph Burgess returns the call on Wednes-
days. In between, there are continuous consultations between the Treasury
and Reserve staffs. Martin also consults frequently with Arthur F. Burns,
Chairman of the President's Council of Economic Advisers.

BoABD'S INDEPENDENCE

But a dramatic example of the Board's independence was displayed in April
when It approved increases in discount rates despite administration opposition.
The discount rate is the charge paid by commercial banks on loans from Federal
Reserve banks.

Both Humphrey and Burns questioned the move before it was taken. The
President's economic aide, Gabriel Hague, was present at one of these talks.
Secretary of Commerce Sinclair Weeks and Secretary of Labor James P. Mitchell
criticized the rate rise later.

When the rate was raised again in August, the administration maintained
a discreet silence, although it is believed it approved.

In a speech Thursday, Burgess pointed to the heavy loan demands and said
if the Federal Reserve "encouraged an expansion * * * the result would be
inflationary." He added that "too freely available loans would make matters
worse by encouraging even more feverish bidding for scarce resources at higher
and higher prices."

While discount rate changes which affect all other rates get major attention,
a major Federal Reserve influence over money supply today is achieved through
its open market operations. By buying and selling Government securities
with newly created money, the Board adds or subtracts to commercial banks'
reserves. Since banks must keep a specified portion of their deposits on
reserve with the Board, their power to lend depends on the amount of these
reserves.

Mr. MARTIN. I think I probably do, yes, sir.
Chairman PATMAN. And you also remember that he had to accept

the interest rates that you establish at the Federal Reserve. You
remember that, do you not?

Mr. MARTIN. Well, I would have to have the President's statement
directly in front of me. But, regardless of who said it, the interest
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rates are not set apart from the forces of the market. If they are,
we are not-

Chairman PATMAN. Well, the President thinks so.
Mr. MARTIN. What?
Chairman PATMAN. The President thinks so. He thinks the Fed-

eral Reserve establishes the rates.
Mr. MARTIN. Well, I won't comment on the
Chairman PATMAN. He said he was not responsible because the

Federal Reserve establishes the rates, and I think everybody else
thinks the Federal Reserve establishes the rates. I think so.

And Mr. Eccles testified one time-I think he knows a little bit
about the Federal Reserve System-he said that you could establish
the rate at 21/2 percent on Government bonds and keep it that way
indefinitely if the Federal Open Market Committee had the same
power it has now, just keep it there indefinitely.

Mr. MARTIN. Mr. Patman, as I have testified before, we could do
that if we want to depreciate the dollar at the same time.

Now, I assume we are trying to have a dollar whose purchasing
power is maintained in the interest of all of us.

Chairman PATMAN. Certainly.
Mr. MARTIN. The little man, the pension fund, the saver.
Chairman PATMAN. But in doing that, we do not want to create

more injustices and inequalities and discriminations; and the view of
many people right now is that this is creating more injustices and
inequalities than necessary.

You have raised this rate six times, Mr. Martin.
Now, the first time, did you seriously consider other tools and meth-

ods that you had to deal with it, and without raising the rate?
Mr. MARTIN. Well now, again, we are not responsible or we have

no direct authority in the field of the budget or fiscal policy or other
instruments outside of the money and credit field. But I insist that
in raising the rate, the rate was moving up-and don't forget, this is
the rate at which we permit banks to borrow from us.

Chairman PATMAN. That is right.
Mr. MARTIN (continuing). The rate was moving up in response to

the demand for credit.
Now we are living in a period of prosperity, and the pioblems of

prosperity-I regret an injustices or inequities that occur at any
time in the community, but the economic problems of prosperity are
frequently more difficult than those of adversity.

I am awfully glad we are wrestling with the problem of prosperity,
however, and not with the problems of deflation at the moment, but
these inequities and inequalities we always regret. What we are deal-
ing with is a highly prosperous economy, and we are trying to serve
the interests of all of us by having a dollar which we believe underlies
everybody's stability and which is of benefit to the little man as well
as to the big man.

Chairman PATMAN. We do not argue with you about your objec-
tive. We are all in accord with your objective, Mr. Martin.

Mr. MARTIN. You and I are in complete agreement with our objec-
tive.

Chairman PATMAN. The only argument we have with it is the
method used.

Mr. MARTIN. The method.
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Chairman PATmAN. In other words, a lot of people think you are
just doing it to help the money lenders and the bankers. I do not
charge you are doing that at all. I think you are acting conscien-
tiously and sincerely.

Mr. MARTIN. Right.
Chairman PATMAN. But at the same time, when you are doing it six

times and you never can find any other method, there is a lot of cor-
roboration to people who just want to make that charge.

Mr. MARTIN. Well now, let me just make one comment there, Mr.
Patman, because you and I are seeking the same objectives.

Chairman PATMAN. That is right.
Mr. MARTIN. During the last year and a half, we have had a steady

increase in the gross national product, and tight money, so-called tight
money, which has been an excess of demand over supply, has not been
a sign of bad times or of disaster or of collapse.

It has been one of the strengths in our economy, an indication that
we could have rising interest rates and that the saver could benefit as
well as others, and that the economy could go ahead.

At no time have we wanted to see the economy strangled or the
standard of living reduced. We have tried to induce saving and to
reduce spending so as to sustain our prosperity.

Chairman PATMAN. You have not exhausted all your methods by
any means, to handle this thing without increasing interest rates, if I
know anything about it at all.

You take, for instance, the margin requirements, although it is a
minor matter, yet if you have inflation the first thing you want to do
is to make your regulation so that people cannot speculate in the stock
market, because that is certainly something which creates an infla-
tionary condition.

That is number one. Of course, it is small, I will admit that.
Mr. MARTIN. We made two changes in margin requirements.
Chairman PATMAN. I know, but not lately, not lately.
Mr. MARTIN. But also, the volume of credit in the stock market

has-
Chairman PATMAN. I say it is not a major one, but if you were

really fighting inflation, that might show that you are not as much
interested in that portion, you are not willing to stop that part of
inflation; that you are willing for that to go ahead.

Mr. MARTIN. We don't think this
Chairman PATMAN. We have from 4 to 6 billion dollars in the banks

of the country at all times without interest. Now, if you want to
stop inflation, why is that money not withdrawn? There is no reason
for it being there, anyway, with the use of the Federal Reserve for
that purpose, to take care of any tightness in the banking system. It
is not necessary. They are not needed. They are not drawn on-from
3 to 6 billion dollars there at all times.

If you are fighting inflation, why do you not have that money with-
drawn, because as it is, it is a basis for an expansion of six times that
much in new money, and that is very inflationary. Yet you let that
go ahead. You do not say a word about that, and the stock market;
but you jump on the home builders and the small-business man and
agriculture.

You talk about farm prices going up. They haven't gone up to the
farmer; they have gone down for the farmer.
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Mr. MARTIN. Well, I pointed out the demand-supply situation in
farm products, and the-what we have tried to do is to let the forces
of supply and demand have some play, and intervene to a minimum
in the market.

Chairman PATMAN. I am talking about methods that you could use.
You could suggest more taxes. That is the best thing against inflation.

Mr. MARTIN. Well, I have-
Chairman PATMAN. Or you could reduce the national debt. That

is a good thing to stop inflation. And you have not suggested either.
In other words, the Board has arrived at only 1 conclusion, high

interest, every time, 6 times-high interest. And you never considered
any of these others, so far as I know.

That is what I am asking you, if you considered the taxes, reduce
the national debt, reserve requirements. You have the power. It has
been used by the Board a number of times. Reserve requirements; a
good method.

Mr. MARTIN. Well now, take reserve requirements
Chairman PATMAN. Let me name them all first, and then you can-

if it is all right with you, Mr. Martin.
Mr. MARTIN. Yes.
Chairman PATMAN. And then the open market; it is a natural. You

can do anything with the open market. You have unlimited power to
buy and sell securities; you can make the money tight, money easy.
You have complete control over it, and you have the Bureau of En-
graving and Printing over here to back you up in it.

And not only that; these housing payments can be changed, and you
have a number of ways.

But as it is now, if you make it hard for everybody by raising interest
rates, the inequalities and injustices, the way I see it, are that the little
man is hurt, the farmer is hurt, the home builder is hurt, but the big-
business man who is expanding about 35 or 36 billion dollars a year
is not hurt at all. He is going right ahead. He is not stopped for the
reason that he has retained earnings, which is costless capital to them.
He has depreciation. And then he can go into the banks; he can see
that money is going to be tighter, and a prudent businessman will go
into the bank and say, "Money is going to be tighter. I am going to
tie up some funds for the next year or two." That is what they all do.

That makes it harder on all the other people. So it looks like you
are favoring the big-business people who can get the benefit of all this;
and the rank and file over the Nation are harmed and hurt by it.

Mr. MARTIN. Well, now, would you like me to comment on those,
Mr. Patman?

Chairman PATMAN. Yes, sir; if you will. [Laughter.]
First, here is what I want you to comment on. I want your com-

ments on why, every time, you just found the only weapon to use was
to raise interest rates, and you could not at any time use one of these
others.

That is what I would like you to comment on, in particular.
Mr. MARTIN. Well now, I want to start by saying that fiscal authority

is not ours, and the budget authority is not ours. I have discussions
with the Secretary of the Treasury in those fields, but those are im-
portant devices that can be used that are not within the control of the
Federal, and I am limiting my remarks to the authority and respon-
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sibility of the Federal Reserve, not to the whole gamut of devices that
can be used.

Now, we have tried to approach this with a sincere desire to build as
high levels of employment and as high a standard of living as is
possible, recognizing that we have a responsibility in the money and
credit field here, but that we are not all-controlling; that business has
got to make its own decisions and develop its own technology.

Let's' take the items that you suggest. We have operated in the
open market-

Chairman PATHAN. You have what?
Mr. MARTIN. We have operated in the open market consistently.
Chairman PATMAN. But only in short-term securities.
Mr. MARTIN. We have tended to confine our operations to short-term

securities.
Chairman PATMAN. How long have you confined your operations

to short-term securities and not gone into the long-term market at all?
Mr. MARTIN. With very few exceptions, for a period of several years,

because we have preferred to deal in the nearest equivalent to money
that there is, so as to have the minimum of interference in the market
itself, give the market an opportunity to have as much of a'play as
possible.

Let's take reserve requirements. Supposing we had, instead of
raising the discount rate, supposing we had raised reserve require-
ments. We would have put much more pressure on the market. We
would have forced interest rates higher.

Chairman PATMAN. It would not have automatically done it, Mr.
Martin.

Mr. MARTIN. Almost automatically.
Chairman PATMAN. It would have been gradually in certain areas.

It would not have hit every area at the same time.
Mr. MARTIN. Oh, yes; in my judgment it would, Mr. Patman. It

would have been a blunter and a more severe instrument than the
modest adjustments that we made in the discount rate, permitting
the money supply to expand so that money continued to be available,
but that the cost of it rose gradually in terms of the demand for money.

Now, if that demand slacks off, why, the interest rate will tend to go
down also; and if the demand continues, it will go up.

Now the minor adjustments we have made through our open-market
operations: We have been consistently and persistently in the open
market trying to keep our operations to a minimum, but to see that
the money supply had a reasonably steady flow.

That is why we avoided in this period the more blunt instrument of
increasing reserve requirements. We want the banks to have adequate
reserves. We do not want to starve the economy, but also we don't
want this gap between saving and investment to be closed by bank
credit, because that endangers the solvency of all of us, and is bound
to have an impact.

Chairman PATM AN. All right.
Now, on that bank credit, the other day you authorized an increase

to 3 percent in the payment of interest by commercial banks on savings
and time deposits.

Mr. MARTIN. Yes.
Chairman PATHiAN. Well, now, I do not see how you could consider

that meeting and trying to stop inflation, because, No. 1, whenever
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you raise it you induce people who have their money in a Federal
savings and loan to bring it from the Federal savings and loan, where
it can only be loaned 1 time, to put it in the savings department of
a bank where it can be loaned 20 times, do you not? And not only that,
you cause a race between the savings and loans and the commercial
banks on the interest rates that they will pay, just like you have got
it now on the housing loans; you have got the FHA in competition
with the Veterans, raise one and then raise the other. You have got
a race on between the savings and loans and the commercial banks.

How does that help to fight inflation, Mr. Martin?
Mr. MARTIN. Mr. Patman, that regulation Q had not been changed

for roughly 20 years, as you know.
Chairman PATMAN. I am talking about the present situation right

now, when you are fighting inflation.
Mr. MARTIN. All right. I welcome your interest in that as to

whether it will fight inflation or not. We have to experiment a bit
and see-by "experiment," I mean we are not absolutely sure, our-
selves, what will be produced by that adjustment.

But no change had been made in that rate for a period of about 20
years. Now, this is a permissible rate. The banks do not have to pay
the 3 percent. This is a limit which they can authorize, or not, as
they see fit.

But in 1933 and 1935, in order to protect the solvency of the banking
system,, we eliminated the payment of interest on demand deposits,
and I think that should be retained.

Chairman PATMAN. Well, the law did that, Mr. Martin.
Mr. MARTIN. The law did that. I didn't mean the Federal; I

meant the law.
Chairman PATMAN. I think it was just put in there for the emer-

gency, and it has remained there ever since. I do not think it was
ever intended to stay on the books.

Mr. MARTIN. Well, I think it has some advantage, but when you
come to the time and savings deposit area, certainly the interest-rate
structure has changed in the last few years, and to deny banks that
want to pay more interest the right to pay rates that would be more
in line with the current rate seemed to us to be an unwarranted in-
trusion on our part in their managerial capacity, and we felt that we
were warranted in doing that.

Chairman PATMAN. For that reason.
Mr. MARTIN. Now, it may create some of the problem that you are

talking about, and I welcome and share your apprehension as to
whether it might not-it may not achieve all of the things that, we
think of it.

But our purpose there-and I am inclined to think in the long run it
will-our purpose is to reduce spending and increase saving, with a
little higher rates.

Chairman PATMAN. All right, I am going to ask about that later.
Mr. MARTIN. All right.
Chairman PATMAN. At this time I want to ask other members of

the Board if they are in accord with your statement that the Federal
Open Market Committee should only engage in buying and selling
short-term paper, and not engage in long-term paper.

Mr. MARTIN. Well, any member-
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Chairman PATMAN. If all members are in accord with you on that.
Mr. MAERIN. I won't speak for all the members. They are at

liberty to speak for themselves.
Chairman PATMAN. Is there any member who wishes to be recog-

nized on that point?
Mr. HAYES. Yes, Mr. Patman. I would just like to say this: As

you know, I am brandnew in this System. I haven't had more than,
much more than, 4 months to get acquainted with it.

I am aware, in a general way, of some of the discussion that has
gone on in the past on that subject. But I certainly haven't had an
opportunity to form any strong conviction on it.

I would like to add this: that in my observation during these
months, the present policy of sticking to, practically sticking to,
short-term securities has worked very well. There has been no
occasion that I have seen to bring up the point.

It doesn't seem to me that it has been a practical consideration. I
think things have worked well under the present technique of short-
term issues.

Chairman PATMAN. All right. Thank you, Mr. Hayes.
One other point, and I want to yield to Senator O'Mahoney, because

he has a crowded schedule today and he wants to ask some questions.
Mr. Goldenweiser was recognized as one of the greatest experts of

the Federal Reserve System; was he not, Mr. Martin?
Mr. MARTIN. He was one of the top men.
Chairman PATMIAN. Dr. E. A. Goldenweiser. And his writings

and views are always respected by those in the banking fraternity.
Mr. MARTIN. Always respected; but Dr. Goldenweiser was not

always infallible, any more than any of the rest of us.
Chairman PATMAN. You are anticipating what I want to read.

[Laughter.]
You see, Dr. Goldenweiser said in this book on Banking Studies;

he said:
It is generally true that a period of very high Interest rates is followed by

a business recession, while a period of low interest rates is likely to be followed
by business recovery.

Now, where that is important-just like some of the businessmen
here testified yesterday, that a prudent businessman, when he can see
rising interest rates, goes in and borrows money in advance. Some-
time you are going to reach the top; we do not know when it will be.

I want to ask you about that after Senator O'Mahoney gets through
but sometime we are going to reach the top, and then it is bound
to be just like Dr. Goldenweiser says here, there is going to be a re-
cession, because as you start down people will not be anxious to
borrow funds, because they will pay more for them by borrowing
them in advance; they will be anxious just to hold tight, sit tight,
and wait and see how low they finally go, and this will tend to be
a depressing situation.

Do you not agree to that?
Mr. MARTIN. Well, let me comment on that, Mr. Patman. If we

think that the Federal Reserve Board, or any other agency of Gov-
ernment, has the power to eliminate all recessions in the economy,
I think we are making a serious overstatement of our ability. Re-
cessions come from a great many causes, among them being overcon-
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fidence and incompetence and inefficiency, and all the other factors
that human beings engage in that lead to maladjustments.

Now, those who attach so much importance to monetary policy
as to think that it will destroy the economy and create a recession
have more faith in monetary policy per se than I have, and they
have less faith in the economy than I have.

It is my conviction that, with the normal ingredients of growth
which we have in the economy today, and with the human fallibility
of people such as we have, there may be mistakes made in money
and credit policy from time to time; but that, as long as we provide
a reasonable availability of funds, the demand and supply factors
in the economy are such that the ingenuity and the ability and the
competence of the American businessman will be able to overcome
those mistakes, and that we will rebuild and go back up.

Now, I have a great deal of faith in the American economy. I
don't think any of us has found a means of pulling a lever to make
these adjustments.

You remember that you and I discussed the 1953-54 recession at
length. Now, regardless of whether the Federal Reserve, and the
Treasury had been perfect in their handling of the money market,
and I don't think we were, as I testified before you, I still think there
would have been a recession at that time, because there had been an
ebullience in the economy in the post-Korean period which had to be
corrected; it had to be corrected by the minor recession, inventory
recession, that we had, because these forces of demand and supply
are the only means we have-

Chairman PATMrAN. You are overlooking higher interest rates too
Mr. MARTIN. That adjustment was made by the market. If busi-

ness starts declining actively in this country, interest rates will start
declining also. I hope it won't.

Chairman PATMAN. Let me make this statement; I want to yield
to Senator O'Mahoney.

I am not objecting to the unavailability of money so much as I am
to the fact that only a few people can get that money; and I am not
objecting to the fact that construction money is not available so much
as I am objecting to the fact that only a few people can get that con-
struction money, and it is not for home building, it is not for small
business, and it is not for agriculture; it is for the people who are
spending for plant and equipment and who are getting their funds
mostly from the consumers in the form of high prices.

I want to yield to Senator O'Mahoney.
Senator O'MAHONEY. Thank you, Mr. Chairman.
May I say first that I feel personally very grateful that all of the

members of the Board and your associates have come to us today, Mr.
Martin, to testify with respect to this problem. I think that there is
probably no problem, save only the Middle East problem, that demands
more public attention than this one.

That explains why television wanted to take your picture this
morning while you were testifying.

In preparation for this hearing, I hastily sent out, toward the end
of last week, a letter to the president of every bank in the State of
Wyoming, in order that I might have the benefit of the advice of these
gentlemen with respect to the problem.
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I am not going to read all of these letters to you. I am going to read
extracts from only two.

The first one which I choose comes from a banker whom I have
known many years, in an agricultural area, and I read his because
he is a Democrat, a riproaring Democrat, and a good supporter of
mine. Now, this is what he says:

I have given this matter consideration, and in my opinion the Federal Re-
serve Board is taking the proper steps. A runaway inflation, probably followed
by a bust, would cause more suffering and dislocation of business than will
likely result from the policy of tight money now being pursued by the Federal
Reserve Board.

I thought it might make you feel good if I should read that to you
at the start. [Laughter.]

Now I am going to read an extract from a Republican banker
[laughter] who takes a good deal of interest in politics. Some people
seem to think there is a difference between politics and business and
between politics and government; but, of course, under the American
system, politics is only the art of making the Government do what
the people think the Government ought to do in their best interests.

Now, this is the Republican banker. You see, I refrain from giving
the names, but I will be glad to show the letters to you personally.

Mr. MARTIN. Right.
Senator O'MAHoNEY. I have not received all of the letters yet.
A look at the statements-

I am reading now from this letter-
A look at the statements of commercial banks throughout the Nation will
reveal that the relative percentage of deposits they have invested in Govern-
ment securities is going down, and the amount of funds invested in loans is
going up. In other words, our banking system is becoming less liquid.

It would be bad indeed if the time should arrive when, because of this
stringency, the banks will be forced to resort to selling Government bonds on
the present market in order to provide cash for their deposits.

These extracts I have read are just for the purpose of having a little
interlude here before I refer to some of the statements made in your
testimony, Mr. Martin, and some of the testimony which was offered
to us yesterday.

I would like to ask you to turn to page 4 of your statement. In the
middle of the page there is this paragraph:

The System has sought to keep constantly alert to changes in economic and
financial conditions, and to adapt Its operations accordingly-leaning against the
breezes of inflation and deflation alike, as I have put it a number of times.

Now, what are the technical steps which you take to keep alert to
the changes throughout this vast country of ours?

Mr. MARTIN. Well, every 3 weeks, and sometimes oftener, Senator,
the Open Market Committee meets. They have economists in the
12 banks and the 24 branches that are reporting to them constantly.
This committee meets as a committee of the 7 members of the Board
and the 5 members of the Open Market Committee, and also the other
presidents of the Reserve banks come in to those meetings. They do
not have a vote, but we ask them to come in, also.

It places a particular hardship on those in the Far West, from San
Francisco or Texas and other places, who fly in, but they have been
very regular in their attendance.
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We review, we have a Department of Research and Statistics in the
Board, and we review all these reports that we are getting daily, and
go over them and try to assess them, evaluate them and try to bring
to bear all of the best thinking that we have in the System.

We do that formally every 3 weeks.
The head of our Department of Research and Statistics is doing it

daily. We also have directors from all of these banks. There are
12 banks and 24 branches, roughly 260 directors. We ask those men
to send us, either to the Board or through their local Reserve bank,
any straws in the wind that they see, because we are dealing with the
future as well as present, you see.

Our statistics at the present may be very good, but there may be
signs of danger in the future. So that we are trying to bring in, to get
as many straws in the wind as we can.

We also have a Federal advisory council. Mr. Fleming, here in
Washington, is the president of that. That is composed-that is a
statutory group which is

Senator OMAHONEY. You mean Mr. Fleming, the president of the
Rigs National Bank, or chairman of the board.

r. MARTIN. Of the Riggs National Bank, or chairman of the board.
Senator O'MAHONEY. We have several Flemings in the Govern-

ment. This man is outside of Government?
Mr. MARTIN. That is right.
And this is a statutory group that was set up in the Federal Reserve

Act. They are 12 men. They meet with us quarterly, and we ask
them to send us any straws in the wind that they get.

Senator O'MAHONEY. Now then, Mr. Elliott Bell testified yesterday
and expressed the opinion that the tight-money policy, so-called, has
been injurious to the building of homes, it has been injurious to small
business, it has been injurious to the building of schools by munici-
palities and local districts.

Has that been reported by your various members?
Mr. MARTIN. We have had constant comments on that, on those

points, and there are differences of opinion.
Senator O'MAHONEY. I felt sure that, of course, you had the in-

formation about it.
Now, is it your opinion that if the high-interest rate on school bonds

prevents communities and States and school districts from building
schools which the schoolchildren of the Nation need, nevertheless you
should follow a policy which would keep the rate on such bonds up?

Mr. MARTIN. Well, Senator, the point there is whether it would
help to have a school issue financed, say at 3%4 percent, and then, after
the money was raised, to have the price of the materials that go into
that school increased by, let's say, 15 percent?

Senator O'MAHoNEY. Is it a necessary conclusion that they would
increase?

Mr. MARTIN. Certainly that is the tendency-if the demand for
credit-if there is intense utilization of resources, certainly that is the
tendency. And it is happening all around the country.

Senator O'MARONEY. I come from a State the resources of which
have not begun to be developed.

I can say that for the whole Rocky Mountain area.
I can say for Texas that the resources of that State have not been
developed.
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Would it be inflationary if schools could be built to make a new de-
mand upon those resources?

Mr. MARTIN. I am completely with you, Senator, in believing that
the resources of this country have scarcely been tapped. It is a matter
of time and in the way they are tapped, the business process.

Recently-I will give you one example on the school issue, since
you have raised it, that came to my attention several months ago-in
the State of Tennessee, a school issue could be financed in one place
at 4 percent.

Actually they were limited by law to 31/4 percent. I think that
school issue would have done well to have taken the 4 percent money.
And I think this has happened in hundreds of other places, if the
demand for the school was there. Or they should have deferred it
until a time when perhaps the cost of labor and materials may not be so
rapidly rising.

Senator O'MAHoNEY. Mr. Levitt, of New York State, testifying
before our committee yesterday, said that there was a substantial
amount of school building that had been postponed because of this
high interest rate.

And in the New York Times of this morning on page 46, I find a
story headed, "Employment Dips 900,000 in Month. Decrease is
Almost Entirely in Agriculture. Number of Jobless up 550,000."

If it be true-and I think these are official statistics-that unemploy-
ment is beginning to appear, perhaps, it ought to be a signal to your
Board that a change in policy is necessary.

Would you think so?
Mr. MARTIN. I certainly think we should be alert, Senator. And

as I say, those are the forces in the economy that in my judgment are,
in the long run, controlling.

I have a chart here which Mr. Young gave me on the cost of apart-
ments and buildings, how they have been rising, which you might like
to have for the record just as a matter-

Senator O'MAHONEY. Which Mr. Young?
Mr. MARTN. Mr. Ralph Young, the head of our Department of

Research.
Senator O'MAIONEY. Not Robert Young?
Mr. MARTIN. No, it was not. [Laughter.]
Senator O'MAHONEY. Now then, may we keep this?
Mr. MArn. Oh, certainly. Certainly.
(The chart is as follows:)
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Senator O'MAHONEY. I would like to look at it again.
On page 57 of the New York Times this morning I find this head-

ing-I haven't had time to read the article-Three Savings Banks
Actually Increase Interest From 3 to 31/4 Percent.

I think it has been pointed out by the chairman that the savings and
loan associations are competing for savings with much higher rates of
interest. And of course, I know that the savings and loan associations
operate under different circumstances from the banks. But this indi-
cates, does it not, that there is a shortage of money, that is, money is
less than is demanded ?

Mr. MARTIN. That is correct.
Senator O'MAHoNEY. Your judgment is that the demands are so

great that we cannot allow them to be supplied, because it would drive
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up the cost of living, the cost of materials and other things. You
have no doubt about that at all?

Mr. MARTIN. Well, unless all previous experience is wrong, if our
analysis is correct, the economy is trying to buy more than there is in
the aggregate at a given time and additions to the money supply will
put prices up.

Senator O'MAHONEY. But you change your opinion every once in
a while?

Mr. MARTIN. Oh, exactly. And these articles that you are reading
us will be considered by the Open Market Committee. We just had a
meeting yesterday

Senator O'MArONEY. Perhaps you will have one tomorrow.
Mr. MARTIN. We will consider that item that you refer to.
Senator O'MAHoNEY. Can I wire my banks in Wyoming-
Mr. MARTIN. I would not.
Senator O'MAHoNEY. That there will be such a meeting?
Mr. MARTIN. I would not be too precipitate about it. But it will

be a factor that will be considered.
Senator O'MAHONEY. My point, Mr. Martin, is, that you gentle-

ment come to a judgment about this, and it is based upon the material
that you gather through your staff. Is it not?

Mr. MARTIN. We come
Senator O'MAHoNEY. And necessarily, there is a time when you

feel that interest could go too high. I understood you to say so in
response to one of Mr. Patman's questions.

Mr. MARTIN. I do. I think-a modest rise in interest rates cer-
tainly tends to reduce this gap between saving and investment. And
when that gap is eliminated why the pressures move in the opposite
direction.

Senator O'MAHONEY. Well now, when we are unable to build schools
enough to educate our increasing population, when it is known that
Soviet Russia is concentrating upon the education of the youth and
we find ourselves with less room than necessary to educate our children,
do you think that that is a consideration which your Board ought to
give considerable weight to in determining what the rate of interest
shall be?

Mr. MARTIN. Well, again I return, Senator, to the fact that I do not
think we make the interest rates. Mr. Patman and I have a slight
disagreement on that, but I think that we do a lot of talking about
administered prices.

Senator O'MA1ONEY. You fix the discounts, don't you?
Mr. MARTIN. What?
Senator O'MAHONEY. You fix the discount rate?
Mr. MARTIN. We fix it in accord with supply and demand if the

banks have no necessity to come to us to borrow funds then the dis-
count rate does not mean anything.

Senator O'MAHoNEY. Why don't we close up the Federal Reserve
banks if you don't have any part in it? Why do we talk about tight
money?

Mr. MARTIN. The Federal Reserve-
Senator O'MARoNEY. Let us get this straight. In your judgment

do you or do you not have an influence upon the rate of interest .M
Mr. MARTIN. We have an influence, but it is not in my judgment the

controlling influence. If we make the controlling influence we are not
performing our function, as I understand it.
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Senator OXMAHONEY. Now then, let me ask you a question:
When this administration began, the Treasury Department issued

the now 30-year bond, at 31/4 percent interest. In a short time it was
selling at a big premium. Now it is selling below par.

The theory was that the Federal Government could increase the
rate of interest upon long-term bonds in order to reduce the amount
of short-term obligations that were outstanding.

But there has been a great change and the market for these 30-year
bonds has fallen off.

I find in the New York Times this morning on page 61, that the
31/4 percent bond-that same long-term bond that I am talking about-
is selling "demand 98.2."

When the bonds of the United States are selling below par, isn't that
a danger signal?

Mr. MARTIN. Senator, I hope that the United States issue can always
in the open market sell at par and above.

But you have the finest security in the world when you have the
United States security today. You know now-wait a second-you
know when the interest comes-

Senator O'MAHONEY. I am glad to know that your answer is on
the record.

Mr. MARTIN. When the interest comes due it will be paid. You
know that. When the principal comes due it will be paid. You have
no worry about that.

The only worry you have is depreciation of the dollar. We have a
responsibility to people. It is unfortunate if they have to liquidate
early but we have a responsibility to see that they are paid off in their
interest and in their principal in terms of the dollar they put into it.

We have not always been successful in that, but our purpose with
a Government security-if it becomes interest-bearing money-if it
is fixed by fiat of the Government and has no market adaptability and
if you depreciate the dollar to maintain it at par-

Senator O'MAHoNEY. I am not talking about fiat money. We are
not going to get into that debate. Lincoln fought the Civil War with
greenbacks and Lincoln did a good job, but it is irrelevant here.

Bamk prompted to ask this question because the First National City
York, in its monthly economic and business lettter of

September 1956, expressed concern over the gold position of this
country. It pointed out that:

The continued growth of foreign dollar holdings of interest to Americans is
that, while these dollars constitute assets to their foreign owners, they are
liabilities in the monetary system of this country.

The letter goes on to refer to the expansion of foreign holdings
of short-term obligations of the United States Treasury and then it
continues to the effect that-
foreign short-term dollar assets, including deposits and United States Treasury
obligations, total around $14' billion, equal to 66 percent of our gold stock,
presently standing at $21.8 billion, compared with 31 percent in 1949.

Mr. MARTIN. I was
Senator O'MAHoNmy. I am interested-and I think it is important

in discussing the amount of American dollars held in foreign coun-
tries. Do you know what that quantity is?

Mr. MARTIK. I do not have the figure offhand. I could get what our
estimate is. It is probably several billion dollars.
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Senator O'MAHoNEY. Several million?
Mr. MARTIN. Several billion.
Senator O'MAHioNEY. Several billion ?
Mr. MARTI. Several billion. I do not have it exactly.
Senator O'MAHIONEY. Will you please put the accurate figure in the

record?
Mr. MARTIN. I do not think we can get the exact figure. I will try

to get the best figure.
Senator O'MAHONEY. Get the approximate. And let it be inserted

in the record here.
Mr. MARTIN. I will be very glad to.
(The following was subsequently received for the record:)

Foreign holdings of United States currency have been variously estimated at
amounts ranging between $0.8 billion and $2 billion. The lower figure (actually
$839 million for the end of 1955) is the estimate of the Department of Commerce;
it is based on the Department's computation of the international flow of pay-
ments to and from the United States. The higher figure is an estimate made 3
years ago by some members of the Federal Reserve staff; it was based on the
total United States currency in circulation and the estimated holdings of United
States individuals, corporations, and public agencies. Both figures should be
considered as very rough guesses. Exact estimates are impossible because, even
if all domestic holdings could be ascertained without error, there still would be
no way to find out how much of the remainder was actually held abroad and how
much was lost and destroyed abroad during the recent unsettled periods of war
and revolution.

In addition to these holdings of United States currency, foreign residents and
governments held, at the end of October 1956, $7.3 billion in deposits with the
Federal Reserve banks and United States commercial banks.

Senator O'MAHoNEY. As to American dollars, the fact is that they
are in foreign hands at the rate of at least $2 billion?

Mr. MARTIN. I would think that was a conservative estimate.
Senator O'MAHoNEY. Is it not a fact that those dollars in foreign

hands can buy gold in Europe?
Mr. MARTIN. That is correct.
Senator O'MAHoNEY. Is it a fact, or is it not, that these American

dollars are now being invested by foreigners in the issues, bonds, notes
and bills of the Treasury which are selling below par?

Mr. MARTIN. If they hold-yes; some of them are; yes.
Senator O'MAHoNEY. Do you know how much?
Mr. MARTIN. No, I don't.
Senator O'MAuIoNEY. Don't you think it is a serious question ? The

Government is talking about asking Congress to increase expenditures
for foreign aid and yet the same countries to which this aid will go are
holders, according to your testimony of American dollars which they
invest in depreciated securities of the United States? Isn't that a
situation which should give you and your Board and your regional
presidents pause for serious thinking on this question?

Mr. MARTIN. Well, I don't see any reason to differentiate between a
foreign holder of United States dollars and the domestic holder.

Senator O'MAHONEY. This is the fact that I see to differentiate.
It is that the national debt of the United States now stands at about
$278 billion, if this new borrowing is floated; isn't that correct?

Mr. MARTIN. That is correct. That is correct.
Senator O'MAMoNzY. The ceiling is $275 billion except for certain

gimmicks to excuse it, to let it go above on the belief that before the
fiscal year is out receipts will be such as to bring it down.

85560-57-7
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Well, if we are going to expand the expenditures abroad, if we are
going to increase the appropriation for defense, as Secretary Wilson
said the other day, coming from a conference with the President-he
didn't say how much, but he said there would be an increase-and we
are already in debt above the limit does it not mean a great deal to us
whether or not those who are to be the beneficiaries of our foreign
economic aid are getting over 3 percent interest on the short-term and
depreciated issues of the Treasury of the United States?

Mr. MARTIN. Well, you raise a serious problem. I am not trying-
Senator O'MAHoNEY. That is why I am worried about it.
Mr. MARmTN. Well, I am worried about the whole overall picture,

also.
Senator O'MWAroNys. Has your Board given any considerations to

that I
Mr. MARTIN. Our Board discusses this and all other aspects at every

meeting, sir.
Senator O'MAIoNmy. Then will you give us for the record the exact

figures on these phases which we have just been discussing?
Mr. MARTIN. I will be very glad to do the best I can.
Senator O'MA.oNEY. Let us have it all on the record, so the public

may know, too, what the danger is.
Mr. MARTIN. I will be glad to get it. Our overall solvency is a

matter of the greatest concern to all of us at all times.
Senator O'MAHoNEY. Of course it is.
(The following was subsequently received for the record:)

At the end of October 1956, foreign residents and governments held $4.7 billion
in United States short-term Treasury paper (bills and certificates) and $1.2
billion in United States long-term Government securities (notes and bonds).

Senator O'MAHONEY. And since we are engaged in an economic war
with Soviet Russia, everybody, and particularly those of us who are
in Government and those of us who are in the independent boards
which think they are outside of Government sometimes, should pay a
great deal of attention to what this situation is.

You will agree with that, won't you?
Mr. MARTIN. I certainly agree with that.
Senator O'MAHONEY. Perhaps now you will agree with me that

there ought to be a meeting of the Board tomorrow ?
Mr. MARTIN. Well, I may say, Senator, that the Board meets every ~9

day.
Senator O'MAHoNEY. And will take this up.
Mr. MARTIN. This is not the Open Market Committee but the Board

itself meets every day.
Senator O'MAHoNEY. Let us get the Open Market Committee meet-

ing at an early date.
Mr. MARTIN. We will try to keep them meeting.
Senator O'MAHoNEY. Mr. Moore of our staff points out that in the

Federal Reserve Bulletin for October 1956, there are the figures.
Would you read those into the record?

Mr. MOORE. The significant ones are the purchases, the net pur-
chases by foreigners of Government securities in bonds and notes in
1955, which were $529 million.

Looking at the detail of that, it is largely accounted for by Switzer-
land, United Kingdom, and Canada.

94



MONETARY POLICY: 1955-56 95

During the current year there have been net sales in March of a
substantial proportion, of $236 million.

The last few months have been running net purchases of quite a
small magnitude, 13, 16 and 27 million, respectively, in May, June,
and July.

Senator O'MAHONEY. Switzerland and what other country?
Mr. MooRE. Switzerland, United Kingdom, and Canada: 1955 the

Swiss bought 147.
Mr. MARTIN. We will try to bring it up to date for you.
(The following was subsequently received for the record:)

In August and September 1956, foreign residents and governments and inter-
national institutions made net purchases of $81 million of United States Govern-
ment notes and bonds; of this total, $73 million was purchased by international
institutions and 8 million by foreign residents and governments. In the same
period, net purchases of United States corporate securities by foreign residents
and governments and international institutions amounted to $36 million, of
which $2 million was purchased by international institutions and $34 million by
foreign residents and governments.

Total net purchases of United States Government and corporate securities by
foreign residents and governments (excluding international institutions) thus
amounted to $42 million; Switzerland accounted for net purchases of $27 million,
the United Kingdom for net purchases of $21 million, and all other countries
together for net sales of $6 million.

Senator O'MAHONEY. -It is my understanding that the banks of
Switzerland give no information of any kind with respect to the
actual beneficial holder of such trust accounts, so that this refusal
to reveal the names and the identities of the holders of these dollar
accounts, affords a cloak behind which those attempting to avoid public
scrutiny can hide.

If you will, please, let me point this out: Earlier in the present
year a writer Tor the Scripps-Howard Newspapers chain wrote an
article which was based upon the assumption that there might be a
danger that Soviet investments were being made in these securities
of the United States.

If that be true, it is a matter of serious concern underlying that
everybody who has any interest or power over our financial system
should know exactly all of the time the course of foreign investments
in our depreciated securities.

The United States today has the greatest debt that was ever under-
taken by any Government in all history. There is no question about
that, is there? And the debt is not decreasing.

The world crisis is so great that we do not know how much more
the President will ask Congress to authorize to be borrowed in order
to defend ourselves in this crisis.

So that it is not a matter of what speculators in Wall Street think
about it, nor those who wish to sell real estates, nor corporate execu-
tives who want to expand plant facilities, nor financers who want to
get a larger income from their loans than they are now getting.

You will not demur to the statement, will you-
Mr. MARTIN. The questions you raise are very pertinent.
Senator O'MAHONEY. Let me add this further statement. You will

not demur to the statement that the banks have profited upon tight
money.

Mr. MARTIN. To the extent that they have made loans at higher
interest rates, yes. To the extent they have had to sell Government
securities at a loss that has been diminished somewhat.
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Senator O'MAHONEY. You will let me ask you to answer this ques-
tion. Do you think that the fiscal policy of the Government of the
United States should be carried on exclusively for the interest of the
banks?

Mr. MARTIN. Certainly not, sir.
Senator 01MAAoNEY. I knew you answer would be "certainly not."

But throughout the history of this Government and every other Gov-
ernmenti there always has been a struggle between the money power
and the people.

And the question is where to determine to draw the line. The Fed-
eral Reserve Board was set up to try to do that. It is your authority
and it is your responsibility.

But the record is here clear that a substantial part of the American
people are suffering because of high interest rates and all of my
questions have been in the attempt to determine what factors enter
into your judgment in the rules and in the decisions that you make.

Will you be good enough to comment upon that now?
Mr. MARTIN. Well, the factors that we consider outside of the sta-

tistical indices of business at every meeting have to do with the basic
requirement of Government finance. We have to consider the needs
of the Treasury.

We are not authorized by the Congress to ignore the appropriating
authority of the United States Government. We are here to help the
Treasury without giving the Treasury an automatic rate adjustment
to the market.

Senator O'MAHONEY. The questions which I have asked you have
come to the peak of the most importance one with which you agree.

I have a lot of other minor questions which I could ask you but I
do not want to take that time.

I thank you for your very frank responses to the queries I have
made. And I hope that the other members of the Board who may
feel moved to make any comment now will do so.

Mr. MARTIN. May I make a concluding comment on what you said,
Senator?

Senator O'MAHONEY. There is an invitation to all of you to speak,
gentlemen.

Mr. MILLs. Mr. Chairman, Senator, you have posed
Senator O'MAHONEY. This on the record?
Mr. MiLts. A very-yes, sir-a very important question and raised

concern about the problem of international investment. You have
focused your discussion on investment within the United States by
foreign nationals, a type of investment which in the opinion of many
people is to be welcomed in that it represents a compliment to the
security of and faith in the obligations of the United States
Government.

But against the investment of foreigners in securities of the United
States, I am sure you have in mind that there are offsetting investments
of a considerably greater magnitude on the part of United States
citizens and United States businesses in foreign lands that are contrib-
uting to the development and the benefit of those nations to the same
degree that investment by foreigners in the United States has in the
past and continues to be beneficial to the economy of the United States.
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In other words, the concern that you express, in my humble opinion,
has two facets. And I do not share it, frankly, in the way that you do
that we should not welcome and may not have benefited from the
investment that you refer to.

Senator O'MAHONEY. I hope I haven't given you the impression
that I am against foreign investment in the United States. I certainly
am not.

I am merely pointing out to you the condition that admittedly exists
at a time when communism is waging an economic war against us and
when the leaders of communism are leaving no device unused to
weaken our economy.

And I am urging you gentlemen to beware and to give it more
consideration than apparently it has had.

Mr. MiTS. Senator, I must apologize for not getting the intent of
your discussion., but it might be inferred that foreign investment in the
United States was a tool of communism to undermine our economy.
Rather-

Senator O'MAnoNEY. I said that the Scripps-Howard chain of
newspapers published during the past few months a serious article
by one of its staff writers who was assumed to be an expert, at least,
who made an examination into the question and who intimated that
the Communists were doing precisely that. It is not my statement.
I am just looking at the facts which are presented to me in the daily
press and the facts which I gather when I ask questions of gentlemen
like yourself.

Mr. MmLs. If I might say so, when you have the advantage of the
statistical records that can be presented to you, it is my belief that you
will reach the conclusion that foreign investment in the United States
is a small factor in the overall magnitude of our economy.

Senator O'MAHoNEY. May I interrupt you to say, Mr. Mills, that
I hope that you will keep an open mind until you yourself have looked
over these statistics again. I am only asking for information.

Mr. MALs. Indeed I will, sir.
Senator O'MAHoNEY. I am not arguing with you as to whether you

are right or the Scripps-Howard writer was right, but if there is any
basis for what he placed in that article it is a very serious matter.

Mr. BALDERSTON. Senator, may I express appreciation of the point
that you have made that the soundness of our economy is our first
bulwark in the cold war you have mentioned and that the integrity
of the dollar is an essential part of maintaining that soundness.

(Question posed to Mr. Martin by Senator O'Mahoney, by telephone,
December 17:)

Senator O'MAHONEY. The First National City Bank of New York in its eco-
nomic letter of September 19, 1956, expressed concern because of the gold
position of this country. It pointed out that "The continued growth of foreign
dollar holdings of interest to Americans is that, while these dollars constitute
assets to their foreign owners they are a liability in the monetary system of this
country.

The bank letter goes on to refer to expansion of foreign holdings of short-term
Government obligations of the United States Treasury; then refers to statements
"that foreign short-term dollar assets, including deposits and United States
Treasury obligations, total around $14% billion or 66 percent of our gold stock
presently outstanding at 21.8 billion, compared with 31 percent in 1939." This
can be found on page 104 of the bank's September letter. It would be helpful
in furnishing the material that I requested if you would deal with this also.
There is a lot of rumor that should be corrected. I am concerned about the
general aspect of this business.
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(The material requested follows:)

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM,
Washington, December 19, 1956.

HoN. JoSEP H C. O'MAHONEY,
United States Senate, Washington, D. C.

DEAR SENATOR O'MAHEONEY: This refers to your telephone call to me the other
day raising a further question with respect to the relation between United States
gold reserves and foreign dollar holdings.

Attached is a brief memorandum, prepared by the Board's staff, which I think
will answer the question you have in mind. A copy of this memorandum has
been sent to Mr. Lehman, clerk of the Joint Economic Committee, for inclusion
in the record of the hearings last week.

Sincerely yours,
Wm. MCC. MARTIN, Jr.

As to the problem of the relation between United States gold reserves and
foreign holdings, the following facts may be noted.

First, it is not quite correct to compare all foreign dollar holdings directly
with our gold reserves, since only foreign governments and monetary authorities
are permitted to purchase gold from the United States; private foreign dollar
holdings cannot be converted directly into gold. On September 30, 1956, foreign
dollar holdings (including not only deposits with United States banks but also
holdings of short-term Treasury paper, bankers' acceptances, and other short-
term assets) amounted to $13.2 billion, of which $7.9 billion were held by
governments and monetary authorities, and $4.3 billion by private individuals
and corporations.

Second, it is true that foreign dollar holdings have Increased considerably
since the end of the forties, while out gold reserves have slightly decreased.
Table I shows the development of our gold reserves and foreign dollar holdings
between 1919 and 1956. It will be observed, from the table, that our gold re-
serves have not changed much since the end of 1953 and that the ratio between
our gold reserves and foreign dollar holdings, although it is now smaller than it
was during the thirties and forties, is about the same as during the last twenties.

Third, the increase in foreign dollar holdings and In foreign gold reserves
is in line with expansion in the volume of international trade, the restoration
of more normal international financial and commercial relations, and the grow-
ing importance of the United States as a world banker. Table II shows the
imports and the gold and dollar reserves of foreign countries (excluding the
Soviet bloc) in 1928, 1938, 1948, and 1955. It will be observed, from this table,
that the ratio between foreign reserves and imports in 1955 was not much larger
than in 1928 or 1948, and much smaller than in 1938.

We are watching these devolpments continually. In my judgment our inter-
national gold position will not prove embarrassing so long as we pursue effective
monetary policies. Confidence in our currency and in the stability of its pur-
chasing power is crucial abroad no less than at home.

TABLE I.-United States gold stock and foreign dollar holdings

United Foreign United Foreign
States gold dollar Ratio States gold dollar Ratiostock holdings (2): (1) stock hol~dings (2): (1)End of year (millions of (millions of (percent) End of year (miflions of (millions of (percent)

dollars) dollars) dollars) dollars)

(1) (2) (1) (2)

1919 - 2,707 1,214 45 1939 -- 17,644 3,221 181925- 4,112 1,281 31 1945 -- 20,083 6,880 341927 -4,092 2,889 71 1946 -- 20,706 6,010 291928 -3,854 2,756 72 1947 -- 22,868 4, 80 211929 -3,997 2,673 67 1948 -- 24,399 5,850 241930 -4,306 2,335 54 1949 -- 24,563 5,960 241931 -4,173 1,304 31 1950 -- 22,820 7,120 311932 -4,226 734 17 1951 -- 22,873 7,660 331933- 4,036 388 10 1952 23 252 8,960 391934-8 238 670 8 1953 - 22. 091 10,020 451935 10,125 1,301 13 1954 -- 21,793 11,160 511936- 11,238 1,623 14 1955 -- 21,73 11,700 541937 12, 760 1,893 16 1956 (Septem-
1938 -- 14,512 2,138 15 ber)------22,032 13,227 60
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TABLE II.-Import8 and re8erves of foreign countries (excluding the Soviet loc)

Gold and
Imprt dollar
(.I. rt)s reserves at Ratio

Year (billions of end of year (2): (1)
dollars) (billions of (percent)

dollars)
(1) (2)

1928 - ---------------------------------------------------- 29.39 8.53 29
1938------------------------------- 21.07 13.40 64
1948 -52.08 14.5 28
1955 -75.98 25.84 34

Senator O'MAHONEY. Thank you very much, Mr. Balderston.
Thank you, Mr. Chairman.
Chairman PATmAN. Thank you, Senator O'Mahoney.
You mentioned a while ago, Mr. Martin, in answer to Senator

O'Mahoney, when he asked you if the banks did not profit more than
any other group by reason of higher interest rates, that the banks
also suffer harm or losses.

And you mentioned specifically that they were compelled to sell
Government bonds at a loss in order to provide reserves.

I think you should point out, Mr. Martin, that the banks are pretty
well protected on Government bonds. If they buy them at par they
can always keep them on their books 100 cents on the dollar for all
examinations. That is correct, isn't it?

Mr. MARTIN. That is correct.
Chairman PATMAN. If they go down to 75 they can still carry them

for 100. Therefore, it does not jeopardize the capital stock of the bank.
But that is not the important part. You failed to mention the fact

that our tax laws are so written that if the banks are compelled to
sell a bond at a loss, the net of capital losses over capital gains fully
offset against the banks taxable income.

In other words, the losses on the sale of their bonds can offset the
profits the banks make from higher interest rates. This reduces
their current year's tax liability.

Furthermore, the bank has this advantage. When the bonds go
down and they sell, they can immediately buy another issue. They
do not have to wait 30 days like people have to wait on stocks. They
can immediately buy another issue right close to it. And as that bond
goes up in value, and goes back to par, and they sell it, their profit is
taxed at the 25 percent rate. Losses are offset against income taxable
at 52 percent. Gains are taxed at 25 percent.

So they are not hurt so much.
Furthermore, another point which you did not point out, was that

they obtain these powerful dollars when they sell the bonds which
are used as reserves. Upon each dollar of reserve they can extend
$6 in loans.

So that the banks are not crippled too much in this operation.
You did not intent to leave the impression that they were greatly

harmed, did you, Mr. Martin?
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Mr. MARTIN. No, I merely made the comment, Mr. Patman, that
while they were getting more interest on loans, if they made the
conscious choice of selling a security in order to make a loan because
they didn't have adequate reserves, and if those securities had declined
that would to some extent offset their return.

Chairman PATMAN. But don't you think you have an unusual ad-
vantage there when they can use that loss that they have on that bond
to offset any gains that they have in the way of profits?

Mr. MARTIN. Individuals can do that also.
Chairman PATMAN. On short term?
Mr. MARTIN. Yes.
Chairman PATMAN. They cannot do it on long term, can they?
Mr. MARTIN. I would make
Chairman PATMAN. But the bank is not restricted either way, long

or short, makes no difference.
Mr. MARTIN. Well, I am really not competent to testify on the tax

aspect.
Mr. HAYES. Could I say something?
Chairman PATMAN. Yes, sir.
Mr. HAYEs. If I may at this juncture, because you raise the ques-

tion of the banks profiting from it, I should like to point out the effect
on the banks of the sales of Government securities.

I am impressed by the fact that the banks have bought most of
their Government bonds during the periods of relative ease, when in-
terest rates were relatively low and prices have gone relatively high,
and have had to sell them when prices were declining in order to raise
funds for loans.

And I have here some interesting charts that show that very
graphically, if you are interested in them.

Chairman PATMAN. What does it show, if you don't mind sum-
marizing it for us? And we will insert it in the record at this point.

(The charts are as follows:)

100
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U.S. GOVERNMENT BOND HOLDINGS OF WEEKLY REPORTING BANKS
AND AVERAGE YIELDS ON LONG-TERM GOVERNMENTS

1952-56
Billions of dollars
18

1953 1954 1955 1956

101

* Last Wednesday of each month.
+ Average of daily figures. Old series. (new series, including 31/4's of 1978-83 and 3's of 1995.

shows similar pattern with somewhat higher ratesfor period from May 1953 onward}.
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HOLDINGS OF U.S GOVERNMENT CERTIFICAIlS ANDNOTES BY WEEKLY REPORTING
BANKS AND AVERAGE YIELD ON COMPUTED GOVERNMENT OBLIGATIONS

1952-56Billions of dollars

* Last Wednesday of each month.
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TREASURY BILL HOLDINGS OF WEEKLY REPORTING BANKS
AND AVERAGE YIELDS ON TREASURY BILLS

Billions of dollars 1952-56

1952 1953

* Last Wednesday of each month.

1954 955
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Per cent

1950

Mr. HAYES. It shows that the Government bond holdings of banks
in 93 leading cities rose from a low point of $13 billion in 1953 to
nearly $18 billion in 1954 and then their holdings declined.

Chairman PATMAN. Didn't they buy in 1953 when they were low?
Mr. HAYEs. No; the price of the bonds was quite high all through

1954 and that is when most of this increase in holdings occurred. The
peak occurred at the end of 1954. And then those bond holdings
dropped off steadily during 1955 and 1956, and at that time prices
were dropping steadily.

The charts on notes and certificates show about the same thing, al-
though it is not as smooth a curve.

Chairman PATxAN. But, Mr. Hayes, you are acquainted with the
facts and they are to the effect that the banks bought these bonds when
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they were low in 1953, and they sold them when they were high in 1954.
And the banks dealing in those bonds made a profit in 1954 in excess

of what they had made the year before of 966 percent.
My authority for that statement is the Federal Deposit Insurance

Corporation report.
So they really made lots of money buying when bonds were low and

selling them when prices were high. And, of course, they could get
the benefit of capital gains, too.

Mr. HAYES. If I may comment on that.
Chairman PATMAN. Yes, sir.
Mr. HAYES. I have some figures here showing earnings of the banks,

member banks-
Chairman PATMAN. Yes, sir.
Mr. HAYES. During the years 1946, 1949, 1952 and 1955.
During that period the interest earnings on Government securities,

over the period as a whole, hardly changed at all.
Chairman PATMAN. Which years-you do not have them all.
Mr. HAYES. From 1946 through 1955. I am just taking those 2

years.
And if you will compare those 2 years the interest earnings from

Government securities differ very little.
Chairman PATMAN. What were their earnings on Government se-

curities in 1953?
Mr. HAYES. I do not have 1953.
Chairman PATMAN. I know, but it is necessary to have that because

that is the point.
Mr. HAYES, But 1952 was 929 million.
Chairman PATMAN. How much was it in 1954?
Mr. HAYES. I don't have 1954.
Chairman PATMAN. They are the important years. Can you get that

for us?
Mr. HAYES. I can give you the overall earnings figures for 1953 and

1954, and the net profits-
Chairman PATMAN. I am talking about profits on Government

securities.
Mr. HAYES. I can get that for you.
Chairman PATMAN. You can get that for me. Will you put it in

the record at this point?
Mr. HAYES. Yes.
(The data on member bank earnings, expenses, and profits are shown

in the following table. Net profits or losses on securities are shown in
the footnote; data on profits or losses on Government securities only
are not available, but they account for the bulk of the figures.)
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TABLE I.-11enmber bank earnings and expenses, 1946-55

lMillions of dollars]

Itenm 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955
___. _ _ _ I_ _ _ L - -1 - _ __ _- _. _____

Total earnings .-.-.----- --------------- -----

United States Government's
Loans -- ---------- -- - -------- --------
All other . -. --

Total expenses .- - .- -.

Salaries and wages
Interest osi time deposits. --.

All other ------------------ --

Net current earnings before income taxes
Net additions or deductions, total I ..
Net profits before incoenc taxes .- . .
Taxes on set income
Net profits ----
Total capital accounts ..

$2, 402. 5 $2, 57. 6 $2, 828. 3 $2, 985. 6 $3, 264. 7 $3, 668. 7 $4,119.6 $4,590.2 $4, 826. 1 $5, 342. 0

1,053. 5 920.8 854.8 859. 2 865. 1 831. 9 929. 3 1011.0 1, 066. 4 1,118.1
772.3 1,043.7 1. 307.8 1, 427.,1 1, 634. ) 2,003.0 2,309.9 2, 632.0 2, 711.2 3,083. 2
576.7 614.1 665.7 699. 3 765. r. 833.8 884.4 947.2 1,048.5 1,141.3

1, 468: 6 1 650.0 1, 795.2 1,888.9 2 ,019. 7 2, 231. 9 2, 501. 1 2,781.5 2, 998.5 3, 265. 1

699.4 797.0 875.8 926.1 999.9 1, 125.3 1, 23. 6 1,371.5 1,462.7 1, 571.4
211.6 235.9 250.5 291.1 271.0 305. 8 364.95 424.7 49:1. 6 543. t
557.6 617.1 668. 9 701. 7 748.8 801.1 893.0 985.3 1, 042.2 1,150. 6

934.0
+108. 8
1,042.8

285.0
757.8

7,868.0

928. 6
-19.1
909. 5
256. 5
653.0

8, 291. 3

1,03.3.1
-178. 7

S54. 5
233. 6
620.9

8,G29.8

1,096.7
-135.4

961. 3
275.1
686.3

8, 999. 0

1,244.9
-95. 1

1,149.9
369. 1
780.8

9,455.0

1,436.8
-190. 2
1, 246. 5

490. 9
755. 6

9, 947. 0

1, 618. 6
-181.4
1,437. 2

607. 9
829. 3

10,480.0

1,808. 7
-251. 2
1,557.5

692. 3
805. 3

11,043.0

1,827.r,
.72 7

1, 900. 3
804. 2

1, 096..1
11,724.0

0

)M
>

2,077.5 C
-401.95 P
1. 670. 0

690.8 R
985.2 0

12,499.0 r.4
0

I Included above in net additions or deductions to earnings are security net profits or losses, net recoveries or chargeoffs on securitics, and net transfers frons or to reserves for
securities, as follov s:

Item 1946 1947 1948 1949 1950) 1951 1952 1953 1954 1955
___.~~~~~~~~~~ ._ L I I- - -- -- 1- ---- I

Net additions or deductions - +121.1 +28. 7 +0. 9 +40. 7 +48. 2 -24. 2 -52.3 -117. 9 +252.0 -152.1

When security net profits, losses, recoveries and chargeoffs, and transfers from or to reserves are adjusted for actual recoveries credited and losses charged to valuation reserves
each year, the actual net profits or losses on securities are as follows:

CI'

CI
CA

Item 1949 1947 1945 1949 1950 1951 1952 1953 1954 1955
____._ _~~~~ I __I J I -- L 1-- 1

0

Net additions or deductions - (') (o) +2. 9 +43. 7 1 +69.5 -20. 5 -65. 2 -128. 6 +315. 5 -189. 3

Not available.
Source: Federal Reserve bulletins.
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Chairman PATMAN. Won't you admit for the record they were
enormous?

Mr. HAYEs. I would have to look at those figures.
Chairman PATMAN. Don't you have any recollection on it?
Mr. HAYEs. I do not have on this particular figure. I would like

to put in this table on the overall profit of the members banks.
Chairman PATMAN. That is not important in this particular

question.
Mr. HAYEs. I think it is, Mr. Patman.
Chairman PATMAN. Go ahead.
Mr. HAYEs. The net profit was a product of both the interest earn-

ings net and of expenses and profit or loss on sales of securities and
other adjustments or recoveries and so on.

And that net figure for all member banks shows a figure-well, in
percent of capital funds, it shows these following figures:

For 1952, 7.9 percent; for 1953, 7.8 percent; for 1954, 9.3 percent;
for 1955, 7.9 percent.

(The table referred to follows:)



TABLE II.-Ratio of net profits to total capital, member banks and leading corporations, 1946-55

1946 1947 14 1949 1950 1951 1952 1953 1954 1955

All member banks:
Net profits (in millions) -$757.8 $853. 0 $620.9 $686.3 $750.8 $755.6 $829.3 $865.3 $1,096.1 $985.2
Capital (in millions) -$7,868.0 $8,291.3 $8,629.8 $8,999.0 $9, 455.0 $9,947.0 $10,450.0 $11,043.0 $11,724.0 $12,499.0
Ratio (percent) --- ----------- ------------ 9.6 7.9 7.2 7.6 8.3 7.6 7.9 7.8 9.3 7.9

Centra] Reserve New York City banks:
Net profits (in millions) -$- * 5158.2 $132.9 $158.7 $111.3 $145.4 $141.9 $174.6 $161.1 $213.2 $186.5
Capital (in millions) -$2,167.0 $2,232.6 $2, 275.7 $2,323.0 $2,336.0 $2,387.0 $2,458.0 $2, 541. $2,651.0 $2,744.0
Ratio (percent)- 7.3 6.0 6.1 4.8 6.2 5.9 7.1 6.3 8.0 6.8

Leading corporations-Percent return on net assets:'I
Total manufacturing- - retu 12.1 17.1 18.2 13.9 17.1 14.4 12.3 12.7 12.3 15. 0
Total mining -9.4 16.0 20.6 12.0 13.2 13.0 10.1 7.9 8.2 11.9
Total trade --- ----------------------------- 21.9 18.4 18.2 13.4 16. 0 11.5 10.1 9.9 9.9 11.1
Total transportation -7.6 3.9 6.2 3.4 6.8 5.2 6.0 6.1 4.6 6.1
Total public utilities ---- -------- 8.2 8.0 8.6 8.8 9.9 9.0 9.0 9.2 9.3 9.7
Total amusements, services, etc -19.4 14.2 10.1 9. 9 10.4 10.4 11.1 10.5 11.4 12.8
Totalfinance -- 6.4 6.7 8.1 9.1 9.0 7.9 8.2 8.1 8.8 7.7

Grand total -9.5 12.3 13.6 11.0 13.4 11.4 10.4 10. 3 12.0

I As reported by the First National City Bank's monthly letter. Book net assets at Source: Bank data from Federal Reserve Bulletin.
the beginning of each year are based upon the excess of total balance-sheoet assets over
Habilities.
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And you can see, in 1954 it was somewhat higher than it had been,
but at no time was it a very high figure, particularly if we compare it
with returns in other businesses which are also shown here.

The point of that, I think, is that in 1955, when interest earnings
were very good, the net profit went off sharply from 1954 because of
the losses taken on the sales of Governments in 1955.

Chairman PATMAN. The Government bonds for some reason went
down, took a nosedive in 1953; the banks bought.the bonds low. They
sold them high in 1954 and made a profit of $417 million securities
sales in that year.

In 1955 they started another nosedive; didn't they?
Mr. HAYEs. Mr. Patman, the point of this chart that I men-

tioned-
Chairman PATMAN. What we are trying to find out is when they

are going back.
Mr. HAmEs. The point of this chart I mentioned, first, was to show

that most of their purchases were made in 1954 when prices were
relatively high. And most of the sales were made in 1955 and 1956
when they were low.

Chairman PATmAN. I have the latest annual report of the Federal
Deposit Insurance Corporation for 1955, and it shows the following
information on the insured commercial banks: Their net profits after
taxes averaged $1,163 million for the 3 years 1953, 1954, and 1955, com-
pared to an annual average of $865 million in the preceding 6-year
period 1947-52. On the ratio of net profits to capital accounts the
average for the 1953-55 period was 8.4 percent as compared to 8 per-
cent for the 1947-52 period. It might be noted that in the 1947-52 per-
iod profits were rising faster than capital accounts, while in the recent
period capital accounts have risen faster than the increase in profits,
so that the increase in the current rate of profit on capital account
over that for the 1947-52 period actually tends to understate the in-
creased profitability of banks.

The ratio of dividends to capital accounts for the 1953-55 period has
risen from 3.7 to 3.9 percent, for an average of 3.8 percent. In the
1947-52 period the ratio of dividends to capital accounts averaged
3.5 percent.

Rates of income for insured commercial banks on their holdings of
United States Government obligations rose from 1.80 percent on each
$100 in 1952 to 2.09 percent in 1955. This increase was greater than
that for the 6-year period 1927-52, when average rates of income of
insured commercial banks on United States Government obligations
rose from 1.54 percent per $100 to 1.80 percent. In 1955, the average
rate of income received by commercial banks on their holdings of
United States Government obligations was more than a third higher
than in 1947. In contrast, their average rates of income on other
securities in 1955, 2'.15 percent per $100, was lower than the 2.16 per-
cent for 1947.

Mr. Martin, will you please supply us with a memorandum on the
Federal income taxation of commercial banks? We want you to do
that. We would like the memorandum to describe the general pro-
visions under which those banks are taxed, as well as any provision
of the code which have special application to commercial banks.

We are particularly interested in the code's provision with respect to
determination of income and tax consequences when premiums or dis-
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counts on bonds including tax-exempt bonds, are involved, and the
treatment provided when gains or losses are realized upon the dis-
position of bonds.

Do those provisions of special applicability involve significant rev-
enue losses for the Government? iAre these provisions, in your opin-
ion, likely to affect the decisions of portfolio managers in such a way
that the Government bond market as a whole is influenced for tax con-
sideration as such?

Do the standards applied by the examining agencies in respect to
the handling of discounts, premiums, losses, and recoveries conform
to the requirements of the Internal Revenue Service?

Those are the questions, generally, we would like to have answered.
But we would like to have a complete study. And I think it is
appropriate to ask you that now, in view of the fact that you do not
seem to be clear on what the tax situation is concerning the commercial
banks.

Are you willing to furnish us that information, Mr. Martin?
Mr. MARTIN. I will do the best I can. I will consult the Treasury

on it. because it is primarily a tax problem.
Chairman PAT-IAN. I know, but you people have the information

over there.
Mr. MARTIN. I will try to get the best memorandum that I can for

you on that, but it will take a little time to prepare it. I want to point
out that taxation is not our field.

(The requested memorandum on Federal Income Taxation of Com-
mercial Banks appears just below at the conclusion of the record of
the morning session.)

Chairman PATMAN. I understand. There seems to be-I do not
claim that you are dodging it; I am not making that charge at all-
but you are pretty quick to point that out. And you do have a lot
of power of which you do not say much about. That is where I argue
with you.

I want to read you a communication I have just received from a place
in California:

In connection with your current probe of tight-money situation, let me urge
legislators to investigate unfairness of FHA law.

While buyers of houses are protected by law, through law stating they can
pay no more than 1 percent premium to lending agencies, sellers have no such
protection. Result is, in present emergency sellers are in vulnerable position and
easy prey for mortgage companies who charge sellers exhorbitant discount rates
for providing money.

This is manifestly unfair and highly inflationary. Why should sellers have to
pay 8 percent to procure money for sale of property which is security enough
through intrinsic worth.

Further, let me suggest that someone in Washington Is leaking advance news
of rate hikes, thus encouraging lenders to stall in negotiations.

Now, of course, you can say that that is FIIA, that you have not con-
trol over it; which is correct. But you have control of the tight money
that is causing these people to charge the sellers even 8 percent in order
to sell their property.

In addition to getting the mortgage, selling at a discount, some-
times as low as 10 and 12 percent-in some cases 14 percent discount;
I have heard of those-they are making the sellers pay a discount, too.

The law protects the veteran buyer. He cannot pay more than 1
percent.

85560-57-8
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But since the law is protecting the veteran, they go over and make
the seller to the veteran pay.

That looks to me like against conscience. Something ought to be
done about that. I don't know whether you can do anything except
to maybe loosen up on this money a little bit, because we have had an
awful drought in this country, down through the Middle West. And
it is a terrible thing.

And we don't have, and we haven't had, much rainfall. We have
not had much water there. And we are suffering.

But other sections of the country are not suffering from the drought.
That is the way it is with this money. We have a drought of money
in certain sections only.

In New York they have plenty of money. The big business fellows
can get all of the money they want for plant expansion. But the
little fellows out over the Nation, they are in a drought, a very severe
drought, a money drought.

I Just hope tomorrow, instead of raising the discount rate again, I
hope that you will do something about relaxing it, I mean, relaxing
the tension and let us have a little easier money.

It is about 12 o'clock. Do you have the Manager of the System
open market account here? Maybe I should ask Mr. Hayes that?

Mr.HAYEs. He is here, Robert G. Rouse.
Chairman PATMAN. He will be here this afternoon ?
Mr. HAYES. Yes, he will.
Chairman PATMAN. We want to ask him some questions.
Without objection, we will stand in recess until 12 o'clock this

afternoon.
(Thereupon, at noon, the committee stood in recess, to reconvene

at 2 p. m., this day.)

SUPPLEMENTARY QUESTION ON FEDERAL INCOME TAXATION OF
COMMERCIAL BANKS

Question: Will you please supply us with a memorandum on the Federal income
taxation of commercial banks? We would like the memorandum to describe the
general provisions under which those banks are taxed, as well as any provisions
of the code which have special application to commercial banks. We are par-
ticularly interested In the code's provision with respect to determination of
income and tax consequences when premiums or discounts on bonds, including
tax-exempt bonds, are involved, and the treatment provided when gains or losses
are realized upon the disposition of bonds. Do those provisions of special appli-
cability involve significant revenue losses for the Government? Are these pro-
visions, in your opinion, likely to affect the decisions of portfolio managers in
such a way that the Government bond market as a whole is influenced by tax
considerations as such? Do the standards applied by the examining agencies in
respect to the handling of discounts, premiums, losses, and recoveries conform
to the requirements of the Internal Revenue Service?
-Answer: Federal income taxation of commercial banks and the problems arising

from such taxation form a highly technical area of Federal tax policy. This
particular segment of Federal economic policy Is not, of course, the primary
responsibility of the Federal Reserve System but rather is the province of the
United States Treasury and of Congress. These provisions of the Internal
Revenue Code, however, do have some bearing on Federal Reserve actions. Our
comments regarding the extent to which these tax provisions have an impact
on problems faced by the Federal Reserve were set forth to you in my letter of
November 4, 1955, in response to your query of October 17, 1955. At that time
we also furnished you a memorandum giving some background information re-
garding the tax treatment of commercial bank capital gains and losses in Govern-
ment securities. A supplementary memorandum prepared by the Treasury De-
partment is attached which describes the technical features and answers some
of the questions you pose.
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The tax treatment accorded bank capital gains and losses, as mentioned in
the accompanying memorandum, does have some effect on the decisions of por-
folio managers and at times these decisions do have some effect on the action
of the Government bond market. As we stated to you in our letter of November
4, 1955, the present provisions of the Internal Revenue Code no doubt make
some banks less reluctant than they otherwise would be to sell securities on
which they have capital losses and shift into other assets. The possibility of
using net capital losses to offset fully ordinary operating income and of simul-
taneously establishing a new low potential capital gains base encourages switch-
ing activity in the Government securities market and thus increases the volume
of trading. This is especially the case In periods, such as the present, when
low bond prices (relative to recent years) coincide with the end of the year and
many commercial banks act to establish a loss position in their bond portfolios.
When a bank engages in this type of operation its total holdings of securities
are unchanged. However, commercial banks may also be encouraged by these
tax provisions to undertake the sale of United States Government securities
without an offsetting purchase of some other issue. They then are able to acquire
some other asset such as a higher yielding commercial loan, the securities sold by
the banks being purchased in large part by other investors. This kind of activ-
ity has also been characteristic during the current business upswing and has per-
mitted the banks to be quite responsive to cyclical credit needs in channeling
funds from savers to those seeking funds.

It should be pointed out, as mentioned in our letter of November 4, that the
sale of Government securities by banks does not add to the total reserve base
or credit-extending capacity of the banking system, except when the securities
sold are purchased by the Federal Reserve. Sales to other banks or to nonbank
investors result In the shifting of reserves among banks, although sales to
nonbank investors may reduce deposits and required reserves, thus making pos-
sible new extensions of credit in an amount corresponding to the securities
sold.

With respect to the handling of discounts, premiums, losses, and recoveries on
securities, the Internal Revenue Service and examining agencies follow sub-
stantially the same standards, for example, with respect to bonds bought at
a discount, neither permits a writeup above cost. It should be noted, however,
that with respect to bonds purchased at a premium, examining agencies insist
that the premium be charged off or amortized on a consistent and reasonable
basis to maturity or to date of sale. For tax purposes, Internal Revenue Service
permits the taxpayer to report the difference between cost and the maturity
or sales price of wholly taxable bonds as a loss or gain, or to amortize the
premium over the period to maturity or earlier call date. For tax-exempt
securities an adjustment must be made in the basis of the bond as described in
the Treasury memorandum.

SUPPLEMENTARY MEMORANDUM

FEDERAL INCOME T&xATioN or BANKs

I. INTRODUTICON

Banks, as corporations, are taxed on their Income under the provisions of the
1954 Internal Revenue Code applicable to corporations generally. For the most
part, banks are treated in the same manner as other corporations in regard to
the major aspects of corporate income taxation, such as tax rates, the kinds
of income reported, the type of deductions permitted, and the treatment of gains
and losses on capital assets other than bonds and other evidences of indebtedness.

There are only a few sections of the law that are specifically directed to banks.
In subchapter H, chapter 1 of the 1954 code, relating to banking institutions,
sections 581-584 set forth rules of general application to banks, including the
definition of a bank, the treatment of losses on securities held by a bank, the
deduction by banks of amounts paid to the Federal Government on certain
preferred stock owned by the Government, and the treatment of common trust
funds.

Sections 591-594 of subchapter H establish special rules for mutual savings
banks, cooperative banks, and domestic building and loan associations with
respect to deductions for dividends paid on deposits (similar to the deduction
for interest paid on savings deposits by commercial banks), deductions for
repayment of certain loans made by the Federal Government before 1952, the
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treatment of bad debt reserves, and the provision of an alternative tax for mutual
savings banks conducting life-insurance business.

The remaining specific bank rule, section 601, relates to a special deduction
for bank affiliates.

In additionto the specific provisions of subchapter H, there are several sec-
tions of the law which apply to corporations generally but which have special
importance for banks as a result of their particular economic function. These
sections relate to the treatment of bad debts in the case of commercial banks
(sec. 166 and the regulations), the amortization of bond premiums (sec. 171),
the nonrecognition of gain or loss on exchange of property (sec. 1031), and
the treatment of bonds bought at discount (sec. 1232).

II. TAX PROVISIONS OF SPECIAL IMPORTANCE TO BANKS

A. Reserve for bad debts
On the basis of section 166, banks and other taxpayers may deduct from gross

income wholly or partially worthless bad debts in the year the losses are
sustained. As an alternative, the taxpayer may establish a reserve for bad
debts and take a current deduction for reasonable additions to such a reserve.

The principal use of the reserve method by banks is in connection with ac-
counting for losses on loans. The regulations supporting section 166 prescribe
two methods of determining the annual additions to bad-debt loan reserves.
One method is based on a 20-year moving average (including the taxable year)
of the ratio of actual losses on loans to total loans. The alternative method,
which involves a similar set of computations, is based on a bad-debt ratio de-
rived from the loss experience of any 20 consecutive years since 1927. Under
both methods the current addition to the reserve is determined by multiplying
the bad-debt ratio (average of losses to loans over the given period) by the
loans outstanding at the end of the taxable year to obtain the maximum tenta-
tive reserve addition. The actual addition is either this amount or any smaller
amount which will make the reserve at the end of the taxable year equal to
three times the maximum tentative reserve addition. Thus the current addi-
tions to bad-debt reserves are directly limited and the reserve itself is limited
indirectly.

The moving-average reserve method was first provided in 1947 and the alterna-
tive fixed-period method was authorized in 1954. The latter method, insofar
as It allows the banks to use a larger bad-debt ratio than the moving-average
method, results in larger current additions to reserves and total reserves. A
bank on the moving-average method is allowed to switch to the fixed-period
method without obtaining the Commissioner's permission. If a bank is on
the fixed-period method, it may elect to use any 20 consecutive years and, conse-
quently, may change from one set of years to another at any time without
permission.

In addition to bad-debt reserves against loans, banks-as distinct from other
corporations-may elect as a result of section 582 (a) to treat bonds and other
evidences of indebtedness with interest coupons or in registered form as bad
debts if they become wholly or partially worthless. This allows the banks
ordinary loss treatment on such securities either as a current deduction or as a
reasonable addition to bad-debt reserves for bonds. Specific reserve methods
are not prescribed in this case but any reserve for losses on bonds may not
merely reflect market fluctuations in bond prices.
B. Worthless stock in affiliated banks

Under section 582 (b) a bank is allowed to treat worthless stock in an
affiliated bank as ordinary loss, provided the bank owns directly at least 80
percent of each class of stock of the other bank. This provision represents a
change made in 1954 from prior law. According to the report of the Senate
Finance Committee:

"Under present law (1939 code), losses on completely worthless stock or
securities owned in an affiliated corporation are allowed as an ordinary loss
if 90 percent of the aggregate gross income of the affiliated company for all
taxable years was derived from sources other than investment income. In
the past banks have not qualified for this tax treatment because most of their
income is derived from investment sources.

"Both versions of the bill (H. R. 8300) remove this restriction in the case
of banks by treating stock held in an affiliated bank as a noncapital asset. This
provision places banks on a parity with other business corporations. Although
the principal qualification of other types of business affiliates entitled to such
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tax treatment is noninvestment income, this rule was adopted to limit the
tax benefits to companies whose affiliates were engaged in the same general type
of business as the parent, rather than those used as a dumping ground for un-
desirable investments. Since loans and investments are the stock in trade of
banks, it appears discriminatory not to allow banks a similar opportunity to
take an ordinary loss on worthless stock in an affiliated company."

C. Gains and losses on bonds and other evidences of indebtedness
Banks, unlike other corporations, are allowed by section 582 (c) ordinary loss

treatment on the sale or exchange of bonds, debentures, notes, or certificates, or
other evidences of indebtedness, issued by any corporation (including one issued
by a government or political subdivision thereof), with interest coupons or in
registered form, if such losses exceed the gains of the taxable year from sales ar
exchanges of such securities. On the other hand, if in the taxable year gains on
sales of bonds exceed losses on such sales, the net gain is subject to tax as a
capital gain at a 25 percent rate.

This treatment is substantially the same as that permitted under section 117 (i)
of the 1939 code, which came into being with the Revenue Act of 1942. The
justification for section 117 (i) advanced at the time was that bonds were a
necessary type of investment for banks. Moreover, section 117 (i) parallels the
treatment under section 117 (j), which was enacted at the same time, and relates
to depreciable and other real property used in a taxpayer's trade or business and
held for more than 6 months, except for property includible in inventory or held
primarily for sale to customers.

Section 1031 (a) also relates to gains and losses and provides, generally, that
on exchanges of property held for productive use or for investment no gain or
loss shall be recognized, but an exception is made for exchanges of stock in
trade, bonds and other evidences of indebtedness, and equities. It is this ex-
ception which is of interest to banks since it means that on any exchanges of
bonds at a gain or loss, the gain or loss will be recognized. Gain on exchange of
bonds would be taken into account as capital gain. Losses, on the other hand,
would be treated as ordinary losses provided the conditions of section 582 (c)
were met, i. e., total losses exceeded total gains.

It should be recognized, however, that insofar as losses on exchanges of bonds
are concerned the key provision is section 582 (c). In other words, as long as
section 582 (c) allows banks ordinary loss treatment on the sale or exchange of
bonds, provided losses exceed gains, it is immaterial that section 1031 (a) states
in a negative manner that gains or losses on such exchanges will be recognized.

Estimates of the revenue effects of allowing banks full deductions as ordinary
loss for net losses on sales of bonds, debentures, etc., will vary with the assump-
tions made. The latest available data from the corporate Statistics of Income
for 1953 show the item "Net Loss, Sales Other Than Capital Assets" as reported
by banks and trust companies to the $212 million, of which $197 million was re-
ported by those with net incomes. The bulk of this item is assumed to be losses
on sales or exchanges of bonds. In the absence of the provision for deduction
as ordinary loss, it may be assumed that this amount of capital loss could be
offset against capital gains currently or through a loss carryover to other years.
The net effect of the ordinary loss treatment is thus to allow a deduction effective
against income at a rate of generally 52 percent rather than 25 percent, or a
differential of 27 percent. Thus, for 1953, there would have been a maximum
revenue effect of $53 million, on the assumption that the same volume of sales
and exchanges would have been transacted in the absence of ordinary loss treat-
ment. If, however, it were assumed that without this tax treatment, the volume
of loss on sales and exchanges would have been substantially contracted, as is
probable, the revenue loss would, of course, be commensurately smaller.

D. Amortization of bond premiums
In purchasing bonds for investment purposes, banks at times buy bonds at a

premium, equal to the excess of a bond's purchase price over its redemption price.
Under section 171, banks and other taxpayers are allowed to amortize the bond
premium to maturity or earlier call date and to deduct from income in each
taxable year the portion of the premium amortized in that year. By this pro-
cedure the premium is gradually recovered over the remaining life of the bond.
In effect, this provision provides an appropriate current adjustment of the inter-
est to its approximate real amount.

The bond premium amortization rule applies, however, only to bonds the
interest on which is wholly or partially taxable. Tax-exempt bonds, as is the
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case with municipal bonds, are specifically excluded from the provisions of
section 171.

A distinction is also made between callable and noncallable bonds in connec-
tion with the period over which the premium may be amortized. As noted above,
the premium may be amortized to maturity or earlier call date, except that in
the case of wholly taxable bonds issued after January 22, 1951, and acquired
after January 22, 1954, the premium may be amortized to the nearest call date
only if that date is more than 3 years from the date of original issue. Therefore,
bonds with a very short call feature, such as 30-day callable bonds, may not now
be used as vehicles of tax abuse as was the case under prior law.

When a bank or other taxpayer amortizes bond premiums, a compensating
adjustment of the basis of the bond must be made to insure that a double deduc-
tion of the premium does not occur; that is, to insure that there is not a loss on
sale or redemption of the bond attributable to the amortized portion of the
premium in addition to the deduction for the amortization of premium. Even
though tax deductions for amortization of premiums on tax-exempt bonds are
not allowed, the adjusted basis of such bonds must be reduced over time as If
the premium were being amortized. The reason is, of course, that If reduction
of basis of tax-exempt bonds bought at a premium were not required, losses
would arise on sale or redemption of the bonds (attributable to the premiums),
a result inconsistent with the rule that premiums on tax-exempt bonds cannot
be amortized and deducted currently.

The general rules relating to premiums on tax-exempt bonds applicable to
investors are also applied to banks and others who are dealers in tax-exempt
securities, except where a dealer buys short-term municipal bonds at a premium
which are disposed of within 30 days of purchase or the bonds' earliest maturity
or call date is more than 5 years from the purchase date. The effect of these
exceptions is to allow the dealer to realize an ordinary loss upon sale or redemp-
tion of such bonds. Recently the staffs of the Joint Committee on Internal
Revenue Taxation and the Treasury Department recommended to the Subcom-
mittee on Internal Revenue Taxation of the Committee on Ways and Means that
the 30-day and 5-year rules be removed so as to treat dealers and investors in
tax-exempt bonds in the same manner.
E. Bonds bought at discount

Section 1232, relating to bonds and other evidences of Indebtedness, is another
general provision of the code in which banks as substantial purchasers of bonds
have an interest. Specifically, this section states, in part, that a portion of
any gain realized on taxable bonds bought at a discount and which were origi-
nally issued at a discount will be taxed as ordinary income.

To summarize briefly, when a bond is issued at a discount, the difference
between the bond's issue price to the public and its redemption price at maturity
is called the original issue discount. Any gain on sale of the bond which repre-
sents recovery of this discount is taxable as ordinary income and gain In excess
of the discount is treated as capital gain. Where a bond is sold before maturity
the original issue discount is spread pro rata over the entire life of the bond.
This procedure reduces the amount of the total discount which Is recovered as
ordinary income at the time of sale. In connection with the computation of
original Issue discount, it should be noted that where the discount is less than
one-fourth of 1 percent of the redemption price multiplied by the number of
complete years to maturity, the original issue discount is deemed to be zero.
Thus, any gain realized by the bondholder would be a capital gain. This rule
serves to eliminate cases in which the ordinary income part of any gain is likelyto be very small.
F. Deduction of dividends paid on certain preferred stock

According to section 583, which conforms substantially to section 121 of the
1939 code, the dividends a bank pays on its preferred stock owned by the United
States or any instrumentality thereof which Is exempt from Federal income
tax are deductible from gross income. This provision reflects the fact that
at times certain Federal agencies advance funds to banks In financial difficulties
in exchange for preferred stock in order to sustain the banks and to protect thedepositors.
G. The treatment of common trust funds

Banks often establish common trust funds for the collective investment and
reinvestment of funds placed in their care as trustees, executors, administrators,
or guardians. Section 584, which relates to the tax treatment of such trust
funds, provides, essentially, that a common trust fund shall not be considered
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a corporation and that the income of the trust fund shall be taxable in the hands
of the individual participants. In other words, the common trust fund is viewed
as a conduit and Is treated more or less like a partnership.

H. Special deduction for bank affiliates
A holding company affiliate of a bank is allowed by section 601 a special

deduction in connection with the computation of accumulated taxable Income
and undistributed personal holding company income. The deduction is allowed
in the amount of earnings or profits of the affiliate which, in compliance with
the law, has been devoted during the taxable year to the acquisition of readily
marketable assets other than bank stock. To obtain this deduction, the Board
of Governors of the Federal Reserve System must certify that such an amount
of the earnings or profits of the holding company has been devoted to the
prescribed use.

This section of the 1954 code corresponds substantially to section 26 (d) of
the 1939 code.

AFTERNOON SESSION

Chairman PATMAN. The committee will please come to order.
Is the manager of the open market account available now?
Mr. ROusE. Yes, sir.

STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN,
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM; AC-
COMPANIED BY ALFRED HAYES, C. CANBY BALDERSTON, J. A.
ERICKSON, W. D. FULTON, DELOS C. JOHNS, A. L. MILLS, JR.,
OLIVER S. POWELL, J. L. ROBERTSON, CHARLES N. SHEPARDSON,
AND M. S. SZYMCZAK, MEMBERS OF THE FEDERAL OPEN MARKET
COMMITTEE; AND ROBERT G. ROUSE, MANAGER, SYSTEM OPEN
MARKET ACCOUNT-Resumed

Chairman PATMAN. Give your name to the reporter, if you please.
Mr. ROUSE. Robert G. Rouse.
Chairman PATMAN. Is Mr. Robert V. Roosa in your office?
Mr. ROUSE. He is a vice president of the Federal Reserve Bank of

New York, and presently in charge of research and statistics. He
was associated with me in the open market function until com-
paratively recently.

Chairman PATMAN. You are acquainted with his book?
Mr. RousE. Yes.
Chairman PATMAN. I think it was written on Federal Reserve Op-

erations in the Money and Government Securities Markets. He was
with the Open Market Committee quite a long time, was he not?

Mr. ROUSE. Yes, he was with the function for approximately 3
years. He is still interested in it, of course, as an economist.

Chairman PATRAN. You have complete charge of what you call
the open market account for the New York Federal Reserve Bank?

Mr. ROUSE. Yes. sir; I am manager of the account.
Chairman PATMAN. And you were selected by Mr. Hayes of the

New York Federal Reserve Bank, or by the Board of Directors ?
Mr. ROUSE. I was selected originally by Governor Harrison and

Allan Sproul in November 1939, approved by the directors of the
bank, and approved by the Federal Open Market Committee.

That was an annual process thereafter, and it has been carried out
through March of this year, when I was last selected and approved
by the Committee.
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Chairman PATMAN. You are employed by the bank?
Mr. ROUSE. I am a vice president of the bank.
Chairman PATMAN. And approved by the Open Market Committee?
Mr. ROUSE. Correct, sir.
Chairman PATMAN. Including the Federal Reserve Board?
Mr. ROUSE. Yes, sir.
Chairman PATMAN. Where do you get your pay?
Mr. ROUSE. From the Federal Reserve Bank of New York.
Chairman PATMAN. From the Federal Reserve Bank of New York.

You are hired and paid by the Federal Reserve Bank of New York?
Mr. ROUSE. That is rig t, sir.
Chairman PATMAN. In your operations in connection with the

open market, you buy and sell Government securities for all the 12
Federal Reserve banks?

Mr. ROUSE. That is correct.
Chairman PATMAN. Under the 1935 act, no other bank has any

right to buy or sell securities, but each bank is obligated to carry out
instructions from you?

Mr. ROUSE. They are obliged to sell or buy as the account sells or
buys.

Chairman PATMAN. When you. buy, say, a million dollars worth of
Government securities, you give a check on some bank, do you not?

Mr. ROUSE. We give our own check.
Chairman PATMAN. You give a check on the Federal Reserve Bank

of New York?
Mr. ROUSE. Yes, sir.
Chairman PATMAN. How do you allocate that million dollars among

the 12 Federal Reserve banks?
Mr. ROUSE. It is in accordance with the daily averages of the total

resources of each bank, pro rata.
Chairman PATMrAN. In other words, you will determine the daily

average of the resources, value of the resources, of each bank, and
then that million dollars will be allocated to each bank in proportion?

Mr. ROUSE. That formula was adopted by the Federal Open Market
Committee. This is done annually. As of February 28, or some such
date, we each year allocate the securities if, by reason. of the applica-
tion of that formula each day, or each day that a transaction takes
place, some variance has developed during the year; and -the Com-
mittee has the opportunity to reassess the propriety of that formula
at any time that it sees fit.

Chairman PATMAN. If there is any-in other words, if it is not
properly balanced, you make the adjustment at the end of the year?

Mr. ROUSE. The Committee authorizes an adjustment in the formula.
Chairman PATMAN. If it is necessary for New York banks to trans-

fer bonds to, say, Dallas, Tex., Dallas, Tex., will send you Federal
Reserve notes to pay you for them?

Mr. RoUsE. It is done through the interdistrict settlement fund.
Chairman PATMAN. Now then, suppose you should buy 'a million

dollars worth of bonds from the Dallas bank, and the Dallas bank
said, "I want Federal Reserve notes in payment of these bonds, a
million dollars," how would you go about getting those notes delivered
to the Dallas bank?

Mr. ROUSE. We have never had that question come up, Mr. Patman.
Chairman PATHAN. I beg your pardon?
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Mr. ROUSE. That is a new-I don't think I understand your
question.

Chairman PATMAN. Well, you see, these Federal Reserve notes, of
course, are printed by the Bureau of Engraving and Printing here in
Washington. In some way you get that million dollars worth of
Federal Reserve notes to pay that Dallas bank. How would you get
those notes? How would you get them away from the Bureau of
Engraving and Printing?

How would you get them delivered to the New York Federal Re-
serve Bank for that purpose?

Mr. ROUSE. It is a bookkeeping transaction through the interdistrict
settlement fund, I believe, which is carried out at the Board of Gov-
ernors' office.

Chairman PATMAN. In practice, it is a bookkeeping operation. But
the truth is, all the bonds that you have-and you have about $25
billion worth of bonds, do you not?

Mr. ROUSE. Something less than that; yes, sir.
Chairman PATMAN. About 24 or 25?
Mr. ROUSE. About 24.
Chairman PATMAN. Every one of those bonds have been bought,

not on the resources of the Federal Reserve banks, but on the credit
of the Nation by exchanging Federal Reserve notes for them, have
they not?

Mr. ROUSE. Yes; they are bought by the-out of Federal Reserve
funds.

Chairman PATMAN. No; you are mistaken there, are you not? You
do not say that they are bought with Federal Reserve funds. The
money is created by those bonds. Do you not understand that?

Mr. ROUSE. It is created-yes, indirectly.
Chairman PATMAN. Well, directly.
In other words, if you buy bonds, you must pay for them, and those

$24 billion worth of bonds were paid for, but not by Federal Reserve
bank funds; they were paid for by Federal Reserve notes.

Now, I will not insist on your answering that. I will ask Mr. Martin
to answer that.

Is that not correct, Mr. Martin?
Mr. MARTIN. It would be the same thing, sir.
Chairman PATMAN. In other words, that is where the power to

create money comes in through the Federal Reserve.
Mr. MARTIN. Yes.
Chairman PATMAN. You create the money. In other words, the

money is printed, it is paid for the bonds, the $24 billion worth of
bonds.

Mr. MARTIN. We have the power to create money.
Chairman PATMAN. And you did do it to buy these bonds?
Mr. MARTIN. In the purchase of bonds, we ease the money market;

in sales of bonds-
Chairman PATMAN. I am not talking about the reasons or argu-

ments. I am just asking.
Mr. MARTIN. I was just talking about the process. The purchase

of bonds would ease the money market, and the sale of bonds would
contract it.

Chairman PATMAN. Let's divorce it from any argument about any
market, easy or hard, and confine it to the bonds that you already have.
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You have $24 billion worth of bonds. Now, those bonds were bought
by giving of Federal Reserve notes in exchange for the bonds, were
thev not'!

Mr. MAIRTIN. Well, Federal Reserve credit.
Chairman PATMAN. What is that?
Mr. MARTIN. Federal Reserve credit. They were not specific-
Chairman PATMAN. That is what I mean. But every one of them

is an obligation of the United States Government, is it not?
Mr. MARTIN. That is correct.
Chairman PATMAN. And every one of those notes that you trade

for those bonds of the Government says on its face that it is an obliga-
tion of the United States Government?

Mr. MARTIN. That is correct.
Chairman PATMAN. And that is what makes it good.
Mr. MARTIN. That is right.
Chairman PATMAN. Now then, whenever you take that Government

obligation from the Bureau of Engraving and Printing and you trade
it for $24 billion worth of bonds which you have, and you have those
bonds now, you draw interest on those bonds, do you not?

Mr. MARTIN. We do.
Chairman PATMAN. About $600 million a year; and although you

traded one Government obligation for it, you keep the bonds and you
do not cancel them. They pay interest, and you use that $600 million
in any way that is allowed by law, for administrative purposes in the
operation of the Reserve banks. And then, of course, after all the
deductions have been made, why, you pay 90 percent of the remainder
into the Treasury of the United States?

Mr. MARTIN. That is correct.
Chairman PATMAN. The point I am trying to make, Mr. Martin,

is, I am trying to answer a fallacious argument that is going over the
country: No. 1, that these reserves that the member banks have in
their Federal Reserve Banks are used to buy these bonds. That is a
fallacy, is it not?

Mr. MARTIN. That is a fallacy.
Chairman PATMAN. That is a fallacy; it is not true.
Mr. MARTIN. That is right.
Chairman PATMAN. All right.
No. 2 is that the banks own the Federal Reserve Banking System,

and it is run by the banks, it is operated for their benefit.
That is a fallacy, is it not?
Mr. MARTIN. That is a fallacy.
Chairman PATMAN. Now, the reason it is a fallacy is because the

stock in the bank does not mean anything to the operation of that
bank, does it? In other words, it is not used.

Mr. MARTIN. The stock in the bank is not proprietorship.
Chairman PATMAN. It is not used at all, is it? There is no use that

that stock is put to?
Mr. MARTIN. Well, the
Chairman PATMAN. The member banks.
Mr. MARTIN. There is a use put to it in the sense that it provides

participation in the vote.
Chairman PATMAN. That is kind of psychological, to make them

feel they are part of the System.
Mr. MARr. No. It creates the power to vote.
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Chairman PATMAN. The what?
Mr. MARTIN. It creates the power to vote.
Chairman PATMAN. The power to vote for-
Mr. MABRTIN. It is not proprietorship.
Chairman PATMAN. The power to vote for directors to run the bank.
Mr. MARTIN. Yes.
Chairman PATMAN. Well, that is easy. That is nice. [Laughter.]

I was wondering what they did.
But they paid in about $300 million?
Mr. MARTIN. That is right.
Chairman PATMAN. In stock. And that stock now is there, but

it is really useless to the banking system except make them believe,
"Now you have got an interest in this thing, and that determines your
participation in electing directors."

But do they vote according to the amount of stock they have?
Mr. MARTIN. No; not precisely.
Chairman PATMAN. Well, you see, that is knocked in the head, too,

is it not? What I mean is, it is not used for that purpose.
All right.
So it is used to give the bankers a feeling that they have an interest

in the Federal Reserve System when they don't have any interest
except they get 6 percent interest on that stock, 6 percent dividend;
is it not?

Now, is it not a fact, and we have gone over this before, that the
Federal Reserve System and the Federal Reserve banks are Govern-
ment institutions operated for the Government ?

Mr. MARTIN. The Federal Reserve Board is clearly Government.
The Federal Reserve banks, under our setup, are quasi-Government.

Chairman PATHAN. Are quasi-what?
Mr. MARTIN. Quasi-Government; they have an independent board

of directors.
Chairman PAT1HAN. All right, let's examine that.
That stock, or that word "stock" is a misnomer, is it not?
Mr. MARTIN. If you are talking about stock in terms of proprietor-

9hip-ownership-yes.
Chairman PATRAN. Well, of course that is what stock is; yes.

Normally that is what stock is; when you say "stock," you mean a
proprietary interest of some kind, do you not?

Mr. MARTIN. In the ordinary sense, yes.
Chairman PATRAN. That is right, in the ordinary sense.
Mr. MARTIN. You and I are in agreement that it is not proprietary

interest.
Chairman PATHAN. Yes.
Therefore, this does not convey any proprietary interest at all, and

the word "stock" is a misnomer. It is not a correct word at all. It is
just an involuntary assessment that has been made on the banks as
long as they are members.

Now, they go out, the money is refunded to them. But as long as
they are members, they get 6 percent annually on that.

And as evidence of the fact that they do not have any proprietary
interest, which you admit, is the fact that this so-called stock cannot
be sold, it cannot be hypothecated, and as a convincing and unanswer-
able argument that the banks have no interest in the Federal Reserve
System as such, financial or proprietary interest, the law specifically
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provides that in the event of the liquidation of a Federal Reserve
bank, that after they get their $300 million stock back, the Govern-
ment gets everything else. That is right; is it not?

Mr. MARTIN. That is right.
Chairman PATMAN. Now, if the banks had any proprietary interest

in that, they would get what was left after liquidation, would they
not?

Mr. MARTIN. Well, you and I are in agreement it is not proprietary
interest.

Chairman PATMAN. Yes.
Therefore, the statement that the banks own the Federal Reserve

S}ystem is not a correct statement, is it?
Mr. MARTIN. The banks do not own the Federal Reserve System.
Chairman PATMAN. That is right.
Mr. MARTIN. But the banks do participate in the management.
Chairman PATMAN. It is an agency operated in the Government's

interest by public members, seven members of the Federal Reserve
Board, each one selected for a term of 14 years, and he cannot succeed
himself after he fills out the whole term.

Of course, he can fill out two or three part-terms and make it 25
years. That would be all right. And they are selected by the Presi-
dent and confirmed by the Senate.

Mr. MARTIN. That is correct.
Chairman PATAIAN. Now, you state-I am about to get off of this

gentleman over here, and I will go back and ask him another question.
Senator O'MAtHoNEY. You are going to let him up? [Laughter.]
Chairman PATMAN. I think I had better ask Mr. Martin this instead

of this gentleman:
I believe you have stated repeatedly, Mr. Martin, that the Treasury,

in sizing up what kind of interest rate should be charged-and Mr.
Humphrey has testified a number of times before this committee, I
know, to that effect-that the Treasury will call in people who are
dealers and people who have something to do with the sale of Govern-
ment securities, and that they talk to the Treasury, and then they
talk to you.

Almost invariably they go from the Treasury to your shop, do they
not?

Mr. MARTIN. They frequently do; yes, sir.
Chairman PATMAN. They frequently do, and they are the ones that

are consulted for the purpose of determining the interest rate that
should be paid on Government bonds; I mean they are the ones that
the Treasury uses. And you, of course, either say "yes" or "no."

Mr. MARTIN. We consult with the Treasury. We don't say "yes"
or "no" on their interest rate. We are glad to give them the best
advice that we have about what we think the market is.

Chairman PATMAN. Do you really believe we have a free market
in Government bonds, Mr. Martin?

Mr. MARTIN. Well, all freedom is relative, but I say there are forces
in the market place, as I have repeatedly said to you, that are stronger
than both the Federal Reserve and the Treasury together. Some
people question that, but I think that is where the law of supply and
demand comes in.

Chairman PATMAN. You would not positively and without reserva-
tion say that there is a free market at all times in Government bonds?

1'!10



MONETARY POLICY: 1955-56

Mr. MARTIN. I would say that there is some intervention, as was
provided in the Federal Reserve Act, in the market, but that generally
speaking, the market forces are permitted to operate.

And since the Treasury-Federal Reserve accord in 1951, the market
forces, the market has been relatively free.

Now, that does not mean that we step completely aside and let the
market become the law of the jungle. We are there as a guardian.
We are trying to develop a climate and a general situation in which
the players on the field have the best conditions to operate in.

But we do not make the market.
Chairman PATMAN. I am not going to pursue that accord further,

but you have dug up a real snake that I want to help you kill on that.
Senator O'MAHoNEY. Mr. Chairman, may I ask a question on that

point?
Chairman PATMAN. Yes, sir.
Senator O'MAHONEY. Your answer is a qualified one, is it not, Mr.

Martin?
Mr. MARTIN. Yes; it is qualified.
Senator O'MAHoNEY. You do not want this committee or anybody

who reads or hears this testimony to believe that you are saying that
there is a free market in Government securities. There is not, is there?
Am I not right ?

Mr. MARTIN. There is not a completely free market in Government
securities. We are watching over it from time to time.

Senator O'MAHONEY. It is as free as you will allow it to be.
Mr. MARTIN. It-there are
Senator O'MAHONEY. You do not want a free market in Government

bonds, do you?
Mr. MARTIN. Yes, indeed, I want the forces of the marekt to be per-

mitted to play, but I don't want-
Senator O'MA1ONEY. Let's follow this through.
You cannot get any answers to any questions, particularly to a com-

plex question involving money, unless you are clear about your defini-
tions.

Now, a free market, in the question which I am directing to you, is a
market in which the law of supply and demand alone operates. It will
go up or it will go down according to the forces which operate in the
market, without Government intervention which will affect it. That
is a free market.

Mr. MARTIN. Well, we have some Government intervention in this
market.

Senator O'MAHONEY. That is the whole point.
Now, the whole issue here is to what extent and how should Govern-

ment intervene? The Federal Reserve Board does intervene. Some
people who come to us tell us that your intervention is bad for them.
and for the economy of certain regions.

Others tell us that your intervention is good.
Your explanation of the intervention is that you want to prevent in-

flation. But you cure inflation or prevent inflation by providing a
certain amount of inflation in the cost of money. When you raise the
interest rate, all in the world you are doing is raising the price of
money; is that not right?

Mr. MARTIN. No, Senator. The cost of money, it is the demand for
money which creates the inflation. We could-
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Senator OMAIsoNEY. But you can control the interest.
Mr. MARTIN. We could control the interest at a price which would

be depreciation of the dollar. Now, if you want us to control it in that
way, it can be done.

Senator OMAHONEY. Don't you see, you are changing the subject.
Mr. MARTIN. I don't think so. I don't think you can cover this

subject except by looking at it as a process.
Senator O'MA1ONEY. No matter-accepting your answer just as

you made it, it nevertheless is true, is it not, that you have intervened,
that you have raised the cost of money, and that you have done so for
the express purpose of preventing the price of other commodities from
rising?2

Mr. MARTIN. Let's put it this way: We have not supplied all the
money that is required to prevent a rise in interest rates.

Senator O'MAHONEY. Will you repeat that, please?
Mr. MARTIN. We have not supplied all of the credit which is neces-

sary to prevent a rise in interest rates.
Senator O'MAHONEY. That is precisely true. You have not sup-

plied all the money which the free market demands; you assert, and
I think with propriety, that the object of your doing this is to prevent
inflation.

But the sad fact is that it does not prevent inflation, because all you
have got to do is look at the prices in the Economic Indicators to know
that the prices of all goods except farm commodities have been going
up, and particularly have the prices of dividends been going up, the
value of securities going up, but the income of the farmer has been
going down. And if you will pardon me while Mr. Moore hands me
this document, prepared by the Council of Economic Advisers and
printed under the authority of this committee, the figures I am going
to read to you now will explain why so much complaint about this
matter comes from rural areas.

Sometimes it is hard to find the exact page where these figures
appear. Let's get it piece by piece.

Here it is-page 7, entitled "Farm Income," shows that the farm
operators' net income, excluding adjustment for inventory change
whibbh in 1951 was $14.8 billion, has fallen every year since then until
in 1955 it had fallen to $11.3 billion.

Now, while that was going on, the returns from dividends were
increasing: Dividends in 1950 amounted to $9.2 billion. In 1952 they
were $9 billion flat, in 1953, $9.3 billion, in 1954, $10 billion, and in
1955, $11.2 billion.

At the same time, personal interest income was increasing from
$10.6 billion to $16.1 billion. In other words, while the farm economy
was going down, the income of those who have dividends, who
receive dividends for income and who receive personal interest, col-
lect the interest.

So not only is the home builder paying more money, more interest
for the money that he borrows, not only is the small-business man pay-
ing more interest for the money that he borrows, but the Government
itself is paying more money, more interest for the money that it
borrows.

Under your policy, the cost of money to the Government of the
United States and to a vast segment of the people of the United States
has increased, and some have complained about it.
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Now, it is your policy that does it. I will admit there are other
factors-of course, there are other factors-but you have spoken very
frankly against pegging bonds; have you not?

Mr. MARTIN. I have, indeed.
Senator O'MAHONEY. You do not believe that bonds should be

pegged. You could peg them; could you not?
Mr. MARTIN. We could.
Senator O'MAHoNEY. But the reason you do not believe in pegging

them is because you believe that that would cause inflation?
Mr. MARTIN. Because the price of that would be too great.
Senator O'MAHoNEY. The price would have to be too great.
I am not arguing whether you are right or wrong. I am just try-

ing to get the facts right out here on the table where we can all look
at them and see them, without a misunderstanding of what we mean.

So here, somewhere along the line, because of this judgment which
you have just repeated, you intervened as a Government board, and
you changed the rate of interest.

Now, it injures some people; it certainly helps the banks. It helps
those who collect interest, who loan money, but it does not help those
communities which want to build schools, the communities which want
to build roads, the people who want to build homes, the businesses
which want to expand.

Now, am I wrong in that statement of fact?
Mr. MARTIN. Well, I think there are two sides to it, Senator. The

demand for credit is what is creating the increase in interest rates.
The Federal-

Senator O'MAHONEY. Why do we have an increased demand for
credit?

Mr. MARTIN. Because the people are trying to do too many things
too fast.

Senator O'MAHONEY. That is your judgment.
Mr. MARTIN. Well, that seems to be borne out, I think, by the facts

in terms of prices. We could supply all the money that everybody
is requesting today.

Senator O'MAHONEY. Do you think that the people who want to
build more schools for their children want to do it too fast?

Mr. MARTIN. I am not passing a judgment on whether they are
doing it too fast or not; I don't know. But I am saying that they
have to face up to what I was discussing with you this morning,
whether they would rather pay $31/½ million for that school instead
of $3 million for that school.

Senator O'MAHoNEY. What I want to point out to you, sir, is the
conflict between two different branches of the Government. You
do not want to take the steps that would make the cost of money less to
the communities which want to build schools; but we understand from
the announcements that come from Augusta that the President is
going to ask the Congress to appropriate money to build schools, to
aid the States in building schools.

Now, will that not be inflationary, too, by increasing the expendi-
ture? Would it not be better, by a lower interest rate, to get that
money from investors, particularly when the investors might be in
the very school districts?
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Mr. MArTIN. If the people of the United States wish, through their
Congress, to depreciate their dollar in order to build schools, that
is certainly within the purview of Congress.

Senator O'MAHoNEY. Well, now, Mr. Martin, I have never been
very much impressed by this talk about depreciating the dollar, be-
cause I know that the purchasing power of the dollar has been steadily
decreased since this Government was founded.

You will agree with me on that, will you not?
Mr. MARTIN. I think it has been depreciated often far too much.

But I don't think we are asked to -
Senator O'MAHoNEY. The falling price of the dollar has accom-

panied steadily the increasing prosperity of the Nation.
Mr. MARTIN. Well, that I don't agree with you on, Senator.
Senator O'MAHONEY. I will show you a chart produced by one of

these Cleveland banks which was presented to us several years ago,
which shows the fluctuations of the dollar. And the better we have
grown, the prouder we have grown, the more productive we have
grown, the less we have been able to get for the dollar, because we
have so many of them. The dollar is merely an instrument of doing
these things.

Mr. MARTIN. Here are wholesale prices which have been given to
me by Mr. Young, which shows the fluctuations. Now, you can al-
ways handle a situation of this sort by outright depreciation of the
dollar, but there are many factors that go into each one of these
situations, and I do not think that the inflation has improved at any
time the prosperity of the country.

Senator O'MAHvoNEY. Here is a chart on wholesale prices, too, and
this comes from the Council of Economic Advisers.

Mr. MARTIN. I am quite sure it will agree substantially with this.
Senator O'MAHONEY. Very likely, but what does it show ? It shows

that the prices the industrial prices, have been rising, in 1952, 1953,
1954, 1955, ana 1956, the same period during which you have been
raising the interest rates; that al commodities have risen from index
110 in 1952 to an index of about 116 in 1956; whereas the prices of
farm commodities have fallen from an index of 100 in 1952 to an
index of about 89 in 1956.

So what has your increase in interest rates been doing?
Mr. MARTIN. Are you suggesting that our policy has not been

progressively severe enough?
Senator O'MAnoNEY. I am suggesting, sir, that your policy has

not been effective, that one segment of our economy is suffering and
another segment of the economy is profiting from the policy that
you followed.

Mr. MARTIN. Well, I don't agree with you on that.
Senator O'MAHoNEY. You do not deny that dividends have

increased?
Mr. MARTIN. Well, is that bad?
Senator O'MAHoNEY. What?
Mr. MARTIN. Is that bad ?
Senator OXMAHONEY. But farm prices have fallen.
Mr. MARTIN. Well-
Senator O'MAnoNEY. That is bad.
Mr. MARTIN. There are two different sets of premises that you are

dealing with.
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Senator O'MAHONEY. No; I am making them all out of one chart.
Mir. MARTIN. Oh, no. The supply and demand in securities and

the supply and demand for farm products are two different sets of
factors, and that is what we cannot geta way from.

Senator O'MAHONEY. Let me put it this way, Mr. Martin. You
are too nice a man to argue with, although I would enjoy it, blut I
just want to say to you that I would like to have you write another
paper to submit to this committee, in which you will undertake to
show that the policy has actually been successful and could not be
varied one way, one jot or tittle either way, for the benefit of the
country.

Mr. MARTIN. Well, for the sake of the record, let me say that we
have never claimed that our policy has been a hundred percent perfect,
and we never will. It is not the nature of this problem that you can
have a hundred percent perfection.

But I will say that so far as making the blanket charge that because
there have been increases in prices the policy has failed, let us never
forget that there are budgetary and fiscal problems, also; but the
real test is ho'w much higher would those pi-ices have risen if the
law of supply and demand in the money market had not been per-
mitted to operate to dampen down somewhat the rate of spending
and proceed to move in the direction of increasing savings.

That gap between savings and investment has to be met by some
process.

Senator O'MIAHONEY. W\ell, you are buying bonds right now in
order to supply more money for the Christmas trade; are you not?

Mr. MARTIN. That is correct.
Senator O'MAIIONEY. That is a justifiable purpose, in your mind?
Mr. MARTIN. That is right.
Senator O'MAHONEY. But it would not be a justifiable purpose, in

your mind, to buy bonds to stabilize the Federal bond market and
prevent a further decline in those bonds?

Mr. MARTIN. Except in the instance of a disorderly market, we
would think that buying bonds just for that purpose, under present
conditions

Senator O'MAIIONEY. How about for building of schools? Do
you not think you might as well help the building of schools as help
the retail merchants to supply the Christmas trade?

Mr. MIARTN. *Well, now you are in a different field.
Senator O'ALMnox-E. I have to jump around to different fields to

keep up with you.
Mr. MARTIN. On the building. of schools, I make no observation as

to its desirability or undesirability, but I want those schools to be
built with the price of labor and materials which wAill give the users
of those schools the maximum value, and minimize their expenses in
creating those schools.

Now, if it requires them to delay a little bit from time to time, I
personally would think it would be preferable to delay than for every-
body to rush in for a limited supply of steel and building materials
and bid the prices up.

That is where I come back to this demand factor.
Senator O'MAHONEY. But when you delay the building of schools,

v on are delaying the education of children: and nature seems to have
provided a limit to the life of man. I It has been extended a little bit
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by the decrease in infant mortality, but the old rile of three score and
ten seems still to applv, if the obituary notices in the newspapers are
indicators. and I thinl you can well make a selective exception fromn
your rule in the case of building schools.

M[r. IMTARTINN. Well now, how nmany) exceptions do we make?
Senator O'MAHONEY. That would be up to you. You make some

exceptions, you have made six different clanges, the chairman tells
us.

Mr. -MARTrN. W1rell, those have been impersonal. They have not
been directed toward helping schools or houses or automobiles.

Senator OMiANTIONEY. I led off with the one which was specific,
and that was the Christmas trade. I asked you that question.

Mr. AMAlrTim. Well, we have a definite responsibility to supply the
seasonal needs of all business, not just the Christmas trade.

Senator O'MAI-IoNEY. Now you see why I have to jump fromn field
to field with you. [Laughter.] You cannot defer the need of edu-
cation or training.

Mr. _MARrIN. I would like to associate the Board a hundred percent.
with the desire for education -[laughter], and we are all united in our
belief that education is of paramount importance.

Senator O MAHION-E. Let me ask you to go one step furjther, and
announce that the Board is united in its determination to do what it.
can to help the school districts and States of the Uinited States to build
the schools they need.

Mr. MARTIN. -Without depreciating the American dlollr
[Laughlter.]

Senator O'MAHONEY. I-low are you going to deal with the social
demands of the country?

May I say this? And then I am going to close miy questioning.
Of course, M~r. Martin, this is a people's country, not in the sense
that the Soviet use that phrase. but in the sense that was stated, in
the preamble to the Constituti on of the United States. This Govern-
ment was founded to improve the general welfare.

All of the founders of our Government agreed upon that, and all
through our history we have had battles between the Congress and the
banks to prevent the banks from ruInning the Governmelt in a way that
would be injurious to the social progress of the people.

I do not mean to tell you the story of W1illiam Henry Harrison and
,Tolm Tyler. Tyler was a Democrat. He was nominated for Vice
President on the Whig ticket because the Whigs thought they. could
win that way, and onlv in that way; and one of the purposes of the
Whig Party was to reestablish the United States Bank which -Jackson
had destroyed because he felt that it was taking too much control over
the trend of Government.

Tyler tried his best to agree on a charter for the new bank, and made
:3 or 4 changes. He vetoed the bill. -

Then it was changed, and he couldn't take it. He Vetoed-it agaijn.
So his inherent support of the right of the people to have these social

improvements through the Governiment overcame his desire to-. cooper-
ate with the ultraconservative -Whigs, who thought that money was
more important than people. :

That is the same issue that we have now , but it is niade much more
acute bv reason of the facts which we lhave developed this morning.

The conservative and customary methods of fiscal policy which
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could be justified Nvhien the national debt of the United States in 1939
was less than $50 billion carnot be justified nowv when the national
debt of the United States is $278 billion, and at a period when we must
remember that so much of that debt, practically all of it,is money that
was spent for destruction, not for productive enterprise at all.

There has been many a Nvise wvord said with respect to interest, that
it should be paid only on productive loans. That is to say, for projects
that create new wealth or earn a legitimate profit, as distinguished
from destructive loans or loans that were made to recover from dis-
aster or to wage wars or things of that kind.

'We cannot govern this interest problem by shutting off the desire
of people in some enterprises to expand and progress, while we grani.
to others the privilege to expand and progress.

Mr.. MARTIN. Well, Senator, I would just like to say that this money
power that you have been discussing has been with us as a problem, as
you state, from the early days of the Republic.

Senator OUMAIIONEY. Right.
Mr. MARTIN-. And we have evolved a means of handling it whereby

Congress placed a trusteeship over it and wvrote a trust indenture in
the Federal Reserve Act.

Senator O'MAHoNEY. 'Let me'sa y'that the Federal Reserve Board
is doing much better than was done before the Federal Reserve Board
was created, but you are working under very much more difficult
comiditions.

Mr. MARTIIN. Well, I want to reemphasize what I said this morning,
that we \'Welcome this inquiry.

'Senator )'M5AHONEY. Fine.
'Mir. MARTIN. 'We apprieciate'tie opportunity to review this prob-

lWini. Oui responsibility is an impersonal one with respect to the al-
location of resources. N\ow, it is up to us to present, uhder the:
Fe'deral' Reserve' ct, tbo ou-what the price is if you are going to
cieate'money in excess of-the' requirements at a given time, which. will
go into increases in prices.

Selfi..'tor-W)'' *Ea;. A1rhat I have been trying to find out. unfor-
tui'ately without'siuccess all'day long is: What is the yardstick by
vhich you measure the amount of money that ought to be created?
Mr. MARKi. WEell 'the ytirdstick-t here is no firm vardstick, but

%ve have looked on the normal growth of the country in terms of per-'
haps 2, 3, 4 percent. no fixed formbula, and we have added to the money
supply generally for that purpose. But wve have to gage things in
terms of the demand and supply of credit and business activity.

Now wve have increased' the money supply 1-1/. percent over this past
year, but the velocity of money has been considerably higher than that.
so that a 3- or 4-percent increase during the recession of 1953-54, in
terms of the actual use of money, probably contributed less than the
117/j 'percent that we have been adding today.

But, generally speaking, we have tried to make money available at
all times, and'although miany people say that it hasn't been available,
we question it. Wle have studie' it very caiefully. It has been avail-
able,'btf the 6ost of it has been rising because of the demand factors,
where the root of inflation comes; the demand factors, not the cost
fditors, have been the'o6nes that have overpowered the money supply

a way 'that interest rates rise; and the saver, under these cir-
dtuiiltances, 'should receive a higherireturn. And we think this bene-
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fits the little man, the pension holder, the smihl savings account, be-
cause let me point out that stable prices are ohe of the greatest bless-
ings, in my judgment, that the little-business man can have.

The big-business man can defend himself against increases in prices
of a jagged sort, but the little-business man is pretty helpless when it
comes to a price level that goes haywire.

Chairman PATMAN. What about the price level of interest?
Mr. MARTIN. We are trying to pull all these things together.
I am sorry, Mr. Patman.
Chairman PAT-IAN. I say, you talk about how injurious a price

level is, an erratic price level, on the little man. What about the price
level on interest; isn't that destructive to the little man where it goes
up

Mr. MARTIN. Again, I say I would like to have, and you would, too,
as low interest rates as we can have.

Chairman PATMAN. Yes, sir.
Mr. MARTIN. But something has to give at given points, and I think

that using the credit mechanism as one of the governors on the flywheel
of the economy, as I frequently express it, is about the most satisfac-
tory way consonant with free institutions that we have so far devised
to handle this money problem, that is a very real one, which Senator
O'Mahoney so appropriately raises..

Chairman PATMAN. The way it looks like, the people that you are
-asking to give are the small-business people, the schools, the munici-
palities, the home builders and you state here that there is only so
much-in effect you say that-so much labor available and so much
of materials available, and if you make credit easier, it will not cause
any more housing; it will just take away from somebody who is now
getting it.

Now, this morning you said something about administered prices
and you did not conclude. I wonder if you would mind finishingp
your statement on that.

Mr. MARTIN. I do not really recall what I said this morning.
Chairman PATMIAN. All right, let me ask you anew: Do you recog-

nize administered prices?
Mr. MARTIN. Well, I recognize the fact that in certain indii-

tries-
Chairman PATMAN. Prices are fixed?
Mr. MARTIN. (continuing). Prices are. fixed.
Chairman PAT-MAN. Administered?
Mr. MARTIN. You have to determine prices.
Chairman PATMAN. All right.-
Now, what percent of the prices are administered prices?
Mr. MARTIN. That I don't know.
Chairman PAT-MAN. Well, they are in the big industries, are they

not?
Mr. MARTIN. Well, they tend to be there, because the demand and

supply factors can be gaged a little bit better there.
Chairman PATMAN. Well, they are, as a matter of fact, they are in

the big industries.
All right. Now, the big people are getting these loans, so the same

people who are benefited under the high interest rate, because they
can get loans and other people cannot, they already have charge of the
pricing, the administered prices.
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Mr. MARTIN. Let me make
Chairman PATMAN. *What evidence have you-you state that if you.

made it possible for all the little people to scramble- for it, it would
just mean that they would have to pay more to build a schoolhouse
and more to build houses, and you wouldn't get any more. done, but
what proof do you have that they are not going to raise these ad-
ministered prices anyway? They have a right to do that anyway,
I mean they have that power. :

Mr. MARTIN. Let me make a comment about this little man that is
being denied the credit. I don't 'kow whether he is being discrimi-
nated against. I don't honestly know. There may be some of it be-
cause this is a free society, and some people tend to take the easier
course.

But we have tried in our administration of credit-we don't control-
the free enterprise system, but we have tried to point out that we want
credits judged on as sound a basis as possible, and there are many'
banks that tell us they actually favor thie little main as distinct from
the big man.

But one of the important things about a big man is financial,.one
of the reasons you trry to get bigger is that you have financial status
that the little man doesn't have.

I frequently pointed out that between two prize fighters, a good
big man will usually beat a good little man, because that is just muscle,'
and most little men are trying to get bigger. . .

Chairman PATMAN. How do you compare that with the big fellows:.
getting the money?

Mr. MARTN. I don't know whether the big fellows do and the little
fellows don't.

The point I am making is, we are trying to gather data on that, but
right now the assumption is made that.I am not absolutely :sure is--
correct, that all the big men are getting the money.

Now, this is borrowed money, mind you.
(Chairman. PATMAN. I know, but they are on the:board of directors.
Mr. MARTIN. It doesn't help:a man to borrow money and get into

trouble.
Chairman PATHAN. They can lend it to themselves, in effect.
Chairman PATMAN. I want to ask you' a few questions. I hope it

will not take too much time.
You mentioned about the wholesale prices there a while ago.- I

wish you would get that chart again.
It has been my argument, Mr. Martini that the darkest day for

the farmers in the history of this Nation was March 4, 1951, when
the Federal Reserve Board seceded from the executive, declared their
independence, and said they were going to go, ,,their own way and let
interest rates go up.

That is, in effect, what was said. And from that day on, interest
rates commenced going up. Look at that chart, and I will venture
to say on farm prices that you will find from March 4, 1951, every
year since that time the line is consistently downward. Is that not
right? From March 4, 1951-I know it is right, because I-have seen
many of your charts...

You 'see, the farmer pays both ways. You know, there are people
who can protect themselves on interest rates as it goes up-say there
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are 10 middlemen between the farmer and consumer, each one of these
middlemen will take into account increased interest, and they will take
it out of the price of the farmer's product. This accounts in part
for the fall in the farmer's share of the consumer's dollar spent on
farm products.

Moreover, higher interest rates are reflected in the price of farm
machinery, from the cost of the ore, the barges on the Great Lakes,
and in the steel mills and fabricating plants, in transportation.' It
all comes right down to the farmer, every one of them have added the
higher cost of interest on every transaction.

Therefore, the farnmer has paid it both ways, because he is the only
nlprotected person.

MIr. MIARTX. Let me just introduce into the record here that in the
last year, farm prices have gone up 4 percent. During this period; the
demand for money has exceeded the supply, and interest rates have
been rising.

Now, the farm problem is not one that I am an expert on, biut it is
essentially a matter of supply and demand.

I might ask. if you would permit it, to have Governor Shepardson,
who has had experience in farming, to make some comments on the
farm problem.

Chairman PATMAN. I don't want to get it off on that angle right now
[laughter] not that I woulddn't be interested, but I know what your
storyd is. W~e have some good fox doffs down South, aind when We
have a good fox dogr and wve are on a. trail and that fox dog takes obt
after a cottontail rabbit, wh, vwe don't consider him a good fox do&
any more. 1-e is a cottontail rabbit dog. So 'I do not want to ,,o-ff
at an angle, andl the main thing is about high interest rates, anldIlclo
not, want to rat off on the farm program, not that I am not ifiterested
in it, but because it does not dovetail in with what .we are doing here
now, and we have a lot of things to cover.

If we have time, I will be very glad to do it. If he: Wants to file a
statement, we will be delighted to have it in the record, Mr.: Martin.

I want to get back to Mr. Rouse over here, the mahager'of -th'at
greatest account on earth.

*What is normally the aggregate of business done by your offiee in the
course of a month, Mr. Rouse?

Mir. ROUSE. I haven't those figures in mind, .Mr. Pattman, I am sorry.
Chairman PATMAN. Well, would you say a hundred million dollars?
M1r. ROvSE. Probably in excess of that. -
Chairman PATMAN. Two billion dollars?
Mr. RoUtrss. I wouldn't know.
Chairman PATIrAN. In the course of a year, what would it run?
Mr. RotisE. I can't give you a figure, I am sorry.
Chairmlran PATMAN. You couldn't even estimate?
Mr. RoUsE. It is a large figure.
Chail1rman PATMAN. You couldn't even estimate ?
Mr. ROUSE. No; I would rather not, because in some years.it has

been very little, and some years it has been a lot.
Chairman PATMAN. Well, last year, for instancee?
Mr. ROUSE. You have this matter of purchases and sales; in some

cases the purchases might run 2 to 1 to sales because of redemptibns'qf
securities at maturity. .
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Chairman PATMAN. I know, Mr. Rouse. I did not expect any in-
volved answer on this. I did not think it demanded any. But you
ought to have an idea within $5 billion of how much business you did
last year.

M Mr. ROUSE. Perhaps-well, just say it was noticeably less than $a
billion.

Chairmami PATNrAN. Less than $5 billion.
How much was it this year?
*Mr. RousE. I haven't a figure in mind at all.
Chairman PATMAN. You do not know. But everything is done in

the open market; in other words
* Mr. ROUSE. I will say this: that between runoffs sales and pur-

chases, the amount of securities in the account now is almost the same
as it was the first of the year.

Chairman PATMAN. About the same as it was the first of the year.
All right.

Now then, in your selection, you were selected by the Federal Reserve
Bank of New York, as you stated.

Noni', these directors that run the Federal Reserve bank in New York
are just like all of the other 11 banks, are exactly alike for the Nell
York bank, except the New York bank has the account, the open
market account, and you run it for that bank.

All right. These 9 directors who have charge of that bank, they
are selected, are they not, 3 class A, they are selected by the big banks,
1 of them; 1 of them by the medium-sized bank: 1 of them by the smin II
bank, is that right?

Mr. ROUSE; Three bankers, that is correct.
Chairman PATMAN. Three banks. That is, three of them, that is

class A.
Class B, they are, of course, bankers ?
Mr. ROUS}. No. . Class A are bankers. Class B are
Chairma n PATMA N. They are bankers.
Mr. ROUSE. Class B are not bankers.
Chairman PATIrAN. WVhat is that?
Mr. ROUSE. Class B are not bankers.
Chairman PATDIAN. Not bankers?
Mr. ROUSE. No.
Chanlirman PATAEANU They hold an interest in banks. You mean

to'say they cannot own an interest in banks?
.- r. ROUSE.. They may.

. Chalrihan PATMIAN. .Why, of course they can.
*Mlr. HAiEs. May I inject'a word?
Chairman PATMAN. And the majority of them do have an interest

in banks.
Mr. HAYES. I would like to answer, in the New York bank it just

happens' that no one of our B directors owns any bank stock.
Chairman PATHAN. The banks selected them, did they not?
-Mr. HAYES. The banks selected them.
Chairman PATMAN-X.. The banks selected every one of the class B's,

that is, three of them. -All right.
And the bankers evidently thought they were sympathetic, or they

would not have selected them.
Now then, the class C, that is the Chairman of the Board, used

to be-and I guess he is-a Federal Reserve agent, and two more,
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Do you ever bring them in to your conferences here in Washington,
Air. Martin?.

Mr. MARTIN. Yes; we just finished a conference.
Chairman PATMAN. About the class C directors.
Mr. MARTIN. With the Chairman and Deputy Chairman, two of

the class C directors. We did not have all three of the class C.
Chairman PATMrAN. But you recognize the class C directors?
Mir. MARTIN. Yes; we do. 'We do; indeed, we had a very-
Chairman PATMAN. And this bank is set up just like the other

banks. The six selected-by the banks have two-thirds of the directors
who run that bank, don't they, Mir. Rouse?

Mr: RorisE. Yes, sir; two-thirds of the directors are.elected by the
banks:

Chairman PATMAN. They select them?
Mr. ROUSE. Selected by the banks.
Chairman PATAIAN. Therefore, the private bankers select the offi-

cers and agents of the bank, including yourself who run this biggest
business, on earth, using the Goveriimefit's credit' from the Bureau
of Engraving and Printing, and trading it for United States Govern-
ment bonds.

Mr. Martin, don't you think that the Federal Reserve System should
be divorced-while you are talking about divorcing yourself from the
executive-don't you think you should divorce yourself from the
private banks?

Mr. MARTIN. 'Well, do you think that the Department of Agriculture
ought to be divorced from the farmers?

Chairman PATMAN.. ;WTell, that is not exactly.th& same question.
Mr. MARTIN. Well, I think-
Chairman PAT3IAN. You see, no
Mr. MARTIN. Same elements in it.
Chairman PAT3iAN. They don't use cotton and wheat 'as a medium

of exchange.
Mir. MARTIN. 'Well-
Chairman PATMAN. If they used the cotton and wheat and pork as

a medium of exchange, why your question would be a valid one.
But here we are talking about the creation, issuance, and distribution

of money, that affects everybody. It does not take a banker-
Mr. MIARTIN. 'We have special supervisory laws with respect to banks

that we do not have for a. busine'ss-all businesses. And I think they
should be carefully supervised, but to say that the bankers of the
United States control and dominate the System is not, in my judgment,
correct, but that we need the bankers of the United States who are
dealing every day in Money and credit-if we are going to deal in
money and credit at all, it seems to me obvious on the face of it.

Chairman PATMIAN. Well, it is all right to get their views and
suggestions and judgment, but it wvould'be just'as reasonable to me,
like 'Woodrow 'W.ilson said, to have the railroad owners run the Inter-
state Commerce Commission , and fix freight rates. as to let the bankers
be on these policymaking boards: and fix interest rates.

Novw, I do not impugn the motive of a single baiiker-not a. one-
they are good, patriotic American citizens. I do not have any griev-
ance against any of them. I do not distrust them. I do not question
their. honor or their integrity.

Buit I am talking about from a self-interest standpoint.
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Here is the Federal Reserve Board, composed of 7 members-you
are surrounded by 24 bankers to do your job. You have 12 on the
Ndvisory Committee, selected by the private bankers who have the
power of going in there and seeing what you are doing, ask you ques-
tions, and why you want to do it this way or that way, representing
the private bankers.

Then you have 12 presidents of Federal Reserve banks selected by
the banks.

So this Board of 7 is surrounded by 24 bankers, to do their job.
And I am just hoping in divorcing yourself from the Executive,

you would also make a recommendation to Congress about divorcing
yourself from the private banks.

Mr. HAYES. Could I make one observation?
Chairman PATMAN. Yes, Mr. Hayes.
Mr. HAYES. I would like to take exception to the statement that the

presidents are selected by the private bankers. You have traced this
chain of authority through the directors.

Chairman PATMAN. Wait just a minute. Maybe I made a mis-
statement. Selected by-representatives selected by the private
banks.

Mr. HAYES. I misunderstood you then.
Chairman PATMAN. That is the only statement I intended to make

and did make.
Mr. HAYES. I did want to point out, too, that the presidents, after

being initially selected by the 9 directors, who include 3 directors
chosen by the Board of Governors, must still be approved by the
Board of Governors; that is, the appointment both of the president
and of the first vice president cannot become effective until approval
by the Board of Governors.

Chairman PATMAN. That is right.
Well, of course, they would pick out somebody like yourself, a good

man, that they could not turn down. I am not questioning the motives
or impugning their motives, of anybody in connection with this.

Mr. Martin, interest rates have gone up; discount rates 200 percent
since 1947. Did you know that in discount rates

Mr. MARTIN. Well-
Chairman PATMAN. The private acceptance, 90 days, have gone

up 266.7 percent. The prime commercial paper for 6 months has gone
up 252.4 percent since 1947. And the 3 months' bills have gone up
434.3 percent.

The 9 to 12 months' bills have gone up 267 percent, in 3 to 5 years,
issued, I assume in notes, 172.7 percent.

I do not know of anything in the commercial or business world
that has gone up any more than that, do you?

Mr. MARTIN. Disposable personal income has also had a spectacular
rise.

Chairman PATMAN. Not that much.
Mr. MARTIN. These are comparative figures. But disposable per-

sonal income, as I pointed out in the statement this morning, is up,
I think, $21 billion over a year ago.

And tight money in- the sense we are talking about it today, in one
sense it is almost loose money because money has been flowing so free-
ly, in so many directions, it has not seemed to have had any retarding
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effect on disposable personal income and we have had a relatively
stable price level.

I have been sorry that it has gotten out of hand recently.
Chairman PATMAN. Relative, but how, Mr. Martin, did you get

that price level? How did you get it? Industrial prices, as you
know, have gone up. They have consistently gone up.

Now then, that price level has gone up. If the farm prices had
gone up, too-but farm prices were depressed, just enough to make
the average an even price level-if it had not been taken out of the
hide of the farmer, this price level would have gone way up.

You will have to admit that if farm prices had not gone down as
much as they have, this price level would not have remained stable,
would it?

Mr. MARTIN. That is true. Mr. Patman, from about the middle
of 1955, up to that time, we had overall reasonably stable prices.

Now, I have regretted-and that is one of the reasons we have
been so alarmed about the current trend and have wanted to do what
little we can through money and credit policy to alert the country
to the danger of price increases which have been showing a persistent
tendency to move upwards over the last 6 or 7 months.

Chairman PATMAN. How about the increase in interest rates? In-
terest is part of the cost of doing business. It is a price increase.

Mr. MARTIN. The role of interest in the economy is that it is one
of the prices, but, as I have pointed out, to satisfy all of the demands
for money, at a time of intensive utilization of resources, can do noth-
ing but add to the price of money.

And one of the restraining influences of interest rates is that in-
terest rates tend to reduce spending and to give an incentive to sav-
ings.

That has been one of the few equilibrating forces that we have ever
developed on a strictly impersonal basis in the economy.

Chairman PATMAN. All right. Now then, you have known Pro-
fessor Bogan, don't you, you know of him?

Mr. MARTIN. I have high regard for Professor Bogan.
Chairman PATMAN. I have before me a statement he made about

the financial situation, about the savings lag, in the face of high
interest rates, in which he says, right on that point-I am quoting:

As has often been the case, the volume of personal savings is not proving
responsive to higher interest rates. The volume of savings, of individual sav-
ings, is determined in the main by established habit patterns, rather than the
rate of return.

In other words, savers do not act quickly that way. It is some
sort of a pattern. And I do not see how anybody can safely contract
or provide for the future at all when they do not know how low these
bonds are going to get. They do not know, but what they are going
as low as the British bonds that are now below 60-31/2 percent bonds.
They do not know how high this interest rate is going.

Is there any limit beyond which you will not permit these bonds
to sink, Mr. Martin?

As a representative of the Open Market Committee, charged by
Congress-and I am glad you brought that up-every statement you
issued could properly be worded, "The Federal Reserve Board has
taken the following action for Congress," because every action you
take you take it for Congress, don't you?
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Mr. MARTIN. We are the agent of the Congress.
Chairman PATMAN. That is right. You are the agent of the Con-

gress. And every action you take, you take it for Congress. And
whether Members of Congress recognize it or not, each and every one
is responsible for your action. Each and every one of them.

Mr. MARTIN. Exactly, and on this matter of contract there is noth-
ing more destructive of contractual relationships than a dollar that
people do not have confidence in.

Chairman PATMAN. How can they have confidence in the bonds
and the interest rate like it is-how low will you let these bonds go?

In other words, is there a limit beyond which you will not permit
these bonds to descend?

Mr. MARTIN. I have not place, no limits of any sort on this matter.
But I think we have to recognize that there is an equilibrating force
at work.

I have here a table which shows that net personal saving is tending
to increase, and when the gap between savings and investment is grad-
ually filled, as it will be in due course, this equilibrating force will
come into play again. And the business process as we have known
it, has made it possible for us on a general basis to attain a definitely
higher standard of living.

Now, the future of this country is unlimited. Our greatest economic
problem is this: if we travel too fast we are going to get into a lot of
trouble.

* Chairman PATMAN. You do not depend on savings entirely, do you,
Mr. Martin-don't you depend on created money?

Mr. MARTIN. If we create money-when the demand for money-
when people are trying not only to spend more money than they have,
but to buy more goods in the aggregate than there are-if we create
money at that juncture in the economy, then all we do is add upward
pressures on prices.

Chairman PATMAN. Now, about helping savers, all of which I am
for-I want to help the savers-but do you believe that it is in the
interest of the country to have an interest rate so high for savers
that they will be satisfied with the return they get in the form of inter-
est from their savings or is it in the interest of the country to have the
interest rate low so that they will be looking around, let their minds
be feeding around and finding opportunities to invest money and go
into private enterprise, and let it become a part of venture capital and
make more money.

Which is better for the people, to have an interest rate that will
induce people just to be complacent and say, "I am satisfied"

Mr. MARTIN. I want to restate-
Chairman PATMAN. Or is it best to have a rate that they will want

to improve on by investment into the private enterprise system.
Mr. MARTIN. I want to restate my position on interest rates. I do

not favor high interest rates. I want interest rates as low as we can
have them without producing inflationary consequences because I
believe you will have a greater formation of capital that way.

But if the alternative is to have inflationary pressures, I believe you
do a great deal more damage to this little man that we are talking about
than by any other single thing in the society.

Chairman PATMAN. You still are fighting inflation, but you cannot
tell us where it is.
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Mr. MARTIN. I always do everything within my power to resist
inflation.

Chairman PATMAN. I don't blame you at all. But remember this,
that you have plenty of ways to resist inflation, but you have not one
way to resist deflation.

Mr. MARTIN. Let me just make
Chairman PATMAN. That is a correct statement, isn't it?
Mr. MARTIN. A statement that I made this morning. I do not

believe that a money and credit policy can make business,bin itself. It
produces a climate in which business can perhaps thrive and flourish.

But when we talk about this business of inducing or producing a
depression or a recession, when money is available, I say that those
people have more faith in the power of money policy than I have, and
less faith in the strength and vitality of the economy than I have.

I have complete confidence that over a long period of time the
American economy is strong enough to survive even a few mistakes
of the money powers, because it is the ingenuity and the workman-
ship and the skill and the resources and the vitality of America that
we are discussing now that cannot be destroyed by modest adjustments
from time to time.

Mr. PATMAN. Mr. Martin, talking about this school situation, and
the housing situation, I want to ask you about two things. Under
the law the Federal Reserve Open Market Committee can buy Govern-
ment bonds. And the Federal Reserve Open Market Committee can
buy any bonds that are guaranteed by the United States Government,
whether housing bonds, school bonds, or anything else; can't they?

Mr. MARTIN. Well, we can. We haven't as a rule.
Chairman PATMAN. You have the power, but you have not done it;

have you?
Mr. MARTIN. We have not done it; that is right.
Chairman PATMAN. Why don't you arrange to do it? Now these

schools are suffering. Mr. Levitt up here at New York gave an illus-
tration where one school district is paying an increased rate of interest
that amounts to as much money-the increase now-that would build
an additional schoolhouse that would house 900 students, just in 1
school district.

That is an awful penalty for those people to pay on these long-time
bonds that are tax exempt.

And you have the power to stabilize that market. If it takes a
congressional-act, you can get it, if you will ask for it.

The same way on housing. And a lot of these mortgages are
guaranteed. I don't know whether they come within the regulations,
exactly, or not, but if they do not, if you would ask for the power you
would get it from Congress.

You would not have the least trouble getting it and you could solve
both the housing problem and the school problem through the Federal
Reserve banks.

So I suggest to you, you start working on that, Mr. Martin, and
give a little consideration to it. Will you do that?

Mr. MARTIN. Well, I want to associate the entire Board again with
an interest in education and

Chairman PATMAN. All right, act.
Mr. MARTIN. The welfare of the country.
Chairman PATMAN. And the school system in particular.
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Mr. MARTIN. And the school system in particular.
Chairman PATMIAN. Actions speak louder than words. And I have

shown you how to do it.
Mr. MARTIN. Let me also say as to the people that are educated in

those schools, the boys and girls of tomorrow-that if the savings,
the saving and investment fabric which has made this country strong,
are destroyed by the process of building school buildings for them at
rates that have been forced upon an unwilling market by an unending
stream of fiat-created money-that they will be very sorry that some-
thing has gone out of American life.

Chairman PATMAN. You are in effect saying, Mr. Martin, whether
you intend to or not-and again I am not impugning your motives or
questioning your motives at all, but you are in effect saying that it is
better for the economy that this school district in New York State pay
a million and a half dollars more in interest than it would have had to
pay 2 years ago-it is better for them to do that-than to spend that
money to house, to have a place to educate 922 additional students.

And that thing can be multiplied by thousands of school districts
all over the land.

In other words, what you are doing is in opposition to our educa-
tional program, Mr. Martin. You are stiffling education in this
country.

Mr. MARTIN. Not in the slightest. You and I are in complete agree-
ment on our objectives. Ve differ on the methods we use to get there.

Chairman PATMAN. Now then, let us take industrial loans. You
have a right under the law to make small-business loans, don't you?

Mr. MARTIN. That is right, sir.
Chairman PATMAN. How many have you made the last year?
Mr. MARTIN. I defer to Mr. Erickson. I do not know that we have

made any.
Mr. ERICKSON. We have made some.
Chairman PATMAN. Ten million or one million?
Mr. ERICKSON. $300,000.
Chairman PATMAN. How much money do you have for that

purpose?
Mr. ERICKSON. There is no special amount.
Chairman PATMIAN. Isn't it $134 million?
Mr. MARTIN. About $134 million.
Chairman PATMAN. Why do you say there is no specified amount?
Mr. MARTIN. We have not allocated any specific amount.
Chairman PATMAN. You do not have to allocate it. It is there.
Mr. MARTIN. That is correct.
Chairman PATMIAN. Congress put it there, specified, earmarked it.
Mr. MARTIN. That is correct.
Chairman PATMAN. Isn't it a fact that you refused to use it, because

you said the RFC was making those loans, and the RFC could do
a better job? The RFC has terminated. There is no more RFC.
There is no satisfactory agency making Small Business Administra-
tion loans.

Why don't you get back in there and help these small-business peo-
ple? That $300,000 is just a drop in the bucket. It does not mean
anything, $300,000 a year. I know you are not bragging about it.

Mr. ERICKSON. That is the only request we have had.
Chairman PATMAN. It is?
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Mr. ERICKSON. Yes, sir; the only request.
Chairman PATMAN. Your Public Relations Department has not

been working.
Mr. ERICKSON. In answer to that we had floods in Connecticut and

Massachusetts, last year, and we sent around to all of the banks notice
of 13-B and did not get a single request.

Chairman PATMAN. That goes to the public relations ability of
the. people that you have. You have unlimited funds, because if you
need more money, take more greenbacks out of the Bureau of Engrav-
ing and Printing, buy more bonds and keep the interest and spend it
for that purpose. That is the way you can do it. That is the system.
All right.

So you can have plenty of public relations men to spread the word.
And I hope you get busy. If you need more money, I believe Con-
gress would give it to you out of your funds because you have plenty
of funds down there to be used for that purpose.

Senator O'MAHONEY. I want to call your attention, Mr. Martin, to
this. I know you are familiar with this publication, the Economic
Indicator.

On the first page there appears at the bottom of the page a table
or graph, indicating the variations in Government spending, Federal,
State, and local.

There is, also, a table showing business spending, and consumer
spending. This is all intended to show up the Nation's income, ex-
penditure and savings.

In this latter-in the table I first spoke of, at the bottom of the
page-it appears that Government spending in 1950 was slightly
below $50 billion. It increased to a peak of about, oh, maybe $60
billion, in 1951. It leveled off, though gradually increasing, until
in 1953 it would figure about $75 billion. And then it began to fall
off again, until 1955, when it rose above $75 billion, where it stayed
during 1956.

An d now with pronouncements that we are receiving because of
the increased burdens that the Government will have to face for
national defense, and for economic aid to foreign countries, the
lowest estimate of increased spending for the next budget year that
I have heard is about $3 billion.

There is very little possibility, apparently, of cutting down domestic
expenditures.

Don't you agree with me that this trefnendous amount of Govern-
ment spending makes an altogether new problem from that which
existed at the time the Federal Reserve Board was created?

Mr. MARTIN. I think in degrees it is different; yes, sir.
Senator O'MAHONEY. Well, isn't it actually utterly different in

substance as well as in degree? Government expenditures, so far as
defense is concerned, is something vastly greater than it ever was
before. Until we became involved in World War II, why, we didn't
know what the cost of defense would be.

I was chairman of the Defense Subcommittee on Expenditures, and
I remember when the cost of an improved airplane, toward the end of
the war, would be about a million and a half dollars.

Now, these new jet airplanes that are being built for civilian traffic
cost about $8 million apiece.
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The expenditures that we have to make for the Army, for the Navy,
and for the Air Force, are incomparably greater than ever before
imagined and they are increasing steadily, particularly in the field
of guided missiles, and the supernuclear weapons.

This utterly changes our situation. Don't you agree?
Mr. MARTIN. Well, I don't think that it changes it in the sense of

the desirability of a stable dollar. I think that it certainly is a very
complex and difficult problem; but if you compare all of these rela-
tionships, the gross national product, the growth of the country, the
size of the debt, you still have

Senator O'MAHONEY. When Government expenditures increase, do
they not have a necessary effect upon the dollar?

Mr. MARTIN. Well, unless they are
Senator O'MAHONEY. You cannot avoid it, can you?
Mr. MARTIN. Unless they are properly financed. We have a financ-

ing problem and we also have a problem of
Senator O'MAIIoNEY. To me it seems like putting on a new tire,

when I was a boy. When you got it on the rim on one side it was
bulging out on the other, and it was a day's job sometimes to get that
tire on.

You gentlemen are old enough to have experienced that, are you
not ?

Mr. MARTIN. Yes.
Senator O'MAI-oNEY. That is what -we are dealing with now when

we are trying to fit this Government finance to the demands put upon
it, is it not?

Mr. MARTIN. We have a very difficult problem that-
Senator O'MAHONEY. And when the national debt exceeds the dest

limit that Congress has placed upon it, does it not throw out of balance
completely the desire of Government leaders to talk about a balanced
budget? They have to change their course of action almost every 6
months and they have done it, have they not?

Mr. MARTIN. They have a very difficult problem, indeed, sir.
Senator O'MAHONEY. Well now, I will just say this to you: I believe

very definitely and fundamentally that if we are going to win the
cold war with Russia we had better concentrate all of your fiscal
policies to see that the social and human goals of the masses of the
people are protected from depression of any kind.

We would much rather go out of balance somewhere else than out
of balance in improving the standard of living and the culture of the
masses of the people who make up this Nation of ours. They are the
very foundation of it.

That is why I respectfully will urge upon the Federal Reserve
Board to forget the theories and the sound principles, even, which
may have been sound when we did not have this great international
problem, and place first of all in our consideration the maintenance
of a sound people rather than a sound dollar.

Mr. MARTIN. Let me say, Senator, that I agree with you completely.
And I frequently say the dollar should be our servant and not our
master.

Senator O'MAHONEY. Right.
Mr. MARTIN. But we should have-and we will have this strength

to stand up in the free world only as we are strong industrially and
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economically, and as our standard of living is growing on a sound
basis, and we have sustainable jobs, which is our problem today.

The actions which the Federal Reserve Board have been taking in
accord with the forces in the money market have been designed to
prevent deflation, with the understanding that preceding inflation will
lead to a more drastic deflation than perhaps we could afford to have.

And therefore, an ounce of prevention is worth a pound of cure.
There are many, many facets to that, and it is a very complex prob-

lem. And no one on this Board thinks that we have all of the answers.
Senator O'MAHONEY. Mr. Chairman, I want to say, because I must

go, that I feel that the Federal Reserve Board should be compli-
mented for the frankness it has employed in answering the questions
which we have propounded to its members here.

I feel that they have come here with a completely sincere desire to
reveal all of the factors that can be revealed, and by that I mean can
be revealed only because of the complexity in revealing these things.

You are telling whatever we want to know. And if we were
smarter men maybe we could ask smarter questions. But I think
maybe you would have some smarter answers, too. I feel that you
are doing the best you can. And I thank you for what you have pre-
sented here today so far as I am concerned.

I still feel, however, that the problem is not settled, and that mem-
bers of the Board must keep an open ear to all factors of the economy,
before they reach a sound solution in the next Congress, which I
hop ewe shall, as to what shall be done.

Of course, I thank the chairman for the magnificent way in which
he has been handling this matter.

I beg to be excused now. I have some constituents here.
Chairman PATMAN. Thank you, sir. You have made a great con-

tribution to our hearing.
Senator O'MAHONEY. I have some of my constituents here-young

students-to see the Federal Reserve Board.
Chairman PATMAN. The Open Market Committee.
Senator OWMAIONEY. Thank you very much.
Chairman PATMAN. Mr. Shepardson,- I feel like I ought to ask if

you want to reply to what was said here about the farm situation in
view of Chairman Martin's statement. If you would like to comment
on anything that has been said, you have the opportunity now to do so.

Mr. SiEPARDSON. I might say this just briefly.
It is true that the farm prices declined from 1951, until the recent

upturn this year. And that all too slight, I admit.
But that was not a result of availability of money or cost of money.

The farmers of this country expanded facilities tremendously to meet
the war and postwar demands when other countries were out of
production.

Chairman PATMAN. Mr. Shepardson, would you take that chart
there and look at it, and answer this question: if it is a fact that what
the farmers received was going up, until March 4, 1951, and every
year since that time it has gone down.

Mr. SHEPARDSON. I think it hit a peak in 1947, if I remember right;
then it dropped.

Chairman PATMAN. I want to go to March 4,1951.
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Mr. SHEPARDSON. It dropped from 1947 to 1951, came back up in
1951 on account of Korea, not on account of money-on account of
another demand for food, and agricultural products.

And as that demand fell off, agriculture is suffering today primarily
from the burdens of surpluses that are hanging over the market.

The one thing that has been a partial offset, that has saved us from
the decline that we had back in the thirties, was the fact that the rest
of the economy has been moving at a high level.

There has been a high consumer purchasing power that has softened
what might have been a much worse drop in prices than there has been.

But the decline in farm prices is strictly a relationship of supply
against a declining demand-the war and the immediate postwar and
Korean demand that we had for farm commodities both here and
abroad.

Mr. PATMAN. Thank you very kindly, sir.
Now, Mr. Martin, in furtherance of that suggestion I made that the

Federal Reserve could support these bonds, may I suggest to you
that since the RFC has gone, and you have the authority, and if you
need anv more authority I am sure that Congress would grant it to
you-that the Federal Reserve banks could do what the RFC used
to do, buy up all of these school bonds and road bonds and city bonds,
and State bonds where they could not get a market for them, and where
they could not get a reasonable price.

The RFC made millions of dollars out of it, didn't lose a penny,
and sold them out to the market evenly and everybody profited by it.

Now, the gentlemen in these Reserve banks, they do not have too
much to do now since the central bank was organized.

You took most of their powers away from them. And you could
give them something to do on that, on these municipal bonds and school
bonds, in particular, and these small business loans, these industrial
loans.

And I can remind you, too, that the first investment that was made
as an open market transaction was the Federal Reserve Bank of New
York buying $5 million worth of securities from New York City. Do
you remember that?

Mr. ROUSE. No.
Chairman PATMAN. Or reading about it?
Mr. ROUSE. No.
Chairman PATMAN. You see, the bankers, they were almost having

running fits because they were going in the hole all of the time on the
Federal Reserve, and they could not get the money from the member
banks, and it looked like they were going to have to go to Congress and
ask for an appropriation.

The bankers are pretty smart fellows. They began to think about
it,"Now, what can we do?"

And some banker said, "Well now, we have the power to create
money. Let's create money and buy some bonds. And use the inter-
est on the bonds."

And that is exactly what they did on that first purchase of $5 mil-
lion of securities from the city of New York, not Government
securities.

And so I humbly suggest that to you, Mr. Martin.
And I join Senator O'Mahoney in thanking all of you members-

members of the Open Market Committee, which includes, of course,
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the Federal Reserve Board-for your frankness and for being so
forthright in answering all of the questions.

Mr. Martin always answered all of the questions, as all of the rest of
you always do the same thing. Every question that is asked you try
to give us an honest answer and we appreciate that.

I know it is nearly the time that some of you wanted to go. We do
not want to hold you too long.

But, Mr. Martin, if we submit to you any questions before we close
this record, I assume you would be willing to answer those questions
and let it appear in the record as part of the hearings.

Mr. MARTIN. Be very glad to.
Chairman PATMAN. And the other members would do the same

thing.
Mr. MARTIN. To the best of our ability.
Chairman PATMAN. Mr. Hayes, the hour is getting late; I wonder

if you could run rapidly through your statement. We expect to have
some more hearings, later. You know we have just scratched the sur-
face of this thing and can go into questioning at that time.

Mr. HAYES. I would like to direct my comments today principally
to the method of operation of the Federal Open Market Committee
and the role of the Federal Reserve Bank of New York in executing
the Committee's instructions. As a practicing central banker of less
than 5 months' standing, I certainly make no'claim to expertness in
these matters, but it occurs to me that your committee might like to
have the views of a newcomer like myself, taking my first look at the
way in which this very vital function of national monetary and credit
control is handled.

It goes without saying that the Federal Reserve Bank of New York,
of which I have the privilege of being the chief executive officer, under-
takes a great variety of important activities, most of which are related
in some degree to the operations of the Federal Open Market Com-
mittee. I am thinking of such things as handling the reserve and bor-
rowing accounts of the member banks, the provision of currency, the
processing and crediting of checks received for collection, the expedit-
ing of wire transfers of deposit balances among banks and of Govern-
ment securities among investors, the calling and disbursement of funds
for the United States Treasury, the handling of transactions for for-
eign central bank and government accounts representing settlement of
the United States balance of payments with other countries, and the
supervision of member banks. These activities, most of which we
undertake in common with the 11 other Federal Reserve Banks, have
a great deal to do with the System's major responsibility of contrib-
uting to an efficient and adequate money and credit mechanism for
the Nation. But they are sometimes referred to as "defensive" or
"passive" operations, in contrast with the three "dynamic" or "active"
instruments-reserve requirements, discount rates, and open market
operations-which are employed in our efforts to minimize both infla-
tion and deflation and to facilitate sturdy economic growth.

To discuss the Federal Open Market Committee's activities without
referring to all three of these instruments would be quite misleading.
For while it is true that the Board of Governors alone has the respon-
sibility for determining reserve requirements, and while discount rates
are established by the individual Reserve banks-subject to review
and determination by the Board of Governors-in practice the Fed-
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eral Open Market Committee has become the principal forum in which
these two instruments, as well as that of open market operations, are
discussed and weighed by representatives of the entire System in ar-
riving at a systemwide consensus as to what should be done at any

given time in the field of general credit control. The emergence of the
Federal Open Market Committee as the meeting place where repre-
sentatives of all parts of the System's complex structure can be brought
together, for joint discussion of interrelated responsibilities, is one
of the most interesting, and also probably one of the most constructive
developments in Federal Reserve history.

Meetings of the Federal Open Market Committee are generally
held every 2 or 3 weeks in Washington, so that I have been privileged
to attend some 6 or 7 times since I became associated with the New
York Reserve Bank. As you know, the Committee consists of 12
members, including the 7 members of the Board of Governors and 5
of the Reserve bank presidents. The president of the New York
Reserve Bank is continuously a member, while the other four presi-
dents are appointed in rotation. The 12 members of the Committee,
which was established by statute, sit and reach decisions as responsible
individuals, not as representatives of any constituency. Each must
find the answer, in the light of all the facts and his own conscience,
to the question: "What policy of credit control would be the best policy
under present conditions for the economy of the United States?"
Naturally each member brings to the Committee the full benefit of any
special information available to him, including-in the case of the
Reserve bank presidents-information concerning economic condi-
tions in the various districts and the views concerning them held by
businessmen and others; but each member also gives careful considera-
tion to nationwide conditions and makes his final judgment on that
basis.

The 7 presidents who are not, at the time, members of the Federal
Open Market Committee nevertheless attend these meetings regu-
larly by invitation and participate in the discussions on the same basis
as the 12 Committee members, with the sole exception that they have
no vote on matters requiring a vote. Thus the Committee obtains a
firsthand report on conditions in each of the 12 Federal Reserve dis-
tricts. During the periods between meetings, the 7 Governors and
the 12 Presidents are of course pursuing their various other duties,
but they are also preparing for the coming deliberations of the Federal
Open Market Committee by observing the results of policies estab-
lished at previous meetings, gathering new economic data, and con-
tinually reviewing their judgments of past decisions and current
events. In New York, for example, our senior officers gather at least
once each week to review important developments, and we have another
special meeting of officers a few days in advance of each Federal
Open Market Committee meeting for the special purpose of discuss-
ing the current state of business and credit conditions, Treasury
finance, and related matters, and what type of credit policy seems
best suited to this state of affairs.

At each Federal Open Market Cdmmittee meeting the procedure
is to have the Manager of the System Account, who is also vice presi-
dent in charge of the securities function at the New York Reserve
Bank, lead off with any observations he may wish to make on what
has actually happened in the Account and in financial markets in
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general since the last meeting. He will already have furnished each
member of the Board of Governors and each president with special
written reports that are complete through the close of business on
the preceding day. Thereafter two of the senior staff members of
the Board of Governors present a comprehensive and detailed sum-
mary of current business and credit conditions in the country as a
whole. After this the Chairman, following such introductory re-
marks as he considers appropriate on domestic or foreign develop-
ments, calls on each president and each governor, in turn, to give
his appraisal of the current situation and to state his views concern-
ing appropriate policy in the circumstances. Customarily the presi-
dent of the New York Reserve Bank is called on first, and, because
of the location of the bank in the country's money center, I usually
talk of business and credit developments and expectations in national
terms, and of the open market and other Federal Reserve policies I
would consider appropriate in the light of those developments. The
other presidents usually start off with comments on conditions in their
particular districts and they, too, give their views as to credit policy.
Likewise each member of the Board of Governors states his opinion
concerning the appropriate policy after discussing any particular de-
velopmeents in the country's economy which appear to him pertinent.
Generally the last man to comment is the Chairman of the Federal
Open Market Committee, who is of course also Chairman of the Board
of Governors. He summarizes his own appraisal of the situation
and then undertakes the difficult task of pulling together the threads
of all the preceding discussion and expressing the consensus of the
meeting in terms of, first, how the directive to the New York Reserve
Bank should be worded and, second, what specific actions are called
for in the way of open market purchases or sales or other credit con-
trol measures-perhaps mentioning, for example, the possibility that
consideration may be given to discount rate changes by the various
Reserve banks, or to changes in reserve requirements by the Board
of Governors. The Chairman then gives all present a chance to state
whether they agree with his understanding of the consensus. The
Manager of the System Account is asked whether the instructions
are sufficiently explicit to enable him to carry out the Committee's
wishes effectively, and at this point the Committee has an opportunity
to convey to the Manager any nuances of policy which they think
should be kept in mind.

I have been greatly impressed by the effectiveness of this whole
procedure in bringing together a variety of disinterested and objective
views on our country's economic conditions and problems, and then in
deriving from these a reasoned consensus as to monetary and credit
policy. Often the opinion of any one member is not yet crystallized
when he arrives at the meeting, and it may well be modified during the
meeting by this process of give-and-take. On the other hand, I think
it is pretty clear that with 19 well-informed people having a full
opportunity to present their views, on the basis of data assembled by
able staffs throughout the System, it would be quite impossible for
any one man holding an extreme position to dominate the Committee
and dictate the Committee's conclusions. Indeed, the thinking of any
one man may not be fully in accord with the consensus; the consensus is
acceptable because it is a fusing of all the views, and it provides a
workable basis for operations. Over time, such a consensus is bound to
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be far more reliable than the occasional flash of insight that a single
individual might produce.

I have been struck by the degree of harmony which has been achieved
in this whole procedure. It has almost always been possible, without
even the formality of a vote, to reach a consensus through the give-
and-take of reasoned discussions.

As I have already indicated, the general conclusions of the Com-
mittee as to credit policy are set forth in the directive issued to the
Federal Reserve Bank of New York. The directive is amplified by
the statement of the consensus and by the full discussion, all of which
are of course noted in the Committee's minutes. From this point on,
and until the next Federal Open Market Committee meeting, the pri-
mary responsibility for conducting open market operations is in the
hands of the Federal Reserve Bank of New York, acting in accordance
with the instructions of the Committee. With the country's money
market and securities markets centered in New York, most open mar-
ket operations must necessarily be executed there, but I would like to
stress that the New York bank is acting at all times for the System as a
whole on the instructions of the Committee and is at all times respon-
sive to the Committee's wishes. In my capacity as a member and
Vice Chairman of the Federal Open Market Committee, I am in a
position to help interpret the Committee's wishes to the Manager, and
he himself has of course been present at the last meeting when he was
specifically instructed on the varied detailed considerations which the
Committee wishes him to keep in mind. He knows, for example,
approximately what member bank reserve position the Committee
believes appropriate, or he may have been told to give only secondary
consideration to this factor and for a time to be guided primarily
by such factors as the tightness of the banking structure in the money
centers, the degree of market pressure suggested by United States
Treasury bill rates and other money market rates, the impact of a
large Treasury borrowing operation, and even more broadly by that
on-the-spot appraisal of current attitudes and actions which is de-
scribed as the "feel," of the market.

A comprehensive procedure has been worked out for keeping the
Board of Governors and the other members of the Federal Open
Market Committee promptly and fully informed on market conditions
and all actual transactions for the System account, as well as on con-
templated transactions. One of the most effective tools to this end is
the so-called daily conference call at 11 a. m., each business day, when
the manager of the account or his assistant talks by telephone with the
economic adviser and a senior economist of the Board of Governers.
The presidents of those Federal Reserve banks outside of New York
who are currently serving on the Committee also participate by long-
distance telephone in these discussions on a rotating basis, 1 President
sharing in the call for a period of 2 or 3 weeks. At the New York
Reserve Bank, the first vice president or I often "sit in" on the tele-
phone call and many times both of us are present. (The first vice
president is, in conformity with the statute, my alternate as a member
of the Federal Open Market Committee.) The manager of the ac-
count summarizes conditions in the money and capital markets, the
various reports or comments received from the dealers in United States
Government securities, the reserve position of the principal New York
banks, and the reserve position of the country's member banks as a
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whole-together with the New York Reserve Bank's expectations as
to changes in this national reserve position day by day for the next
few weeks. The manager then indicates whether these available data
and expected developments point to a need for open market opera-
tions in order to fulfill the Federal Open Market Committee's instruc-
tions, i. e., whether Treasury bills should be purchased or sold, whether
repurchase agreements should be made with dealers, whether holdings
of acceptances should be increased or run down, and in approximately
what amount any or all of these might be considered. Participation
in the call provides the economic adviser to the Board of Governors
and the other president who is taking part in the call, the opportunity
and responsibility of contributing their views as to existing conditions
and the proposed course of action, particularly as these relate to the
policy set at the most recent Federal Open Market Committee meeting.
Usually there is immediate agreement, but suggestions may be made
which result in some modification of the manager's program. Im-
mediately following this conversation, a full summary is prepared at
the Board and distributed to all of the Governors in Washington; the
same summary is sent by wire to the various Reserve bank presidents.

The staff of the Board of Governors is advised periodically during
the day by telephone on all details concerning actual operations and
market developments. In addition, a written report is submitted
daily to the Board of Governors by the New York Reserve Bank with
copies to the interested officers of the other Federal Reserve banks and
branches. At the end of each statement week a full written report is
submitted by the manager to the members of the Federal Open Market
Committee and to the other presidents. These reports not only pro-
vide a complete statement of all actions taken but they also give a full
running record of conditions in the money and capital markets, with
emphasis on interest rate changes and on the behavior of United States
Government and other security prices. Prior to each Federal Open
Market Committee meeting, as I have mentioned earlier, a detailed
recapitulation of all major market developments and all transactions
since the last previous meeting is prepared for submission to all Com-
mittee members and the other presidents.

Questions may occur to the account manager between Federal Open
Market Committee meetings, perhaps as a result of some unforeseen
development at home or abroad, which appear to call for an inter-
pretation of some policy decision reached at the last meeting. If it
is a minor matter, the question may be settled by discussion with the
president or first vice president of the New York bank, but if it in-
volves a major policy consideration, we may decide to consult by
telephone with the Chairman, or, in his absence, with the Vice Chair-
man of the Board of Governors or some other member of the Commit-
tee. Or the initiative may come from Washington; i. e., Chairman
Martin or Vice Chairman Balderston may telephone me and raise some
question or make some suggestion having to do with interpretation of
the current Federal Open Market Committee policy. If very urgent
questions arise, it is possible to arrange on short notice for a telephone
meeting of the Federal Open Market Committee to deal with whatever
emergency may exist.

We in the New York Reserve Bank encourage the governors and
the other Reserve bank presidents, as well as senior members of the
staffs of the Board of Governors and of the other Reserve banks, to
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spend as much time as they can spare visiting our trading desk,
observing the manager and his assistants carry out open-market opera-
tions, and familiarizing themselves with the actual market atmosphere
in which these operations are conducted. I am happy to say that we
have had fine visits of this kind recently from the chairman and
several of the governors and presidents.

The chief point which I would like to emphasize is the high degree
of close contact and close cooperation existing between the Federal
Open Market Committee as the originator of all open-market policy
and the Federal Reserve Bank of New York as the executor of this
policy. In my brief experience with the System I have felt that this
whole mechanism works very effectively in the public interest.

I have already touched upon the importance of the New York
money and capital markets, which is the basic reason for placing
the responsibility for execution of the Federal Open Market Com-
mittee's policies on the Federal Reserve Bank of New York. Perhaps
it would be useful at this point to explain briefly just what is meant by
the Nation's "money market" and how the New York Reserve Bank's
trading desk is organized to keep in intimate touch with that market.

The money market has been defined as the active market for money
and close money substitutes which financial institutions and others

rely upon to provide the liquidity needed in the usual course of their
operations. CSommercial banks, Government securities dealers, in-
vestment bankers, other financial institutions, nonfinancial corpora-
tions, State and municipal governments, and others turn to the money
market to adjust their cash positions-supplying funds when they hold
surplus cash, withdrawing or borrowing funds when they need cash.
The instruments employed (in addition to bank borrowing at the Fed-
eral Reserve banks) might be short-term Government securities, mar-
ketable private short-term paper, demand loans, or Federal funds-
money that is good at the Federal Reserve banks today, purchased with
money that will not be collected funds until tomorrow. The money
market through which all these day-to-day cash adjustments are made
is national in scope, but the residual. shortages or surpluses of funds
come to focus in New York at the large New York banks. The ex-
tensive correspondent and customer relationships of these banks, and
the purchase and sale of money market securities by the specialized
dealer firms located in New York, provide facilities upon which all
other regions depend to settle their shortages or use their excesses.

Bay providing a mechanism whereby interest earning investments
may be converted readily into cash, and short-term money needs can
be met through borrowing, the money market provides a degree of
liquidity to debt instruments and a degree of flexibility to investment
and borrowing practices that are essential to the functioning and the
growth of a highly developed industrial and financial system. The
participants in the money market are as varied as the economy itself.
Bu1isiness corporations are important and may come to the money mar-
ket with temporary cash accruals to invest in short-term Treasury
securities, bankers' acceptances, sales finance company paper, or other
instruments. The corporations have to be confident of a market for
their investments so that the latter can be liquidated readily when
these funds are needed to pay dividends or taxes, or for operating
purposes. Confidence in the liquidity of their investments has made
it possible for them to make money available to others seeking money
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rather than holding these funds in idle cash balances. State or local
government may have funds from tax collections or from the sale
of a bond issue that are not immediately needed and are temporarily
available for investment. Foreign central banks accrue dollar re-
serves that may be invested in Treasury bills or bankers' acceptances.
All of the financial intermediaries-life insurance companies, such
Government agencies as the Federal intermediate credit banks or the
Federal home loan banks, or any others-participate in the money
market at least some of the time, either as borrowers or lenders of
short-term funds.

Of course, the 14,000 commercial banks in the United States, or a
considerable number among them, are the principal participants in
the money market. The deposits held with them are check-book money
and may be withdrawn without notice. It is particularly important,
therefore, that commercial banks hold adequate secondary reserves in
the form of liquid short-term investments to provide a potential source
of cash to meet withdrawals. Moreover, commercial banks are required
by law to keep minimum cash reserves against deposits; in the case of
Federal Reserve member banks, these reserves must be kept with the
Reserve banks. Since cash reserves earn no return, it is in a bank's
interest to limit its cash reserves as nearly as possible to the amount
required by law. In doing so, however, constant recourse to the money
market is necessary, either to borrow money or to sell short-term in-
vestments when an excess of withdrawals over deposits pulls money
away or to lend or invest short-term funds if an excess of deposits
over withdrawals temporarily provides excess cash.

It is through the complex interrelations of this network of short-
term financial transactions that the money system is kept working
smoothly, from day to day, meeting the vast payments requirements
of a vigorous, growing economy. The great bulk of the enormous
movement of funds through the banking system each day works itself
out through an offsetting of funds available against funds required
on a local or regional basis, but a net residual of available funds or
need for funds remains. It is in absorbing or supplying these residual
funds that the central New York money market is of crucial impor-
tance. And it is here that the net dependence of the entire financial
structure upon the Federal Reserve is brought most clearly into focus.
That is why the operations of the arm of the System located in New
York necessarily fill a central role in exerting the marginal degree of
easing or restraining influence that is needed, if monetary policy is to
exert a determining marginal force upon the availability of money
and credit for the country as a whole.

These operations in New York include, of course, a host of varied
functions that are also being performed by the System's 35 other
arms-the 11 other Federal Reserve banks, and the 24 Federal Reserve
bank branches, located throughout the country. They include, no-
tably, the discount mechanism through which banks may borrow
directly to meet short-run adverse swings in their reserve positions.
That is a vast subject in itself. The only special significance of New
York in this zone of System activity is that so much of the borrowing
need that converges on the large New York City banks results from
the residual of pressures exerted on these banks by their correspondents
everywhere.
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What is more or less unique in New York is the location there of the
active center of the trading market in the United States Government
securities. Because all banks and others may turn to the purchase or
sale of Government securities, as the first line of defense for employing
or obtaining money market funds, that market becomes a major zone
for the exercise of System responsibility at its own initiative. By buy-
ing or selling short-term Government securities, or by advancing funds
at times to the dealers who are continuously making markets in these
securities for all classes of investors, the Federal Reserve can bring
about the general degree of tightness or ease that is most likely to
fulfill the broad dynamic aims of monetary and credit policy.

I will not try, here, to describe that market in any detail. What
I do want to attempt, very briefly, is to outline the procedures followed
by our own trading desk, in carrying through each day the instructions
of the Federal Open Market Committee. Perhaps I should note paren-
thetically that our use of the term "trading desk" does not imply that
we "trade" in the usual sense-with a view to making profits. Our
desk, is, in reality, a listening post and a "transactions desk" where
orders are executed.

This desk at the Federal Reserve Bank of New York has direct tele-
phone lines with the principal dealer firms and with the commercial
banks in New York and Chicago that have Government securities
dealer departments. A group of specialists on the desk are in constant
communication with these firms, which are in turn in touch with barks
and other investors all over the country, and the composite picture
that elolves hour by hour from these conversations and from direct
reports from the principal New York banks will show the balance
of forces that is taking shape in the money market. Price and yield
quotations from various dealers for all Government securities and
United States agency issues, the latest Federal funds rate, overall
changes in stock prices, and other information are chalked up on a
large quotation board to provide statistical background for the reports
and comments that are constantly pouring in. In a real sense, the
trading desk is the Federal Reserve System's listening post in the
money market as well as its operating arm.

Discussions at meetings of the Open Market Committee with respect
to its instructions to the Federal Reserve Bank of New York usually
include among other things reference to the degree of pressure case
or tightness-that the Committee wishes to maintain in the money
market in pursuit of its broad policy objectives. The discussion may
sometimes include mention of targets in terms of bank reserve positions
or short-term interest rates that would be generally appropriate to
the current phase of credit policy. But it is recognized that statistical
measures are not always satisfactory guides to the condition of money
and credit availability which the Committee wishes to maintain and
that the "feel" of the market, as interpreted by specialists, must be
the principal day-to-day guide-that is, the things that, close observa-
tion can reveal are invaluable aids from the standpoint of the timing
of operations.

However, I would not wish to leave the impression that the open
market operations for the Federal Reserve System are guided largely
by educated intuition. Back of the day-to-day decisions to buy or sell
Government securities or to enter into repurchase agreements with
dealers lies an intensive evaluation of the supply and distribution of
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bank reserves and of the forces that are likely to influence the money
market currently and in the near future. A group of money market
specialists works constantly at forecasting the additions to or with-
drawals of funds from the national money market which may be ex-
pected on the basis of patterns previously observed in changes occur-
ring during a week, month, season, or year. Estimates are made of the
daily flow of Treasury receipts and expenditures to determine if the
Treasury will be supplying or withdrawing funds from the market.
Other specialists keep records of scheduled security flotations by
corporations and Government bodies, including the Federal Govern-
ment, and the expected influence of these operations on interest rates
and market conditions is included in the total picture. Detailed data
are compiled on the positions of the New York banks, including their
borrowing from the Reserve bank and in the Federal funds market.
And many other statistics and reports-more than I could detail in
this statement-are poured into the hopper each day to form part of
the background against which operating decisions are made.

The piecing together and interpretation of the bits and pieces of
statistical data, market reports, developments in psychology and news
items that goes on constantly in the securities department of the Fed-
eral Reserve Bank of New York is directed toward a single purpose-
the execution of the policy instructions of the Federal Open Market
Committee. By 11 o'clock on most mornings enough of the overall
picture will have been assembled to give a reasonably clear idea of the
action, if any, that will be called for, and it is then that the conference
telephone call-to which I referred earlier-is made. From that point
on, subject to any questions that may come in from the members of
the Committee or their staffs, the job becomes the higlhly specialized
technical operation of choosing the right methods, and the righlt time,
to effect the marginal degree of influence upon the volume of bank re-
serves, and the state of the money market, that will best carry through
the general aims of System policy.

'Te have already had occasion this morning, particularly through
Chairman Martin's testimony here, to discuss what has been done
through recent weeks and months. If there are further questions,
either as to techniques or as to objectives, perhaps the best way to give
you the answers you require will be for me to attempt to respond
directly to those questions.

Chairman PAT3MAN. You gentlemen are, I guess, the most important
people in the United States now in our economy. You have more
power than the Congress. You have more power than the Congress
of the United States.

Mr. ROUSE. I have a complementary statement that I would like
to put in the record, too. I covered part of it in response to your
questions but the rest is my role.

Chairman PTATAN. Certainly, you may do so.
Mr. RousE. Thank you.
(The prepared paper by Mir. Rouse is as follows:)

STATEMENT OF MR. ROIBERT G. RoUSE

This brief statement is intended to give your committee a thumbnail descrip-
tion of my role as manager of the Federal Reserve System's open market account.
I was appointed System account manager in November 1939, succeeding Mr.
Allan Sproul; Mr. Sproul, in turn, had succeeded Mr. W. Randolph Burgess.
I was selected for the position by the board of directors of the Federal Reserve
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Bank of New York, on the recommendation of President Harrison and Mr.

Sproul, and my selection was approved by the Federal Open Market Committee.

My official title at the Federal Reserve Bank of New York is vice president.

Under the operating procedures of the Federal Open Market Committee, the

Federal Reserve Bank of New York has been chosen by the Committee to carry

out all purchases and sale transactions in Government securities for the account

of all 12 Federal Reserve banks. I have the responsibility of supervising the

execution of those transactions in accordance with instructions of the Committee.

The selection of the Federal Reserve Bank of New York is the logical consequence

of the fact that it is physically located in the Nation's money market center,

where the great bulk of all transactions in United States Government securities,

and in other money market instruments, actually takes place.

Mr. Hayes has described the manner in which meetings of the Federal Open

Market Committee are conducted and my participation in those meetings as

manager of the System open market account. There are two reasons for my

being in attendance at the meetings. First, it is my responsibility to report upon

the manner in which instructions adopted at the last meeting have been executed

in the market, and to answer any questions on the conduct of these operations

that any member of the Committee might raise. After my report, the first order

of Committee business is to approve the operations for the System account during

the period since the last meeting. My second reason for attending the meetings

is to learn firsthand the Committee's intentions as they are developed in the dis-

cussion of policy during the meeting. It is never possible to get into a written

directive or into the minutes of the meeting the shadings and nuances that may

be contained in the policy objectives the Committee establishes.

The instructions given to me by the Committee are of two kinds: First, the

instructions on monetary and credit objectives that are to be achieved through

operations during the period until the next meeting and, second, the continuing

instructions that establish certain rules of procedure that are to be followed

in the course of the System account's participation in the Government securi-

ties market.
The Committee discussions of immediate policy objectives at times include

guideposts which my associates and I must keep before us in making day-to-day

operating decisions. For example, the Committee sometimes establishes reserve

targets. During a "restrictive" phase of credit policy it might be the Commit-

tee's intention that member bank excess reserves at the Federal Reserve banks

should be prevented from rising above some particular range, or during a period

of "easy money" policy, the Committee might direct that open market operations

be conducted at least partly with a view to increasing excess reserves. At other

times the Committee might be particularly interested in the developments in the

capital markets and the direction and degree of change in interest rates. Reserve

measurements are not always satisfactory measures of the true availability

of credit and money, and movements of interest rates might give a better reflec-

tion of prevailing credit conditions. These guides might be among the 3 or

4 considered particularly important by the Committee at a given time. But

the Committee will not expect to be able to blueprint the course of market

developments, even for a. few days ahead, and therefore would not set rigid

targets for any of these guides, nor try to spell out in detail various alternative

sets of possible developments and targets. Enough is said to make clear to my

associates and me the degree of general pressure that the Comaittee wants

maintained, and the relative importance of various guides in the circumstances

then prevailing. Reliance must then be placed upon the judgment of the manager

and his associates to interpret the meaning and implications of the stream of

developments and of changing psychological attitudes occurring in the markets

from day to day to achieve the proper timing in carrying out the instructions

of the Committee.
Managing the System open market account to achieve the objectives established

by the Committee calls for the assistance of many specialists. For many of

these needs we call on the services of skilled technicians who also serve jointly

some of the other operating or service functions of the bank. For example, it is

necessary to have forecasts of changes in bank reserves that are likely to occur

as a result of a great variety of developments that are quite independent of open

market policy-our open market operations must take account of these influences.

Such forecasts are, in fact, prepared each morning for our use. Back of their

preparation lies a pyramid of statistical information and knowledge of past

performance that is used by our money market specialists in drawing up their

forecasts. Other specialists are constantly analyzing developments in all of the
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securities markets so as to provide the account management with the necessary
information required for interpretation of the hour-by-hour course of develop-
ments in these markets. Demands for bank credit are likewise important in
appraising the pressure of credit demands in the market-and for some kinds of
credit this is significant not just monthly, or weekly, but daily and even hourly.
The economists at the bank help materially in keeping us informed on criticalaspects of these developments.

All of us engaged in open market operations are thus constantly in touch with
the money market and the Government securities market so that each new
development, as it exerts its influence on credit conditions, can be included in
the overall view of market conditions that we form from day to day. The most
important part of my role as manager of the System open market account in
carrying out the Committee's instructions is this never-ending appraisal of market
influences. A decision to buy or sell Government securities results from the
interpretation that my associates and I place upon the various conditions at
work in the market and upon our judgment as to what would be required against
this background to achieve the Committee's objectives. In passing, I might call
your attention to one point which my comments have probably already made clear;
managing the System open market account is not a one-man operation. While
responsibility for final decisions is mine, I rely heavily upon the competent staff
of market specialists, traders, statisticians, economists, and others at the Federal
Reserve Bank of New York to assist me. In addition, I am able to discuss day-
to-day problems of policy execution with the Vice Chairman of the Committee,
Mr. Alfred Hayes, or his alternate, Mr. William Treiber, at the New York Reserve
bank. And when more serious matters arise on which I wish guidance, I may
contact Chairman Martin or request a telephone conference with the -fullCommittee.

I mentioned earlier that the system account manager operates under two types
of instructions from the Federal Open Market Committee. The first are the in-
structions for the execution of current policy that I have just briefly described.
The second are more detailed operating instructions that establish certain pro-
cedures and methods of operation for the system account in the Government
securities market. Among these there is the instruction that the manager should
buy or sell at best prices in the execution of system account transactions. In
the actual conduct of a system operation, dealers are asked to offer us securities
if we are buying or, if we are selling, to bid for securities offered by the system
account. The dealers quoting the lowest prices when we are buying or the highest
prices when we are selling will get the system account business. Of course, the
decision as to the total amount to he bought or sold for the system account at
any time is made by the manager, within the framework of committee instruc-
tions and review. In this connection, the Open Market Committee establishes a
limit on total purchases or sales for the system account between meetings of the
committee. If market conditions appear to me to require that purchases or sales
in excess of this authorized amount should be made, I must refer back to the
committee for authorization to enter into these additional transactions.

It has always seemed clear to me that as manager of the system open market
account, operating under the Federal Open Market Committee, I am answerable
directly to the committee for the manner in which I discharge my responsibilities.
My function is that of a specialist designated to carry out day-to-day operations
under the direction of the policymaking Federal Open Market Committee. In
this capacity it is part of my responsibility to keep the members of the committee
fully informed on all operations for the account and the reasons which give rise
to each operation. Mr. Hayes has outlined the conference telephone calls and
the steady stream of reports originating in the securities department of the
Federal Reserve Bank of New York. These calls and reports are intended to be
as informative as it is possible to make them, and through the years we have
attempted to improve this flow of communications between the manager of theaccount and the Open Market Committee.

Chairman PATMAN. And any of you can add anything that you
think is material and germane, including you, Mr. Shepardson.

What is the status of the consumer study, Mr. Martin?
Mr. MARTIN. The consumer credit study will be completed and will

be published early next year.
Chairman PATMAN. Early next year?
Mr. MARTiN. I won't set a specific date on it.
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Chairman PATMAN. You had some staff papers on the 1953, 1954
recession. Have you finished those?

Mr. ENSLEY. If I may, Mr. Chairman, at the time of our hearings
2 years ago it was a little premature to make complete evaluation of
the monetary experience during the 1953-54 period. I believe you
indicated at that time that you had staff projects, looking into that
experience.

It is my understanding that since then, staff papers have been pre-
pared and circulated to academic and labor and business and banking
economists.

Would you comment on your plans for the ultimate disposition of
those papers.

Mr. MARTIN. Mr. Young informs me-Mr. Young, who is head of
our Department of Research and Statistics-that these were just work-
ing papers and that they would require quite a bit of work.

Mr. ENSLEY. I appreciate that.
Mr. MARTIN. We are working on them and reviewing them in the

light of these meetings we have been having with various groups that
have been giving us some ideas and comments on them.

Mr. ENSLEY. I have heard some very favorable comments about
them. And it seemed that their publication might have some merit.

Mr. MARTIN. It might be that the Board would take under consider-
ation publishing them after we have had a chance to edit them suitably
in the light of all of the comments we have received.

Chairman PATMAN. Just one other thing, Mr. Martin, about a
request for a Federal Reserve survey that I will make of you, if it is
reasonable.

There is a dispute about the effects of tight money on small business.
In the absence of authoritative reports there have been private surveys
which are contradictory.

For example, Standard Factors Corp. surveys show small business
getting less loans, the ABA survey and the Mellon Bank study of its
own lending, shows small business getting more.

I want to ask you, Mr. Martin, to make this survey.
A good way to do it would be to repeat a survey which the Board

made as of October 5, 1955. This shows the amount of loans out-
standing by size of borrowers, cross-classified by size of bank.

If the same survey were made as of October 5, 1956, we could by
comparing to the report as of a year ago, tell, (1), what the effects of
tight money have been on the small borrowers against big borrowers;
and (2) what the effect have been on the small banks against big
banks.

It previously covered business loans of all member banks, and ap-
peared in the Federal Reserve Bulletin for April 1956. The tabulation
shows 7 size classes of borrowers and 10 size classes of banks.

Would you have that survey conducted, Mr. Martin?
Mr. MARTIN. We will do our very best to get further data on this

subject, Mr. Patman. We are deeply interested in it, you know.
Chairman PATMAN. Yes. I know you are.
Mr. MARTIN. And want to do everything we can.
Chairman PATMAN. And that $134 million you have for small

industrial loans will last too long at the rate of $300,000 a year. We
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hope you will find some way to pep it up, the opportunity for these
little fellows to get these loans.

Mr. Frischknecht, do you have some questions?
Would you consider sending yours in like I am sending mine in?
Mr. FRISCHKNECHT. Mr. Martin, I am Dr. Frischknecht, legis-

lative assistant to Senator Watkins. He could not be with us today.
He is on his way back to Washington from Hawaii.

I just spoke with him by telephone from San Francisco. He asked
me if I would convey to you and the members of the Board his sincere
thanks for the good job which you have been doing the past 3 or 4
years.

I do have some questions I would have liked to have asked you. I
think they might have added a little perspective to the discussion that
has continued at quite great length here today, but I suspect, as the
chairman indicated, that we may have another opportunity before too
long to hear from you again.

And Senator Watkins will be here at that time. So with that little
explanation I will forego any examination.

Mr. MARTIN. We will await receipt of those questions, or if you
wish to submit them we will try to answer them now.

Chairman PAT-IAN. We can submit them in writing if it is all right.
Mr. MARTIN. That will be perfectly all right.
(Supplementary questions later submitted to Mr. Martin by letter

and his answers to them are covered in the following.)

ANSWERS TO REPRESENTATIVE PATAIAN'S QUESTIONS

1. Credit the lifeblood of our economy: An early economist to whom modern
economists are greatly indebted was a French surgeon, Francois Quesnay.
Quesnay's ideas about how the economy functioned were influenced by his knowl-
edge of the circulation of blood in the human organism. Following along Ques-
nay's line and viewing credit as the lifeblood of our present-day economy, these
questions occur to me. Our economy is a vital living organism. Will it be made
healthier by curtailing its flow of lifeblood? Do we heal disease by general
bleeding or do we treat specific infections?

Modern medicine puts great emphasis on the necessity of maintaining a gen-
eral environment propitious to health. While analogies are imperfect, we would
agree in general that credit may be likened to the lifeblood of our present-day
economy. However, pursuing your analogy, we would diagnose the credit situa-
tion today as one of high blood pressure for which the remedy is neither bleed-
ing nor pumping more blood into the system but a general therapy to alleviate
the high pressure affecting the entire economic body.

2. Thirty years of penicillin for a minor infection: When you or I get an
infection and come down-with a fever we first try to build up our production of
antibodies to bring that fever down. If the infection persists and the fever
mounts, our physician may administer and prescribe penicillin for a week or 10
days, enough to curb the infection and bring the fever back to normal. You
wouldn't think much of that doctor if he put you on penicillin for 30 years to
take care of a 10-day infection? Yet in many cases the high interest rate cure
for today's alleged inflation will have to be taken every day over the next 20 to
30 years.

Lower interest rates offer incentives for borrowers when resources are avail-
able and higher interest rates offer an incentive to defer borrowing when re-
sources are unavailable. It is true that the borrowing costs on a 30-year obliga-
tion incurred 2 years ago would be less than the borrowing costs a borrower
would incur in today's market. This illustrates the strong incentives interest
rates, particularly on long-term loans, exert toward sustaining high-level employ-
ment and maintaining the value of the dollar in the economy. If 30-year money
were available to borrowers at the same interest rate as 2 years ago, higher prices
for resources and output generally would more than offset the lower borrowing
costs.
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3. Why should United States support a plan that drives its bonds down and
makes it pay more? WVhat would you say of the businessman who used his
full power and influence to force down the market price of his company's obliga-
tions and gave enthusiastic support to a pllan whereby he would have to pay more
and more for the use of credit extended by lenders who had gotten it from him
originally at no cost to themselves? No doubt you would find it difficult to
find such a businessman-he either would be broke or in a mental hospital.
Can you. tell me why precisely the same pattern of conduct pursued by the
United States Government is considered perfectly proper and sound?

Successful businessmen usually evaluate specific costs in terms of the total
effects-on their operations. It would be the height of folly for the United
States to inflate the currency under the impression that this would lower the
cost of running the Government. Actually, the country would pay for this folly
many times over in the shape of higher prices for everything it buys.

4. Inflation and shortages: Inflation or sharply rising prices are usually asso-
ciated with physical shortages. Would you say that inflation is more likely
to be prolonged when employment, output, and incomes are rising and plant
capacity 4s being expanded, or when credit is tightened with the inevitable
rise in interest rates operating to restrict output, reduce the demand for workers
and lowering incomes? Assuming that people in the United States desire not
only to maintain past standards but to raise them, which policy would you say
is more likely to result in permanent inflationary pressure?

We would not agree with this statement of the problem. Inflation arises
when aggregate money demand is in excess of the capacity to make available
the goods (lemanded. Attempts to increase money demand still further under
conditions,of intensive use of resources induces a competitive scramble for the
available goods and thus increases prices. It should be noted that many indus-
tries are currently operating at capacity and the gross national product is the
highest on record and still rising.

5. Safety factor versus speculative returns on governments: Assuming you
want wide ownership of the Federal debt in the hands of permanent investors,
which would you say is more likely to help you achieve such an objective-a
policy that promotes confidence in the safety of the principal invested in a
Government obligation, or one that creates opportunities for speculative gains,
discounts and higher yields?

The record showvs that the continued erosion in the purchasing power of the
dollar that occurred prior to 1951, when United States Government prices were
pegged at par, had serious adverse effects on the efforts of the Treasury to
promote widespread ownership of savings bonds on the part of permanent
investors. A policy designed to protect the value or purchasing power of the
dollar is certainly most likely to encourage the "wide ownership of the Federal
debt in the hands of permanent investors."

6. Would you say that since the accord the role of power of banks and
investment houses in influencing the allocation of our resources have been con-
siderably increased? From the standpoint of democratic government would you
regard this as strengthening or weakening it?

The "role and power of the banks and investment houses in influencing the
allocation of our resources" has been changed radically since the accord in that
they are no longer shielded from fluctuations in interest rates and prices in
the market. This exposure of the financial community to the sanctions of the
market would seem to strengthen democratic processes. These institutions
affect allocation of resources through investing the savings that are placed
with them for administration. Total savings have been increased since the
accord, but there has been no particular trend in the proportions of the total
that have been invested or allocated through the medium of financial inter-
mediaries as a group, on the one hand, and through the process of direct invest-
ment by individuals, on the other. Stability in the purchasing power of the
dollar since the accord has increased the confidence of savers and the willing-
ness of people to save in dollar form. This has financed the great growth of our
productive capacity in recent years.

Do you think that the price of money allocates the supply of credit?
In our judgment, it helps. This influence is illustrated in the answer to

question 9.
8. Could you have limited the growth of credit to the same extent without

'raising interest rates? -
Interest rates rose in response to the basic supply-and-demand situation.

When resources are being fully utilized, growth of credit cannot be limited
without a rise in interest rates unless you have a credit-rationing system so
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all embracing as to be administratively impractical and inimicable to our
system of democratic government.

9. Do you think credit policy has effectively restrained the plant and equipment
boom? If so, how?

The rate of construction of plant and equipment has surged 25 percent
ahead of that of a year ago. This boom has accentuated the demand both for
construction labor and for the materials used by the construction industry.
As a result prices -have risen. However, credit policy and fiscal policy have
exerted a moderating influence. The recently released report of the McGraw-
Hill Publishing Co. concerning business plans for capital spending in 1957 and
1958 states: "Difficulties in construction and in delivery of equipment have
delayed some 1956 expenditures until 1957. And in some industries, a part
of 1957 spending is being rescheduled for 1958. Cash shortages-resulting
from lower profits and tight credit conditions-have been important in some
cases. However, the main effect has been to stretch out plans for expenditures.
Very few cancellations are reported." It may be noted that, "For 1957, business
now plans to increase spending 11 percent compared with an increase of 21
percent in 1956. A considerable portion of the increase represents spending that
was originally planned for 1956 and has been deferred until 1957."

At an earlier date we described for you the mechanism through which our
credit policy operates to restrict inflationary expenditures. In our answers
to the 1952 questionnaire submitted by the subcommittee of the Joint Economic
Committee on Monetary Policy and Management of the Public Debt, of which
you were chairman, we stated (question 31, pt. I, pp. 373-374):

"The sensitivity of borrowers to changes in the rate of interest varies widely.
In certain fields of long-term investment, such as housing and public utilities
(which are large and important fields), interest costs are particularly significant,
and a comparatively small increase in interest rates can have a substantial effect
in decreasing or postponing the demand for capital. Even in other fields where
the rate of interest plays a less important role in costs, fringe borrowers may
still be deterred from borrowing in case interest rates rise, while other borrowers
may decide to get along with a smaller investment in inventory or in plant and
equipment. The higher the long-term rate becomes, the more likely becomes the
expectation that this condition is temporary and the more likely will be the
tendency for long-term borrowers to postpone investment outlays in the
expectation of borrowing later at a considerable saving in interest cost.

"The effect upon the borrower of the rate of interest considered as a cost of
current investments, as described above, is far from being its only effect. An
increase in the rate of interest has a further influence, and an important one,
in that it reduces the money value of existing assets.3

"Income earning assets are valued by capitalizing the expected income at the
going rate of interest with due allowance for risk. When interest rates rise,
the market value of such assets tends to decline, unless actual or expected
earnings rise at the same time, since their earnings are capitalized at a higher
rate of interest. This results in a basic change in the relationship between
prices of existing assets and prices of new producible wealth which, together
with changes in expectations as to profits and risks due to the changed credit
and monetary situation, shifts the balance of entrepreneurial decisions toward
holding or buying old assets, and adapting old assets to new uses, rather than
buying new ones whose production would involve adding to the demand for
materials and labor. Values of fixed-interest-bearing securities also decline as
market interest rates rise, a development which reduces the liquidity positions
of their holders and tends to discourage spending, both with borrowed funds
and otherwise."

6 In a highly developed economy such as the United States. the volume of accumulated
capital assets is very great in relation to current income. Small percentage changes in
the value of such assets involve large dollar amounts. In a recent study by Raymond W.
Goldsmith, which is now in process of publication, It is estimated that for the 145-year
period 1805-1950 the average yearly rate of growth reproducible tangible wealth in the
United States was about 4% percent, or about 2 percent on a per capita basis. At the
end of 1948 reproducible tangible wealth owned by individuals, business, and farmers was
valued at approximately $600 billion. Although not all of this represents assets whose
value is directly affected by changes in interest rates, the figure serves to give some idea of
the magnitude of reproducible assets involved. In addition, values of income-producing
lands are affected, as are values of negotiable claims not represented by real assets. The
study is a part of a comprehensive inquiry into savings and investment in the American.
economy, financed by a grant of funds from the insurance companies investment research
committee, with the joint participation of the two associations of life-insurance companies.
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10. Do you agree with Secretary Humphrey that savers and investors need
to have even greater incentives in order to overcome this alleged shortage of
capital? Do you feel that higher interest rates are part of the generally greater
incentives they should be offered?

Yes, as long as savings are inadequate to meet investment demands. The
record of 1956 shows that higher interest rates have encouraged individuals
to increase their money savings.

11. Do you think that we face a capital shortage in the United States?
Please explain how low interest rates from 1932 to 1952 contributed to this
alleged capital shortage.

At present there are unsatisfied capital demands which cannot be met from
existing resources at present levels of savings. During the period 1932-40, low
interest rates offered an incentive for capital investment, but investment de-
mands were small relative to savings. During the period of wartime inflation,
savings were borrowed by the Government to help finance the war effort, and
such investment as occurred was concentrated in 'war-supporting activities.
Siince the war, real capital formation has been high, partly because of the carry-
over of accumulated backlogs and partly to provide for our current and
prospective high rates of growth. The low interest rates, maintained artificially
from 1946 to 1951, fed the inflation that took place in that period and seriously
eroded the purchasing power of the dollar.

12. If people are induced to save more, won't this mean they will spend less
on goods and services? If business is increasing its productive capacity and
consumers are to buy less, what will happen to the business operating rate?
How will this affect investment?

The problem of economic stabilization policies is to attain an appropriate
balance between consumption, saving, and investment.

13. Is there a danger that high interest rates may become a permanent habit
in the United States? Would this be a desirable development?

The level and structure of interest rates that prevails at any time must reflect
the relationship between current borrowing demands and the volume of saving.
Interest rates in this country today are not a hibit; the great danger is that
inflation may become a habit as it has become in several unhappy countries
abroad. In this connection it should be borne in mind that the cheap money
policies pursued in some countries have not brought about low interest rates.
The countries which have allowed their money supply to expand without restraint
generally have the highest rates of interest-and those which have exercised
restraint have the lowest rates. In Switzerland the yield on government bonds
is about 314 percent, a little below the level in the United States. In France it
is about 5Y2 percent, and in Mexico, Brazil, and Chile it is over 10 percent.

14. If you had no alternative to choose from except a policy that led to mild
inflation or one which led to outright deflation, which would you choose? Why?

Under our economic and political institutions, a mild inflation, deliberately
accepted as a policy, would be certain to set the stage for an unhealthy boom
and eventual collapse. A choice, therefore, is not open. The aim of monetary
policy is to contribute, so far as it can, to steady economic progress.

15. What policies or institutional setups should we have, if any, to insure that
certain social demands for schools, housing, highways, etc., do not get lost in the
scramble for the relatively scarce credit resources?

This question relates to broad governmental policies, which go beyond the
responsibilities of the Federal Reserve System for regulating overall monetary
and credit conditions with a view to orderly growth in the economy as a whole
and a stable value for the dollar. The worthwhile social demands referred to
have, properly, the power of Government behind them-the power to tax and
appropriate, the power to borrow, the power of eminent domain. The question
is not one of inadequate power-but how much of the resources of the country
should be preempted to these purposes at any point in time. Basically, public
facilities are financed out of revenues and to this extent are not affected by condi-
tions in the capital markets. When the decision is made to finance public facili-
ties by borrowing, the funds sought must be bid away from other borrowers.
There are various devices by which this money can be attracted for these special
purposes-subsidies, tax exemptions, direct loans, etc. None of these provides a
fundamental solution, however, to the problem of scarcity of physical resources.
So long as demands for goods and services outrun productive capacities, any
program to provide preferential treatment of one class of borrowers will add to
the cost of borrowing by other groups and add to the cost of basic materials for
all borrowers.
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Chairman PATMAN. I did not finish out the question that I intended
to finish a while ago about the statement that Mr. Roosa made in his
book.

You know there has been quite a bit of discussion in here as to who
is consulted when you are trying to arrive at just the exact rate that
should be used on a bond issue like the 31/4 percent, or the others, and
who is the go-between, between the Treasury and the Open Market
Committee, and the people who buy, the dealers.

And this statement in here indicates something I think that is of
interest. It says:
The senior managements which set the broad policy outlines for the various
Government dealer firms, bank and nonbank, do so on the basis of tested experi-
ence in the rough and tumble of the whole range of financial markets.
In other words, it is the senior managements which set the broad policy
outline for the various Government dealer firms, banks, and nonbanks.

They are the people that he says that you confer with in arriving at
the interest rate, but, of course, I guess you say that you confer with
a lot more people besides them.

Mr. MARTIN. Well, that is the Treasury's primary responsibility.
And we give the Treasury all of the assistance we can in coming to
a satisfactory decision. The number and the people that are conferred
with are entirely in the Treasury's hands.

Chairman PATMIAN. We want to leave this meeting on a good note.
Is there any one of you members that would like to say anything
before we. conclude the hearings today and, really, for this year,
because we will not have time to expand on it this year ?

Would you, Mir. Martin ?
MIr. MARTIN. No. I have probably talked too much, Mr. Patman.
Chairman PATMAN. We want to thank you very much for the forth-

righlt answers you have given. You are always giving us the informa-
tion" as you see it. And we appreciate all you gentlemen coming here.
Without objection, I will insert at the conclusion of the record a series
of tables containing data pertinent to today's discussions.

I said at the outset of these hearings that I did not anticipate
that we would have time to work out and prepare a formal subcom-
mittee report.

The course of the hearings has however raised a good many ques-
tions in my mind, and I should like to hold the record open long
enough to place in it a statement of my personal views upon the im-
plications of recent monetary and credit policies and practices.

Unless there is something else to come up, we will reserve the right
to submit those questions and we will stand adjourned subject to call
of the Chair.

(The statement just referred to, made available to the press on
December 17,1956, follows:)

HIGH INTEREST AND TIGHT MONEY POLICIES OF THE FEDERAL RESERVE SYSTEM

STATEMENT BY REPRESENTATIVE WRIGHT PATMAN (DEI.MOCRAT, TEXAS), CHAIRMAN OF
SUBCOMMITTEE ON ECONOMIC STABILIZATION, JOINT ECONOMIC COMMITTEE, ON
RECENT SUBCOMMITTEE HEARINGS ON MONETARY AND CREDIT PROBLEMS

The Subcommittee on Economic Stabilization has just concluded another of its
periodic reviews designed to check on the adequacy and effectiveness of an im-
portant stabilization instrument-general monetary and credit controls.

At the opening of these hearings I stated that they were in no way intended
to undermine or threaten the Federal Reserve System as it is presently consti-
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tuted. Our objective rather was to gather information as to recent and current
monetary and credit policy and its effects on various segments of our economy.

It was not originally intended to issue a report or recommendation after these
hearings but rather to study the record and to consider it in connection with the
annual report of the Joint Economic Committee due March 1.

However, in view of the unprecedented public interest that has been manifested
In the brief 2-day hearing and the concern of many groups about the problems
that were discussed before the subcommittee, I deem it appropriate to issue the
following statement which incorporates some preliminary impressions.

First, the 2 days of hearings served to make me feel even more strongly than
before that the time is past due for a thorough reexamination of our entire
monetary system and particularly a reevaluation of the role and goals of mone-
tary policy. Mr. Elliott Bell has made an important contribution by indicating
some of the specific areas that need study. Without detailing his suggestions
here I will say that I find myself in broad agreement with Mr. Bell as to the
areas that need study. As to the vehicle for that study I differ with Mr. Bell.
Suffice it to say that my reasons for differing with him are that I believe this is
an area where the Congress has an inescapable constitutional responsibility.
I believe we might well combine Mr. Bell's proposal with mine by having a joint
congressional monetary committee assisted by outstanding qualified experts in
the field of banking and public finance.

My second impression gained from these hearings is that there has been an
exaggerated importance attributed to the monetary and credit powers of the
Federal Reserve as instruments that can guarantee us stability and growth.
Chairman Martin has made an important contribution to public enlightenment
in once again warning that monetary policy is "only one factor" and that "it
is not adequate to do an effective job if the budgetary and the fiscal policy of
the Government runs completely counter to it."

In this connection there was apparent unanimity throughout the hearings
that the main stimulus to the current inflationary pressures that the Federal
Reserve is attempting to restrain -through its restrictive monetary policy and
higher interest rates and the greatest threat to instability have couie from
the capital goods area, and particularly from the plant and equipment expendi-
tures boom. This points up a serious lack of coordination between the fiscal
authorities and the monetary authority. For the expansion of plant and equip-
ment expenditure was stated by the Secretary of the Treasury to be the primary
objective of Administration tax policy. As he put it, "investment is the goose
that lays the golden eggs."

Moreover, within the area of plant and equipment spending credit restraint
has operated unevenly. As Chairman Martin pointed out, an important ad-
vantage big firms have is their financial status. The little man does not
have it. That means that when the supply of bank credit is restricted and
commercial banks and other lenders must resort to rationing, they will natu-
rally extend credit to those whom they judge to be the soundest risks, the
big firms with financial status. The small business is in effect being denied
the right to scramble.

This leads to a third impression gained from these hearings. The Federal
Reserve operates on the theory that by restraining generally the supply of
credit and thereby denying credit to some would-be capital users, it is pre-
venting a wild scramble for limited resources which could only raise prices
without increasing the supply of resources. Ignoring for a moment the ques-
tionable assumption that resources are completely inelastic, it is pertinent
to point out that the price increases that have been greatest occurred in metals
and metal products, construction materials, and machinery.

These are the so-called administered price sectors. That is to say price de-
cisions are not responsive to short-run interaction of supply and demand in
the market. Instead they are fixed more faith an eye on the probable ef-
fects of prices and profits on the attraction of new firms into the industry.
Since in the administered price industries an important consideration is to
limit the number of producers, it is likely that prices will not respond freely
to unrestricted supply and demand forces. It is also true that prices will
be raised on the basis of other factors which changes in the supply of credit
and the interest rate will importantly affect. Thus the price will unquestiona-
bly be fixed to reflect a rate of return that takes into account the capitalization
of invested funds at the going rate of interest. Therefore with respect to ad-
ministered price sectors rises in interest rates, due to restriction of credit, play
a more important role in raising prices than the restriction of credit does in
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preventing prices from being pushed up by the pressure of market demand and
supply forces.

Conversely it is true that in the areas characterized by sensitivity to market
forces of supply and demand, rising interest rates are less likely to be passed onpricewise because of the sharp competitive situation that confronts each seller.
The textile industry is a good example.

It would appear that the monetary authorities do not appreciate sufficiently theeffects of credit restraint in areas characterized by administered prices.
A fourth impression created by these hearings is that under existing policieswe have no way of assuring that certain social needs for schools, housing, high-ways, etc., do not get bypassed in the scramble for scarce resources. The ma-chinery we rely on for rationing a curtailed supply of credit is not primarily in-fluenced by social needs and priorities. The result is that many school districtshave had to pay excessively high interest rates, in some cases enough to buy aschool that could house an additional 900 pupils. In too many instances school

districts have had to postpone bond issues because of the lack of investors. Wecannot afford to postpone school facilities too long, especially in the light of thechallenge that the Soviet Union is making to our technological leadership. And
even if this challenge did not exist, education as a social need cannot be treatedas impersonally in the allocation of resources as, say, the demand for racetracksor nightclubs.

It is evident that, assuming we want to continue to fight inflationary forceswith some measure of restraint on credit, we must decide upon the type ofmachinery we want to ration the curtailed supply.
A final impression gained from these hearings is that not sufficient attentionis being given by the monetary authorities on the harmful effects of higher inter-est rates on income distribution. The main concern seems to be with stimulating

savings by offering higher interest rates as an inducement. It is well knownthat the man of moderate means does most of his savings through purchase oflife insurance, payment of principal on home mortgages, etc. The really bigsavers are those with very large incomes. The effect of raising interest rates maywell be to increase savings by increasing the income of the highest income re-ceivers. This will tend to redistribute income and purchasing power in the same
uneven way that led to the widening gap between consumption and productivecapacity in the late 1920's. We do not want to stimulate savings at the expenseof a widespread distribution of purchasing power which is the most potentincentive ever presented to a prospective investor.

We must at all times be equally vigilant to the dangers of deflation as we areconcerned now about the dangers of inflation.
(By direction of Chairman Patnjan the following tables are made

a part of the record:)

Farm 'wage rates, railroad freight rate indeo, and total transportation bill for
farm food products, 1947, 1955, and 1956

Percentage increase
to-1947 1955 1956 ____ ______

1955 1956

Transportation bill for farm food products (billions Percent Percentof dollars)' $2. 05 $3. 59 (2) 75.1 (1)Railroad freight rate index (index No. 1947-49=100)3 88 i24 P 130 40.9 47. 7Farm wage rates, composite (dollars per hour)' $0. 571 -- $0. 736 28. 9

I Estimates of total expenditures by shippers for transportation (except local hauling) of farm productsfor civilian consumption by rail and truck, including private trucks. Principal causes for increase arechange in rates, volume shipped, and length of haul.2 Not available.
a Combined Index for railroad freight rates on livestock, meats, vegetables and fruits, wheat and cotton.4 For October 1947 and October 1956.
Source: U. S. Department of Agriculture.
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Bond yields and money market rates, 1947, and week ending Dee. 1,1956

Week ending 1947-56
Dec. 1, 1956 1947 percentage

(percent) increase

U. S. Government securities (taxable):
3-month bills I- 3.174 0.594 434.3
9- to 12-month issues 2 -3.23 .88 267.0
3- to 5-year issues 3-

3.60 1.32 172.7
Bonds:

Due or callable from 10 to 20 years -3.36 ' 2.25 49.3
Due or callable at 20 years or after -3.33 48.0

Local housing authority temporary notes (tax exempt) S- - 2.355 .845 178. 7
High-grade municipal bonds e- 3.45 2.01 71.6
Corporate bonds: s

Aaa-' 3.71 2.61 42.1
Baa ------------------------------ ------ - ' 4. 26 3.24 31.5

Prime commercial paper, 4 to 6 months- 3.63 1.03 252.4
Prime bankers' acceptances, 90 days -3.19 .87 266.7
Federal Reserve discount rate ' -3.00 1.00 200.0

l Rate on new issues within period.
2 Includes certificates of indebtedness and selected note and bond issues.
3 Includes selected note and bond issues.
415 years or more.
a Last sale of notes in 1947 and sale of Dce. 4, 1956.
6 Standard & Poor's Corp.
7 Week ending Nov. 28.
8 Moody's Investors Service.
' Week ending Nov. 23.
'° Advances of member banks secured by Government obligations and discounts of and advances secured

by eligible paper.

Source: Board of Governors, Federal Reserve system.

Average prices paid by farmers at independent stores Sept. 15, 1956, compared to
Sept. 15, 1947

Sept. 15, Sept. 15, Percentage In-
Commodity and unit 1956 1947 crease (+) or

decrease (-)

Food: Coffee -pound $1.05 $0. 484 +116.9
Clothing:

Men's overalls -pair 3.58 3.29 +8.8
Women's shoes- do 5.65 4.99 +13. 2

Household operation:
Soap flakes -pound- .275----
Detergent -do --- .291 -5. 5

Household furnishings: Living-room suites each 194. 00 163.00 +19.0
Building materials: Framing lumber (2x4xl6)

thousand board-feet-_ 143.00 115.00 +24 3
Motor supplies: Gasoline -gallon .306 .256 +19. 5
Motor vehicles:

Automobile: Ford, 6-cylinder, Mainline - each 2,040. 00 1,310.00 +55.7
Tractor: 20-29 belt horsepower -do 2,090.00 1,490.00 +40.0

Farm machinery: Combine, 5- to 6-foot cut, power takeoff
do -- 1,590.00 1,010.00 +57.4

Fertilizer: 3-12-6 -ton- 40.80 38.10 +7.1
Livestock: Feeder cattle -100 pounds- 16.70 20.10 -16.9
Feed: Mixed dairy, 16-percent protein -do- 3.66 4.23 -13.5
Iron and steel items:

Milk can, 10-gallon -each. 12.60 7.43 +69.6
Nails, 8-penny, common -pound- .154 .0966 +59.4
Barbed wire:

2-point -spool of 80 rods- 9.39 6.47 +45.1
4-point -do-- 10.50 6.95 +51.1

Poultry netting (5x15O feet) -roll.. 10.10 6.55 +54. 2
Fence posts, steel- each 1.08 .729 +48.1
Gates, farm, galvanized, 14 feet -do-- - 26.60 18.50 +43.8
Iron pipe, galvanized, 1 4-inch diameter - foot- .420 .249 +68. 7

'For July 1947 and 1956. This model was a 2-door sedan in 1947 and a 4-door sedan In 1956.
Source: U. S. Department of Agriculture.
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Average prices received by farmers for farm products in United States, Nov. 15,
1956, compared to Nov. 15, 1947

Percentage
Commodity and unit Nov. 15,1956 Nov. 15, 1947 increase

(+ or de-
crease (-)

Wheat -bushel.. $2.05 $2.74 -25.2
Corn---------------------------do---- 1.21 2.19 -44. 7
Cotton, American Upland -pound . .3158 .31586 +0 17
Tobacco, all -do--- .10 .40 -75. 0
Potatoes -hundredweight 1.53 2.60 -41.2
Hogs -do---- 14.20 24.30 -41.6
Beef cattle -do---- 14.60 18.20 -19.8
All milk, wholesale -do ---- 4.59 5.02 -8.6
Eggs -per dozen-- .372 .534 -30.3

Source: U. S. Department of Agriculture.

(Thereupon, at 4 p. m., the hearing was adjourned, subject to call
of the Chair.)
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WORLD ECONOMIC GROWTH AND COMPETITION

MONDAY, DECEMBER 10, 1956

CONGRESS OF THE UNITED STATES,
SUBcoMITrTEE ON FOREIGN ECONOMIC POLICY,

JOINT ECONOMIC COMMITTEE,
Washington, D. C.

The subcommittee met, pursuant to call, at 10: 10 a. in., in room 1301,
New House Office Building, Washington, D. C., Hon. Richard Bolling
presiding.

Present: Senator Ralph E. Flanders.
Also present: Charles S. Sheldon II, staff economist; James W.

Knowles, staif economist.
Representative BOLLINO. The subcommittee will be in order. The

Joint Economic Committee has primary responsibility in the Con-
gress for making studies and recommendations in the broad area of
economic and business affairs as they affect the growth and the stabil-
ity of the whole economy. This role is now familiar to most people,
after more than a decade of operation under the Employment Act.

If ever the concept needed reinforcing, the idea is now very clear to
everyone that international events can have a powerful influence upon
the workings of the economy. We have seen in recent weeks both the
relatively progressive and healthy economies of our allies in Western
Europe and the economies of our friends in the Middle East, who had
so much to hope for in economic development, face greatly changed
expectations. War in the Middle East has brought a new economic
crisis-with rationing, the threat of inflation, and new trade controls-
to many countries that a few months ago had little reason to expect
such disaster. Ard, certainly, on the other side of the Iron Curtain,
unrest in the satellites and changed relations with the Soviet Union
will have economic effects which may be far reaching.

It was this recognition, that international events and international
trading relations can be of major importance to economic stability and
growth, which led to the creation almost 2 years ago of this subcom-
mittee. Even earlier, the full committee had sponsored a comparative
study of economic growth trends in the Soviet bloc contrasted with
similar development in the United States, Canada, and Western
Europe. Much has happened since that time. The subcommittee, a
year ago, conducted a general review of foreign economic policy prin-
ciples to serve as a framework for later studies, and to provide the
joint committee with perspective on the importance of international
trade, investment, and economic development.

This year, in continuation of the study, it developed more com-
pletely the implications for the economy of the national-defense ex-
ception to unhampered international trade. No other part of the
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Congress previously had had the occasion to explore so thoroughly
the meaning of such policies to the Nation as a whole, even though
some previous studies have done creditable work in assembling facts
about a few individual critical industries in isolation from other
aspects of such restriction.

At the same time, the subcommittee this year has also undertaken
a fresh look at comparative economic growth in various parts of the
world. This seems appropriate now that 2 years have passed since
the previous study of this nature was made. These studies have two
principal phases: First, we expect to release, sometime in January,
a new study on the Soviet economy, comparing its economic strength
and its growvtl trends, with the United States used as a yardstick.
Having examined the draft which is now being subjected to final
review, I believe it will perform a useful service in assembling in one
place economic data with carefully wveighed interpretations which
should be extremely useful to all persons interested in our economic
race with the Russians. There will be a public announcement as
soon as printed copies are available.

Second, in furtherance of the studies of this subcommittee, the
hearings opening this morning are designed to bring together highly
qualified persons to discuss various aspects of woorldwide economic
conditions and international rivalries. With the future difficult to
predict with any certainty, these gentlemen today and on the remain-
ing days of the hearings will help us to identify major considerations
likely to affect the future, to identify some of the big unanswered
questions in the world outlook, and to make such other comments
for us as world economic conditions suggest.

I am placing in the record at this point the press release and
schedule of witnesses covering the present hearings:

[For a. m. release, Thursday, December 6, 1956]

CONGRESS OF THE UNITED STATES, JOINT ECONOMIC COMMITTEE

SUBCOMMITTEE ON FOREIGN ECONOMIC POLICY

Representative Richard Bolling (Democrat, Missouri) announced today that
the Subcommittee on Foreign Economic Policy, of which he is the chairman, in
continuance of its study of economic growth trends in various parts of the world,
will hold public hearings during the week beginning Monday, December 10, to
receive testimony from a selected list of witnesses qualified by their experience
and responsibilities to discuss problems of economic growth on both sides of the
Iron Curtain and their interaction with our foreign economic policy goals.

There follows M~r. Bolling's statement outlining the reasons for the hearings
and a copy of the list of witnesses with the dates of their appearance:

"The Joint Economic Committee is charged with responsibility under the
Employment Act of 1946 for making continuing studies of the growth and stability
of the United States economy. International developments of the recent past
have been so significant is to warrant a fresh look at economic conditions in
various parts of the world to see what may be'the implications for United States
economic policy both at home and abroad.

"These needs were anticipate(l by the Joint Economic Committee in its report
of Mlarch 1, 1956, which stated (p. 8):

"' The subcommittee, therefore, during the coming year will continue its studies
of (1) current economic trends behind the Iron and Bamboo Curtains, In the
free world, and in the uncommitted regions of the world: (2) the nature, extent,
and actual performance of Communist efforts in providing economic assistance
to underdeveloped areas; (3) where present trends may be leading us and the
broad implications for our economic policy, particularly foreign aid and invest-
ment policies * * *'
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"This subcommittee soon will issue a staff study which is in its final stages of
preparation, dealing with Soviet economic structure and growth, and making
comparisons with the United States economy. Fnarther details will be announced
at the time the report becomes available for distribution.

"In further development of its assigned responsibilities, the subcommittee is
holding public hearings designed to identify the issues associated with economic
growth problems. The hearings are being organized under three headings:
(a) Economic growth trends in the industrial nations; (b) economic growth
trends in underdeveloped areas; and (c) the challenge of world economic com-
petition and growth.

"The specialists who have been invited to appear will each present an oral
statement, and then share in exploratory panel discussions, and receive questions
from members of the subcommittee. If the results warrant a report by the
subcommittee to the Congress, this would follow the hearings, based upon both
a review of the evidence collected and the staff study on growth trends. In any
event, the high caliber of the invited witnesses will make their testimony worthy
of careful study by the Congress, the press, and the public."

The other members of the subcommittee are: Senator Paul H. Douglas (Demo-
crat, Illinois), Senator J. William Fulbright (Democrat, Arkansas), Senator
Ralph E. Flanders (Republican, Vermont), Representative Henry 0. Talle (Re-
publican, Iowva).

SCHEDULE OF PUBLIC HEARINGS ON WORLD ECONOMIC GROWTH AND COMPETITION

Monday, December 10, 1956, 10 a. in., House Banking and Currency Committee
room:
Economic growth trends in the industrial nations

Dexter Al. Keezer, director, department of economics, McGraw-Hill Publish-
ing Co.: Growth of the United States Economy.

Solomon Fabricant, director of research, National Bureau of Economic Re-
search: Significance and Shortcomings of Economic Comparisons.

Gregory Grossman, Russian Research Center, Harvard University: Growth
of the Soviet Economy.
-Harry Schwartz, specialist on Soviet and satellite affairs, the New York Times:

A Comparison of Economic Growth in the Communist and the Non-Communist
Worlds.

Martin R. Gainsbrugh, chief economist, National Industrial Conference
Board: The Problems of Economic Projection.

Wednesday, December 12, 1956, 10 a. in., House Banking and Currency Com-
mittee room:
Economic growth trends in underdeveloped areas

Henry G. Aubrey, director of research on the economics of competitive coexist-
ence, National Planning Association: Meaning and Importance of Economic
Development in World Affairs.

Alexander Eckstein, department of economics, Harvard University: Red
Chinese Development and Prospects.

John Sherman Cooper, United States Senate: The Development Effort of
India.

Jerome B. Cohen, Bernard Al. Baruch School of Business and Public Adminis-
tration, the City College, New York: How Japan Developed, and Its Economic
Outlook.

Willard L. Thorp, Department of Economics, Amherst College: International
Aspects of Economic Development.

Thursday, December 13, 1956, 10 a. in., House Banking and Currency Com-
mittee room:
The challenge of world economic competition and growth

Henry L. Roberts, director, the Russian Institute, Columbia University: The
Soviet Use of Economic Growth for Military and Political Purposes.

Hans Heymann, Jr., the Rand Corp.: Soviet Economic Growth as a Base for
Trade and Technical Assistance.

Walter WV. Rostow, Center for International Studies, Massachusetts Institute
of Technology: United States-Communist Struggle in the Underdeveloped Areas.

Milton Katz, Harvard Law School: United States Foreign Economic Policy in
Meeting the World Challenge.
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Roy Relerson, vice president, Bankers Trust Co.: Implications of the World
Challenge for the United States Economy.

Representative BOLLING. It will be our procedure to hear from each
participant in turn, with a rather strict adherence to the tight time
schedule we must of necessity follow. The subcommittee will mini-
mize interruptions in these presentations except in the interest of
clarification. After all five have been heard, there will follow a period
of roundtable panel discussion and questions from the subcommittee.
It is our goal to complete today's session during the noon hour, to
avoid the necessity of returning this afternoon.

Before proceeding to the witnesses, however, I understand Senator
Flanders has a statement.

Senator FLANDERS. Mr. Chairman, I sent to each member of this
subcommittee a statement asking certain questions which would lead
to more or less a complete reconsideration of the administration's
trade policy. I likewise sent those questions to Mr. Hauge, to Mr.
Burns, who without doubt transmitted them to Mr. Saulnier and to
Mr. Sherman Adams in the White House because I felt these questions
needed to be answered if the Congress was to go along with what
had hitherto been the administration policy. By the way I have copies
of these questions available and I think they are being distributed now.

I would like to call attention to one mistake where we have the
word "autarchy" spelled with a "ch." That is definitely wrong. It
must be spelled with a "k." If you spell autarky with a "k" it means a
very different thing from spelling it with a "ch," as you will find out
by looking in the dictionary.

I get a word that somebody-and I don't know who it was-
suggested that in view of my previous positions, this series of questions
must have been written by somebody else. I took that in a light and
humorous vein but I would like to say here that in my 10 years in the
Senate when that suggestion was made seriously as it has been on
other occasions, it is the only comment or the only event in the 10
years that has ever raised my blood pressure and it has raised my
blood pressure at times when it was meant as a vigorous criticism.
I do not feel that way about this one because 1 think it was more or
less a humorous comment. I just want to say I write my own speeches.
I write them on yellow paper with a lead pencil, longhand, and from
now on I am going to keep that yellow paper written with a lead pencil
and longhand and put it in the file instead of throwing it in the waste-
basket as soon as it has been copied.

I would like to say also that the point of view expressed by these
questions was first expressed by me in an article in the Atlantic
Monthly in the year 1931. It was the month of September 1931,
when I first expressed these ideas. I later began to have doubts of
them as the heavy professional support of greatly reduced tariff and
reciprocal trade treaties and its most-favored-nation clause got under-
way. The argument which caused me to doubt my position that I
had taken in 1931 was that any money that we paid for things from
abroad came back home again in the purchase of American goods so
that there was no diminution in trade and that seemed like a reasonable
point of view and so I began to doubt my 1931 position.

There is not in that series of questions another thing which has
changed, namely that dollars are now hoarded and held because they
are practically as good as gold for the support of the various cur-
rencies of the countries of the world. So that it is no longer true at
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least that dollars come back immediately, unless they have to. They
constitute the balances of foreign countries in support of their econ-
omies and in support of their own currency.

I even went to the point of preparing a presentation on the stage of
Constitution Hall before I went to the Senate before a very large
audience, appearing with Charles Taft, in support of the reciprocal
trade treaties and the most-favored-nation clause. My doubts began
shortly thereafter and I think you will not find in the record any-
where since that time a speech of mine in favor of action which is
based directly or indirectly on the old free trade theory. I have kept
quiet. I have voted with the administration because it is my policy
straight through unless I am sure of my ground to give the admin-
istration the benefit of the doubt. So I voted with the administration,
in both administrations, Democratic and Republican, Truman and
Eisenhower.

Well, that is for the record and to explain that in this memorandum
I am coming back to a position now 26 years old instead of having
suddenly gone off the handle. Thank you, Mr. Chairman.

Representative BOLLING. Senator, it would perhaps be a good idea
to include your memorandum in the record at this point.

Senator FLANDERS. Yes. With the word "autarky" properly spelled
with a "k."

(The document referred to is as follows:)
NOVEMBER 14, 1956.

Memorandum by Ralph E. Flanders, United States Senate.
To: Dr. Grover W. Ensley, staff director, Joint Economic Committee.
Subject: A Reexamination of Our Trade Policy.

Before the administration and the new Congress commit themselves too
deeply to an extension of the presently accepted trade policy, it would seem
wise to reexamine its basic assumptions. Among the questions which may
properly be raised are the following:

1. Is expanded trade per se an aid to the maintenance of peace? World trade
was predominantly on a free trade basis during the early years of this century;
yet the driving attack of Germany on the industrial and commercial leadership
of Great Britain formed the backdrop for the tragedy of World War I. Con-
ceivably that rivalry may recur.

2. In a world wherein war is still a possibility, we have recognized the necessity
for protecting industries and products necessary to the national defense. Is this
the only exception to be considered in a world prepared for war? Can we afford
to let pass into foreign hands any industry important to the American consumer?
Is there not danger that war may cut off foreign supplies of products whose
domestic production has been dried up by foreign competition?

3. In view of the expanding exportability of American capital and technical
skill, do we not face contingencies not yet recognized in trade theory? What
commodities are there which we may confidently assume to be safe from foreign
competition using American equipment and management and lower paid labor?
Perhaps the products of our extensive agriculture would survive if we were will-
ing to put them into free competition. What else would?

4. -For how long would the expanded export of American equipment (and
capital funds) play a significant part in maintaining a balance of trade under
the conditions assumed in the preceding question? Would this be of short-term
benefit or longer? Could it be a permanent support for a satisfactory balance?

5. What about basing our export volume on the value of needed imports, such
as raw materials which we do not possess in sufficient quantity?

6. It might be worthwhile to give a little thought to a mitigated-autarky,
such as is suggested in the previous question. Is there in our underemployed
population a resource comparable to underdeveloped natural resources in other
countries? Can we apply knowledge, wisdom, and energy to expansion of this
home market, if competition slows down that abroad?

7. Considering further the possible usefulness of autarkies, what possible
assistance can we render to Western European countries as great as they can
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gain for themselves by forming a customs union? This would give them a
mass market comparable in its possibilities to our own.

8. Should we insist on being admitted to this mass market as a member or
should we encourage them to go on their own?

9. It would seem that the present voluntary restriction of textile exports by
Japan cannot be counted upon as a permanent expedient. Would it not be
better for us to encourage and assist in the formation of an autarky in eastern
and southern Asia, extending from Pakistan to Japan? The free nations in
this area largely supplement and complement each other economically and can
move forward in cooperation further than in competition. They already have a
bond of cooperation in the Colombo plan. Why not freely and gladly assist in
such a program?

10. If the mitigated autarky of question 6 proves feasible, we would still
have a bounteous production of wealth, sufficient for the development and ex-
pansion on which our increasing standard of living depends. Beyond that we
would continue to afford, if necessary, the billions to be wasted in war and other
billions for aid. Why not furnish this aid freely to underdeveloped countries
whose principles, purposes, and interests most clearly parallel our own? Aus-
tralia and the Philippines are examples.

11. Why not adopt the slogan, "Aid, Not Trade"? Questions like these must
be carefully considered and valid answers given if the administration is to be
assured that its trade program will have the wholehearted support of the
Congress.

Representative BOLLING. The opening speaker in the hearing this
morning of invited witnesses is Dr. Dexter M. Keezer, vice president
and director of the department of economics of the McGraw-Hill
Publishing Co., of New York. Dr. Keezer has had a varied career
as a reporter, as a college president, and as a Government official both
in Washington and in london during the -war. But he is probably
best known to those who follow economic affairs for his work on a
succession of studies sponsored by McGraw-Hill on the economic out-
look and on economic growth. We are privileged to have him here
this morning to discuss "Growth of the United States Economy".

STATEMENT OF DEXTER M. KEEZER, DIRECTOR, DEPARTMENT OF
ECONOMICS, McGRAW-HILL PUBLISHING CO.; ACCOMPANIED BY
DOUGLAS GREENWALD, McGRAW-HILL PUBLISHING CO.

Dr. KEEZER. Mr. Chairman, I am honored by your invitation to
participate in these hearings on Economic Growth Trends in the
Industrial Nations. My formal part, as I understand it, is primarily
to present-very briefly-a series of projections of the growth of our
gross national product.

In our department of economics at the McGraw-Hill Publishing
Co., of which I am the director, we maintain as part of our working
equipment a standard set of long-range projections of our economic
growth potentials. My associate, Douglas Greenld, does the de-
tailed work on the projections. He is here with me this morning.

Recently we revised these projections, as we are more or less con-
tinuously doing, and invited a group of people with expert under-
standing of the range of speculation and I underline the word
"speculation" involved to spend a day with us and check over these
projections.

The purpose -was to see if the projections were as well as based as
projections moving out into an unknown future could be.

I assume that it is because we have recently made as careful a
check as possible on our long-range projections that I am asked to
present them to you.
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In making these projections of our gross national product, we are
abundantly aware of the fact that we are not taking a photograph
of things surely to come. There may be some limitations of these
projections as sure-fire forecasters of which we are not aware, but I
doubt if there are many.

Also, as a result of our continuing studies of economic growth and
stability, we are equally aware of the limitations of the gross national
product as a measure of economic growth.

In a paper on economic growth and stability submitted to your
Subcommittee on Tax Policy some time ago, I remarked that, "As a
measure of our Nation's economic growth, the gross national
product * * * leaves a great deal to be desired," and expanded on
that point. I assume others will expand on it further this morning.

By way of multiplying the complications of work on which your
subcommittee is embarked, we have the added fact that there is still
a wide range of disagreement about what we are actually talking
about when we talk about economic growth.

Herbert Stein, acting director of research of the Committee for
Economic Development, recently summed up the difficulty by re-
marking that-
there is no * * * accepted convention of what we mean by growth. We talk
about increases in output, capacity to produce, resources, consumption, in the
aggregate, per capita, per unit of output or per man-hour * * * and there is no
agreement on which concept of growth we really mean when choice is necessary.

In spite of limitations of the sort I have emphasized, I believe that
the sort of projections I am presenting perform a useful role. They
provide a rough gage of the growth potentials of our economy over
the years ahead; and for governmental and business purposes a rough
gage is better than none.

I shall indicate the more limited assumptions which are embedded
in the projections as I run through them. Of the general assumptions
on which they are based the most crucial, of course, is the assumption
that we are going to manage to avoid blowing up the world with
atomic bombs. If that assumption is no good, these projections involve
a completely bootless enterprise.

Now, I propose to run through the projections, most of which I
have put in chart form for your convenience, and indicate where they
are and how they were put together.

Mr. Chairman, I suggest that you refer to the charts I have sub-
mitted to you. The first chart. In this chart we have calculated the
gross national product of the United States for the years 1950, 1955,
1960, 1965, and 1970 in the standard manner. The calculations for
the years 1950 and 1955 are made from the record. The calculations
for the years ahead are based on estimates which are explained in
charts to follow. The nature of the calculation is indicated on the
face of the chart. The estimate of the number of workers, taking 1955
for example, is 63,100,000 workers, working an average workweek of
39.9 hours per week. In terms of averages, it is estimated that work-
ers still work 52 weeks a year. We took an output per man-hour in
1955 prices of $2.99, and by a process of simple multiplication came
out for 1955 with a gross national product of $390,900 million.

The same procedure follows right through for the following years
in which we have made these projections. The 1960 total for the gross
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national product becomes $454 billion, all of course in 1955 prices, to
avoid the element of price change.

The 1965 figure calculated on this basis becomes $545 billion. The
1970 figure $653 billion. That is the basic projection which I am asked
to provide here today.

The second chart indicates our assumptions about population and of
course the key assumption there is that of the number of people ac-
tually employed. In the interest of time-the time schedule is impor-
tant at this time-I shall not, unless you wish to have me do it, go
through the detailed assumptions and calculations at arriving at the
work force figures.

I will be glad to if you wish to have them.
Representative BOLLING. You might proceed in a brief form to save

time.
Dr. KEEZER. For our estimate of the labor force age group, we used

the census projection of the number of persons 15 and over. Since
all the people who will reach this age by 1970 have already been born,
their number can be projected with some assurance, and the census pro-
vides only one estimate of the number for each of the years 1960, 1965,
and 1970.

Next, we have tried to estimate how many of these people will
actually be at work-or looking for work-in each of the years un-
der consideration. These people will make up the active labor force,
a group that includes all those employed, or seeking employment,
in military or civilian jobs. Among persons 15 and over, there will
also be many housewives, students, and retired persons who are not
seeking employment. These do not count in the labor force.

We expect that the proportion of those 15 and over who are in the
active labor force will be slightly higher in the projected years than
it was in 1955: 59.5 percent compared with 59.2 percent. On the
basis of present trends, a larger proportion of married women and
older persons can be expected to tatke jobs, even though many of them
will be part-time jobs.

Civilian employment will consist of the total labor force, less those
who are in the Armed Forces or unemployed. Here is a basic assump-
tion: The military forces are assumed to be cut about 300,000 in each
5-year period. It is our understanding that military plans for the
future will place an increasing emphasis on complex weapons and
less on numbers of men.

Unemployment-and this is a very basic point in this projection-
is assumed to be 4 percent of the labor force, which we would regard
as essentially full employment. On these assumptions, civilian em-
ployment will be 67.9 million in 1960, 73.9 million in 1965 and 80.5
million in 1970.

Chart 3 shows our estimates of output per man-hour and average
hours of work. In past years, our economy has had remarkable suc-
cess in producing a steadily larger total output, while reducing the
hours of work by increasing average output per man-hour.

We assume this sort of success will continue.
I think, as a matter of fact, that chart III is a most impressive

chart. Starting with 1930, it shows the workweek going down, down,
down, and output per man-hour going up, up, up. I suppose if any-
body wanted one single photograph of a magnificently successful
economy, it might be this chart right here.
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In the two decades 1930-40 and 1940-50, the average hours of work
in industry, agriculture, and Government declined about 31/2 hours
per decade. It is expected that average hours of work will continue
to decline but at a somewhat slower rate: about 2 hours per decade.
By 1970 then it is expected that the average workweek will fall to 36
hours per week.

The next is one of the crucial calculations and speculations in this
operation. It has to do with the increase in the rate of output per
man-hour.

This increase in output per man-hour from the early 1900's to date
has averaged about 2 percent per year. Since 1930 this rate has been
somewhat higher, close to 2.9 percent per year. We have projected a
rate of increase somewhere between these two rates. We are using
an increase of 21/2 percent per year in our projection.

This projection of output per man-hour was made on the basis of
overall national output. We did not refine the projections of out-
put per man-hour to show the individual trends in productivity in
nonagricultural industry, agriculture and government. We have, of
course, considered the various productivity trends of all these groups
in making our overall projection.

Charts 4 through 6 can be checked through rapidly. They are
essentially explanatory charts. Chart 4 portraying in a sense the
major dynamo in our economy, shows the rise in research and de-
velopment expenditures and their projection to 1960 when they are
a little less than $9 billion. We didn't dare go to 1970 in this chart
because it would look so tremendous on the right side, it would look
implausible.

Chart 5 shows one of the pressures to increase productivity, using
power cost as one element and labor cost as another. With labor
relative to power becoming more dear, we have a pressure to increase
productivity and to do those things necessary to increase it.

The sixth chart is our projection of business capital expenditures
over the period under question and is essentially an explanation of
our expectation that increases in productivity, or increases per man-
hour, will continue to take place as we have projected.

Chart No. 7 simply deals with the obvious fact that if we are going
to produce all these things the purchasing power must be there to
consume them and this is our projection of income per capita, after
taxes. All of these figures are expressed in constant 1955 dollars in
an effort to get measures of physical growth rather than dollar figures
which include confusing price changes.

The final table in the series I have given you is a detailed break-
down of these projections of our gross national product.

I would be very glad at this point simply to insert the explanation
of how these detailed projections were made and let it go at that.

I think some of these figures are-if the basic projections have
some degree of plausibility, which I am sure they do-really eye-
popping figures. You find consumer spending on goods and services,
rising from $254 billion in 1955 to $434 billion in 1970.

Representative BOLING. This whole table will be included in the
record.

Dr. KEEzER. And this consumer expenditure will be made by peo-
ple who have much more leisure with which to do this spending. I
think perhaps I should mention the fact that expenditures on serv-
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ices are expected to increase much more than expenditures generally.
The increase in consumer durables is expected to be bigger than for
nondurables. But in the interest of time I will simply, if you approve
that procedure, submit the table and along with it the detailed ex-
planation of how the calculations were made so that it may be clear
just exactly what we have done.

Representative BOLLING. That material will be included in the
record.

Dr. KEEZER. Thank you.
(Dr. Keezer's prepared statement and exhibits follow:)

STATEMENT ON GROWTH OF THE UNITED STATES ECONOMY BY DEXTER M. KEEZEP,
VICE: PRESIDENT AND DIRECTOR, DEPARTMENT OF ECONOMICS, McGRAW-HILL
PUBLISHING CO., INC., NEW YORK CITY

I am honored by your invitation to participate in these hearings on Economic
Growth Trends in the Industrial Nations.

My formal part, as I understand it, is primarily to present-very briefly-a
series of projections of the growth potentials of the economy of the United
States, as gaged by the possible growth of our gross national product.

In our department of economics at the McGraw-Hill Publishing Co., of which
I am the director, we maintain as part of our working equipment a standard
set of long-range projections of our economic growth potentials. My associate,
Douglas Greenwald, does the detailed work on the projections. Recently we
revised these projections, as we are more or less continuously doing, and invited
a group of people with expert understanding of the range of speculation involved
to spend a day with us and check over these projections. The purpose was to
see if the projections were as well based as projections moving out into an
unknown future could be.

I assume that it is because we have recently made as careful a check as possible
on our long-range projections that I am asked to present them to you.

In making these projections of our gross national product, we are abundantly
aware of the fact that we are not taking a photograph of things surely to come.
There may be some limitations of these projections as sure-fire forecasters of
which we are not aware, but I doubt if there are many.

Also, as a result of our continuing studies of economic growth and stability,
we are equally aware of the limitations of the gross national product as a
measure of economic growth. In a paper on economic growth and stability sub-
mitted to your Subcommittee on Tax Policy some time ago, I remarked that, "As
a measure of our Nation's economic growth, the gross national product * * *
leaves a great deal to be desired," and expanded on that point.

By way of multiplying the complications of work on which your subcommittee
Is embarked, we have the added fact that there is still a wide range of disagree-
ment about what we are actually talking about when we talk economic growth.
Herbert Stein, acting director of research of the Committee for Economic De-
velopilent, recently sunmned up the difficulty by remarking that "there Is
no * * * accepted convention of what we mean by growth. We talk about
increases in outlput, capacity to produce, resources, consumption, In the aggregate,
per capita, per unit of output or per man-hour * * e and there is no agreement
on which concept of growth we really mean when choice is necessary."

In spite of limitations of the sort I have emphasized, I believe that the sort
of projections I am presenting perform a useful role. They provide a rough
gage of the growth potentials of our economy over the years ahead; and for
governmental and business purposes a rough gage is better than none.

I shall indicate the more limited assumptions which are embedded in the
projections as I run through them. Of the general assumptions on which they
are based the most crucial, of course, is the assumption that we are going to
manage to avoid blowing up the world with atomic bombs. If that assumption
is no good, these projections involve a completely bootless enterprise.

Now, I propose to run through the projections, most of which I have put
in chart form for your convenience, and indicate where they and how they were
put together.

Chart 1: In this chart we have calculated the gross national product of
the United States for the years 19:50, 1955, 1960, 1965, and 1970 in the standard
manner. The calculations for the years 1950 and 1955 are made from the
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record. The calculations for the years ahead are based on estimates which
are explained in charts to follow. The nature of the calculation is indicated
on the face of the chart.

Chart 2 shows our estimates of prospective population growth, and pro-
spective distribution of the population in major economic groups. Our overall
population figures are based on the highest estimates of the United States
Bureau of Census for the years 1960, 1965, and 1970. These estimates are
taken directly from Census Bulletin P25, No. 123, dated October 20, 1955.
In the past, the Census Bureau estimates have undershot the mark. One
reason why we used the high side of the Census estimates of population growth
is that these estimates have not assumed any additional decline in the death
rate. The spread between the highest and lowest Census estimates of the
population in the year 1970 is 13 million, all accounted for by varying estimates
of the number of those under 15 years of age.

For our estimate of the labor force age group, we used the Census projection
of the number of persons 15 and over. Since all the people who will reach
this age by 1970 have already been born, their number can be projected with
some assurance, and the Census provides only one estimate of the number for
each of the years 1960, 1965, and 1970.

Next, we have tried to estimate how many of these people will actually
be nt work-or looking for work-in each of the years under consideration.
These people will make up the active labor force, a group that includes all
those employed, or seeking employment, in military or civilian jobs. Among
persons 15 and over there will also be many housewives, students, and retired
persons; these do not count in the labor force.

We expect that the proportion of those 15 and over who are in the active
labor force will be slightly higher in the projected years than it was in 1955:
59.5 percent compared with 59.2 percent. On the basis of present trends, a
larger proportion of married women and older persons can be expected to take
jobs, even though many of them will be parttime jobs.

Civilian employment will consist of the total labor force, less those who are
in the Armed Forces or unemployed. The military forces are assumed to be
cut about 300,000 in each 5-year period. It is our understanding that military
plans for the future will place an increasing emphasis on complex weapons
and less on numbers of men. Unemployment is assumed to be 4 percent of the
labor force, which we would regard as essentially "full employment." On these
assumptions, civilian employment will be 67.9 million in 1900, 73,9 million in
1965, and 80.5 million in 1970.

Chart 3 shows our estimates of output per manhour and average hours of
work. In past years, our economy has had remarkable success in pimcwucing a
steadily larger output, while reducing the hours of work and increasing average
output per manhour. We assume this sort of success will continue.

In the two decades 1930-40 and 1940-50, the average hours of work in industry,
agriculture and Government declined about 3Y2 hours per decade. It is expected
that average hours of work will continue to decline but at a somewhat slower
rate: about 2 hours per decade. By 1970 it is expected that the average work
week will fall to 36 hours per week.

The rate of increase in output per manhour from the early 1900's to date has
averaged about 2 percent per year. Since 1930 this rate has been somewhat
higher, close to 2.9 percent per year. We have projected a rate of increase some-
where between these two rates. We are using an increase of 2½2 percent per
year in our projection. This projection of output per manhour was made on
the basis of overall national output. We did not refine the projections of output
per manhour to show the individual trends in productivity in nonagricultural
industry, agriculture, and government. We are not yet certain that these refine-
ments add very much to the overall picture, except to spell out some of the
details. We have, of course, considered the various productivity trends of all
these groups in making our overall projection.

Charts 4 through 6, which are largely self-explanatory, are presented by way
of amplification of our expectation, that continued increases in output par
manhour are reasonably to be anticipated. The estimate of the prospective in-
crease In business capital investment takes account of the Nation's population
growlh, the demand on the part of the consumer for new and better products
and business' desire to lower costs and increase profits througlh more efficient
operations. The projected increase in capital spending will provide for a
necessary increase in capacity, as well as modernization and replacement of
obsolescent plant and equipment.
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Chart 7 shows the prospective increase in income per capita, after taxes.
The increase in business capital investment will, of course, be realized only if
there is the purchasing power to absorb the production made possible by this
investment. Our estimates of disposable income per capita show an increase of
36 percent from 1955 to 1970.

In the table which follows our charts we have provided a detailed breakdown
of the projections of the gross national product, which have been presented in
chart form. An explanation of the calculations made in producing the break-
down of the gross national product into its components and an explanation of
the assumptions follow.

The division of the gross national product Into its three major sectors-con-
sumers, business, and government-is based on past ratios of these sectors to the
total, and on anticipated shifts in importance of each of the sectors. The growtb
shown for each sector is therefore consistent with the overall projections of
gross national product.

Consumer spending on goods and services Is expected to rise from $254 billion
in 1955 to $297 billion in 1960, $358 billion in 1965, and $434 billion in 1970.
All of these figures are expressed in 1955 prices. Higher wages, larger pay-
ments to retired persons, the increasing variety of goods and services-and the
leisure in which to enjoy them-will, we think, cause the consumer sector of the
economy to grow somewhat faster than the other sectors.

The division of total consumer expenditures between goods and services was
made by projecting each of these groups in terms of past trends and expected
shifts in trends in the future. Thus expenditures on nondurable goods are
expected to rise from $126 billion in 1955 to $145 billion in 1960, $172 billion In
1965 and $204 billion in 1970, all In 1955 prices. Consumer spending on durable
goods in 1955 prices is expected to be $40 billion in 1960, $48 billion in 1965, and
$59 billion in 1970 compared with $35.7 billion in 1955. And spending on
services is expected to go up from $92 billion in 1955 to $112 billion in 1960,
$138 billion in 1965, and $171 billion in 1970. The increase in services is es-
pecially large, and the increase for durables is slightly larger than for non-
durables, because this seems to be the changing pattern of expenditure as income
rises and people acquire more leisure.
Private investment

Residential nonfarm construction is assumed to increase from $16.6 billion in
1955 to $19 billion in 1960, $22 billion in 1965 and $26 billion in 1970. This
assumes an increase in bomebuilding to provide homes for new families, and
for replacement or improvement of older dwellings. The fact that much of our
population changes residence each year suggests a fairly high rate of replace-
ment. And the present trend toward larger families may require additions
or alterations to many otherwise serviceable homes.

Expenditures on plant and equipment by business, farmers, and private non-
profit institutions are expected to increase, in constant 1955 dollars, from near
$40 billion in 1955 to $49 billion in 1960, $60 billion in 1965, and $70 billion in
1970. (This series differs. for the most part, from the series on business capital
expenditures shown in chart 6 in that it includes farm buildings and equipment.
However, the reasons for the increase are the same.)

The annual increase in inventories is expected to be $3 billion In 1960, $4
billion in 1965, and $5 billion in 1970. These estimates are about what will be
needed In order to take care of the rate of increase In output expected over the
future years.
Net foreign investment

We assumed that net foreign investment will be zero In the years ahead. In
1955 it was -$0.5 billion. This year it will probably average about $1 billion.
Government expenditures

It is expected that expenditures for national-security programs will rise In
the years to come despite a decline in the number of military personnel. Ccm-
plexity of weapons and increasing research will require larger dollar spending.

It Is expected that more civilian Government personnel will be needed In the
future, as our national economy expands, simply to meet the increase in demand
for present Government services.
State and local expenditures

State and local spending must increase rapidly If our projected needs for
roads, schools, etc., are to be met. The next 10 or 15 years will see some cutting
down of the backlog in these fields-a backlog of needs which has been accumu-
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Projections of economic indicators, 1960, 1965, 1970

1930 1940 1950 1955 1960 1965 1970

Population--------------millions- 122.8 131.7 111. 6 165.2 179.4 193. 3 209.4
Labor force age group-do 86.7 98.7 110.9 116.4 123.6 133.6 144.8Labor force --------------- do. --- 50. 1 16. 0 64. 6 68.9 73.51 79. 5 86. 2

Military -- do- .3 .4 1.5 31 2.8 2.5 2.3
Civilian -do 49.8 55.6 63.1 65.8 70.7 77.0 83. 9

Unemployed -do 4.3 8.1 3.1 2.7 2.8 3.1 3.4
Employed -do 45.5 47.5 60.0 63.1 67.9 73. 9 80.

Average hours worked - -47.0 43.8 39.9 39.9 38.0 37.0 36.0Manhours worked---------- billion- 111. 2 108. 2 124.15 139.9 134. 2 142. 2 110. 7
Output per man-hour 1955 dollars 1. 48 1.92 2. 18 2. 99 3. 38 3. 83 4. 33Gross national product.-bllilon 1951 dollars- 164. 7 207. 7 321.8 390.9 414.0 541. 0 613. 0

Consumer expenditures - do 118.6 143.2 215.6 254. 0 297.0 358. 0 434. 0
Nondurables -do 61.3 79.8 109.3 126.2 145.0 172.0 204.0
Durables -do 11.2 14.5 29.5 35.7 40.0 48.0 59.0
Services ------------- do -- 46. 1 49.0 76. 7 92. 1 112.0 138.0 171. 0

Gross private Investment-----do .... 24.4 29.8 18.75 60.6 71.0 86.0 101.0
New construction -------- do. ---- 16. 1 14. 1 26. 7 32. 7 38. 0 46.0 54. 0

Residential -do 8.3 7. 6 14.4 16. 6 19.0 22.0 26.0
Other. do 10.8 6.6 12.3 16.1 19.0 24.0 28.0

Producers' durables - do 9. 0 11.1 24.1 23. 7 30.0 36.0 42. 0
Business inventories - do .6 4.5 7. 7 4. 2 3. 0 4.0 .0

Government -do --- 21,1 33.0 0. 1 76.8 86. 0 101 0 11. 0
Federal - do 3.4 14.4 25. 6 46.7 50.0 7 0 63 0National security ------ do------- - 5.2 21.4 41.2 44. 0 10.0 11.0
State and local----------do -- 17.6 18.6 24.8 30.1 38. 0 44. 0 65.0

Representative BOLLING. The next speaker is Dr. Solomon Fabri-
cant, Director of Research for the National Bureau of Economic Re-
search and Professor of Economics at New York University. Dr.
Fabricant has served in Government and as a Government consultant
for many years; he is the author of a number of economic works which
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throw light on the structure and operation of the economy. As the
research director of the notable National Bureau, he has at his com-
mand tremendous facilities for analyzing economic problems, and the
means to bring together the services of top economists of the country.
The National Bureau has made great contributions to the under-
standing of our economy. Dr. Fabricant, we are pleased to have you
with us this morning, to discuss the significance and shortcomings
of economic comparisons.

STATEMENT OF SOLOMON FABRICANT, DIRECTOR OF RESEARCH,
NATIONAL BUREAU OF ECONOMIC RESEARCH

Dr. FABRICANT. Thank you. Economic growth here and abroad is
a matter of first-rate importance; not only with respect to opulence,
to use the words of a famous economist, but also with respect to defense.
I am very glad therefore to be able to appear before the subcommittee
and appreciate this opportunity to participate in the discussion. I am
sorry I don't have a prepared statement, and trust you will bear with
me while I speak extemporaneously.

Economic growth poses a problem that involves many elusive facts,
the interpretation of these facts and judgments on difficult questions
of high policy. On all these things many things may and need to be
said. I can emphasize only a few points of special importance. Par-
ticularly I wish to comment first on the difficulties of measuring eco-
nomic growth in a single country and on the further difficulties of
making international comparisons of economic growth.

We should recognize that the indexes of economic growth are crude
and we ought not to worry unnecessarily about differences which may
lie well within the margins of error of these estimates. If one were
to tabulate the rates of growth in the score of countries for which
some sort of national income per capita estimate is available over the
past half century the United States might appear to be ranked in the
upper half, but not in the upper quarter. But among the omissions
are to be counted most of the underdeveloped countries, all presumably
with very low rates of increase in national income per capita. Ana
to judge from what is known of the methods by which the available
indexes were calculated for the countries included, one could not be
confident that the ranking indicates any more than that over the
past half century a few other countries may have enjoyed rates of
increase in per capita income approximately equal to our own.

Measures of growth are lacking or, if available, are rough, because
information on the simple facts of output, population, and other basic
economic quantities are not adequate.

While we have a fair idea of current levels of these quantities in
the United States and other Western countries, our factual basis
diminishes in scope and validity the further back we go in time.

The same may be said, also, of contemporary levels as we extend
our view toward the less well-developed areas of the world and, of
course, to the countries separated from us by the Iron Curtain. There
is a related difficulty.

National income per capita is not the only measure of growth, as
Dr. Keezer pointed out. There are also per capita gross national
product figures and per capita gross national product exclusive of
governmental goods and services, not to mention also the aggregates
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before converstion to a per capita basis. Even for national income per
capita several varying estimates are in existence. Unlike the rest of
us, for example, the Russians like to omit services from their esti-
mates of national income, and Western students of Russia have plenty
of trouble putting services into the Russian figures. All too frequently
measures based on diverse concepts are gathered together in the same
table, despite the differences among them, because no standard sets
of figures are available for all countries, or even for the same country,
over any length of time. This heterogeneity of concept and measure
would cause trouble in using the sort of table to which I referred a
moment ago.

Even when the figures are apparently standardized, comparisons
may be biased. To illustrate, most of our series on national product-
whether gross or net-are based largely on market transactions. Non-
market transactions, such as those involving production in the house-
hold, are very inadequately covered by statistics, yet it is one of the
characteristics of economic growth and development that brings a de-
cline in the relative importance of the nonmarket sphere in produc-
tive activity as a whole.

This particular deficiency tends to introduce an upward bias in all
measures of economic growth. Furthermore, the bias is probably
more serious during the earlier stages of transition from an agricul-
tural to an industrialized economy than in the later stages, and, there-
fore, comparison of the economic growth of countries at different
stages in the process of industrialization may be distorted.

Still another significant deficiency in our measures of growth lies
in their failure to take adequate account of improvement in the quality
and variety of economic goods and services, such as we and other
Western countries have experienced. If, as appears to be the case, the
Soviet-type economies have expanded their output without advancing
as rapidly as other countries in the variety and quality of the goods
they produce, the available figures must produce a biased comparison.

Fluctuations in the rate of economic growth brings me to my second
point. Economic growth has not proceeded smoothly. I refer here
not only to business cycles but also to the long swings, the swings
in decade rates of growth that may be observed in the figures for
various countries. In the United States, for example, the average
rate of growth in national product or national product per capita
during the most recent decade reflects a new primary trend. It might
than tTie average rate of growth during the preceding or the following
decades. This instability is especially disturbing when comparisons
are made of the growth of different countries over relatively short
periods of time.

A disparate rate of growth over a particular decade or so may
reflect not a disparity of truly long-term trends but a difference be-
tween countries in the phase or intensity of the larger or shorter
swings or in the presence of special and temporary factors.

The point is also of importance when we come to project rates of
growth into the next generation or two. It would be hazardous to
assume, in the light of our experience, that a higher than average rate
during the most recent decade reflects a new primary trend. It might
simply mean the ascending phase of a long cycle.

Projections stumble not only over the difficulty with long cycles
but also over the biases referred to a moment earlier. To put the
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point briefly in terms of a question, if Soviet Russia should decide
to divert some of its resources to improving the quality and variety
of the consumer goods and services that it produces, as well as their
quantity, would Russia be able to maintain its past rate of growth
in aggregate output as this is ordinarily measured?

There are many other problems encountered in making projections
of our growth and that of other countries. No matter how carefully
they are made, projections must rely heavily on and reflect many as-
sumptions, the validity of which is at best doubtful. Can we be sure
that the long-term trends of the past, or the trends over the postwar
decade, in such variables as population, percentage of the population
in the labor force, hours of work, output per man-hour particularly,
and so on, will be maintained? Yet every projection that has been
made is based in large degree on the assumptions that past trends
may be extrapolated, with or without adjustments that must also be
based on assumiptions.

Mr. Gainsbrugh, I am sure, will want to comment on this in fuller
detail, and my own views have been set forth in a paper which I offer
for the record, Mr. Chairman, if you so wish.

(The document referred to is as follows:)

TEE LONGER FORWARD LooK: SOME CRITICAL REMARKS

(By Solomon Fabricant*)

Of course, the coming year is not our only concern. The economic outlook is
not bounded by a horizon fixed by the conventional calendrical unit. We stand
here and look forward along a road that extends indefinitely into the future.

To look is not necessarily to see. The landscape before us is shrouded in mist.
Yet it is obvious that virtually all of us expect eontinued.growth in our economy.
We look forward to a rising trend in real income per head of the population, in
population itself, and. therefore, also in aggregate real income.

This is not merely a hope. It is an expectation, and it is an expectation shared
by persons with diverse views about the forces that make for growth, or even
agnostic about them. Those who disclaim knowledge of the causes of economic
growth do not hesitate to extrapolate trends of long standing. Those who believe
in the power of individual enterprise to generate progress in the future, as it has
in the past, are willing to do likewise. And so, too, those who feel they have seen
signs of weakening in the power of individual enterprise or detected hardening in
its task-they rest their expectations of continued growth on faith in the power
and willingness of collective enterprise, particularly government, to offset the
factors tending towa id stagnation. In all cases, expectations about future trends
are deeply, if not entirely, colored by the pattern and rate of growth in the past.

The expectation of continued growth is so widely held and based so heavily on
past trends that reductions of it to arithmetical terms, of the sort more or less
descriptive of the past, look eminently reasonable to most of us. We are all
familiar with the figures. They have appeared in greater or less detail in state-
ments of the President, in reports by the staff of the Joint Committee on the
Economic Report, in publications by research institutes, and in private reports
prepared for businessmen. And they are all much alike.

We need not take the time here to add to the list. Rather than repeat the ex-
ercises, let us review the figures alerady available. And for this purpose we may
take advantage of the labors of the staff of the joint committee. I should men-
tion that my choice of their particular set of figures is not in any way meant to
be invidious.

*Dr. Fabricant Is director of research, National Bureau of Economic Research, and pro-fessor of economics, New York University.
Source: Paper presented at the Third Annual Conference on the Economic Outlook at

the University of Michigan. November 10 and 11, 1955.
' Potential Economic Growth of the United States During the Next Decade, materials

prepared for the Joint Committee on the Economic Report by the committee staff, Wash-
ington, 1954.
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You will recall how the projections from the 1953 level to 1965 run. The popu-
lation of working age, 14 and over, is expected to rise at an annual rate of a bit
over 1.3 percent. Projecting a slight average increase in labor-force-participation
rates, total labor force will then rise a little faster, 1.4 percent. With only a
moderate reduction in the absolute size of the Armed Forces (which assumes, of
course, substantial continuation of the cold war), the civilian labor force would
rise closer to 1.5 percent. Then, on an assumption of something like 4 percent
unemployment in 1965, compared with 2.5 percent unemployment in 1953, civilian
employment would rise at a rate of a little less than 1.5; say, 1.4 percent. Hours
per worker are projected at a falling rate of 0.8 percent; man-hours put in
would then go up at a rate of 0.6 percent. Output per man-hour is projected at a
rate of 3 percent for agriculture, 2.5 percent for the rest of the private economy,
or a little over 2.5 percent for both combined. This, together with an assump-
tion about stability in the proportion of income that originates to government,
leads to a projection of 3.2 percent for total gross national product in constant
prices. With population projected at a rate of 1.5 percent, slightly above
that for labor force, we have 1.8 percent per annum for real gross national prod-
uct per person. This, it may be noted, is practically the same as the rate aver-
aged over the past 75 years. 4

Here we have not simply a goal, but in the words of Grover Ensley, the joint
committee's staff director, also "a consensus of what leading economic analysts at
this time consider to be reasonable assumptions for use in private and public
planning for the decade ahead."

These projections, and others of similar type, are designed "for use." In order
to use them properly, if we are to use them at all, we must bear in mind a number
of questions that cannot be excluded from our formulation of future prospects.
Let me, by confining our attention to them, emphasize two thoughts: One relates
to the range of economic experience in the past, assuming that experience con-
tinues to have significance for the future and thus for long-time projections. The
other, naturally, focuses on the validity and meaning of this assumption.

As I have said, long-range projections are heavily dependent on the trends
we have experienced in the past. But our experience has been a varied one; no
economic series, of which we have knowledge, has been characterized by a trend
that may be called uniform for every decade in the record. Over some decades
the trend has been at a rapid pace; over others at a slow pace. And the variation
has usually-in the case of a series of particular concern here, has always-been
sufficiently great to cause some concern when we examine projections made for a
decade ahead.

Consider the decade trends of output per man-hour, a piece of information that
Is crucial in all projections of gross national product. For private nonagri-
cultural industry, John Kendrick's estimates for the past half century indicate
that decade-average rates of increase range from 1.2 percent per annum to 2.8
percent per annum, with 3 of the figures under 2 percent and 5 between 2 and 3
percent. And for agriculture, the range is from a third of 1 percent per annum
to 3.2 percent, with 4 of the figures under 1, 2 between 1 and 2, and 2 over 2.'
It is difficult to know how much reliance may be put in a projection for a single
decade ahead that is based on any one or an average of any group of these diverse
decade rates.

Mere variation in decade trends would not be as troublesome in making projec-
tions for a decade ahead if the variation were itself systematically related to
time. But neither of these two series, not even agricultural output per man-
hour when the data are pushed back to 1870, reveal any clear-cut and systematic
pattern of deviation from a straight-line secular trend. Nor can we see any
reasonable approach to periodicity in the swings about the secular trend. "The
crux of the difficulty in establishing an orderly pattern of long-term change," as
Simon Kuznets put it in his important paper on the subject,' "lies in the fact
that, in the absence of effective theory or even of working hypotheses, a great
variety and wealth of data are needed to discriminate among the many models
that can be used to describe the major characteristics of change. Yet no such
variety of data is available. * * * With the available data, it is extremely
difficult to choose even among the simple models used to describe the underlying,

I There are eight figures for the period covered. 1 899-1953. hecause the decade rates are
derived from comparisons of the level In 1899-1908 with the level in 1909-18. 1909-is with
1919-20. etc., and of the level in 1904-13 with the level in 1914-23. 1914-23 with 1924-33,
etc. The estimates will he given in detail in Dr. Kendrick's report, to be published at a
later date by the National Ilureanu of Economic Research.

Concepts and Assumptions in Long-Term Projections of National Product, in Long-
Range Economic Projections, Studies in Income and Wealth, vol. 16, 1954, p. 14.
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primary secular trends. Yet our projections into the future will differ signifi-
cantly as we use one model rather than another. * * `" If, Dr. Kuznets added,
we try to allow for long cycles In our projections-and this would seem to be
essential in making projections for a decade or two-"the possibility of deriving
a given pattern becomes even more remote. The power of discrimination which
our limited data permit us to excise in choosing among the possible patterns for
purposes of projection is still weaker."

Of course, the joint committee staff, and others engaged in making projections,
have recourse to some "working hypotheses," in selecting out of the diversity of
experience a basis for their projections. Thus, in the case of agricultural output
per man-hour, the rate selected, 3 percent per annum, is "somewhat less than the
average of recent years, but higher than the 1910 to 1953 average of about 2
percent. This assumption reflects the continued effects of technological changes
on agriculture, such as increased mechanization, improvements in plant and
animal breeding, use of antibiotics, and increased use of improved fertilizers."

We might grant that it is these factors that accounted for the spurt in labor
productivity in farming after the middle thirties. But we would need to be
reasonably sure, also, that they could and would continue on into the decade ahead
of us. This means not merely that we wouldkexpect use of fertilizers, for ex-
ample, to continue; it means that we would expect growth in the use of fertilizers,
and improvement in their quality, to continue, and that we would expect, also,
these to lead to further increases in yields. How much of the past spurt reflects
temporary factors associated with the high level of farm income and short labor
supply during World War II and later, remains a question. So, also, does the
adequacy of the slight allowance made in selecting a rate somewhat less than the
average of recent year.

A footnote to this section of the joint committee staff report opens up another
question-the choice among alternate estimates of past trends. Kendrick's esti-
mate of farm-labor productivity over the period 1910 to 1953 is 1.2 percent per
annum, as compared with the estimate used by the joint committee staff-one
derived by the Department of Commerce-of 2 percent per annum. When
differences reflect improvements in the underlying data, as is partly the case
here, no problem of choice arises. But part of the difference is the result of
shifting the weight-base from 1939 to 1947-49. This shift is not an improve-
ment. It merely provides an alternative estimate, and the choice must be made
on other grounds.

Statisticians among us may find it amusing to consider the question. In looking
forward from the current period to the future period t+10 are we projecting
an index calculated on the weight-base t? And is the extrapolation to be made
using the trend of an index on the weight-base t-10, or on the weight-base t?
My offhand opinion is that we aim at projecting the index on the base t, and
that the historical index should be on the base t-10. But that choice is argu-
able. A choice has to be made, for the alternatives may be expected to differ.
Economic growth, we know, is definitely associated with relative price changes.
That such changes may be expected to occur and should be free to occur is ex-
plicitly noted in the report of the joint committee staff.

As in the case of agriculture, the rate of increase selected for output per man-
hour in private nonagricultural industry is somewhat below the recent average
hut above the 1910-53 average. The latter average is about 2 percent; the rate
selected for projection is 2.5 percent. This assumption, the report states, "re-
flects crudely the effects expected from the high rate of investment and tech-
nological advances in recent years, which are assumed to continue over the next
decade."

Here we may raise a question, first, about the strength of the impact of high
investment upon output per man-hour. That the historical relation between
capital investment and output per man-hour is affected by the presence of other
important factors, is clear from a recent paper by Daniel Creamer.' Relative
change in output per worker was only moderately correlated with relative change
in capital per worker between 1900 and 1929, when change in each industry over
this period is taken as the unit of observation. For manufacturing as a whole,
when ehanges over different time periods constitute the units, the picture is even
muddier. Between 1919 and 1929 capital per man-hour rose by 32 percent in
manufacturing, while output per man-hour went up by 50 percent. But between
1900 and 1909, a rise of 32 percent-the same figure-in capital per man-hour was

' Capital and Output Trends in Manufacturing Industries, 1880-1948, Occasional Paper
41, National Bureau of Economic Research, 1954, pp. 71, 74.
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accompanied by a rise of only 8 percent in output per man-hour. While none of
us would doubt that investment contributes to the increase of productivity, it
is not obvious how much may be expected at any particular time from a high
rate of investment. So much seems to depend on what is happening to other
things.

The second point is as important. "Technical advance" is a short and some-
times misleading term for a host of influences of which we know little more than
the names which we have given them. These include not only technology in the
narrow sense but also management and labor effort and efficiency associated with
training and attitude, as well as a variety of institutional factors of importance.
Current discussion of the rate and probable effects of automation have served
to reveal our ignorance in that particular area. Nor do we know, to turn to
another problem, whether output per man-hour would move up more rapidly
than in the past if business cycles were moderated, as is assumed in the
projections.

We can see why, in this connection, the joint committee staff report adds the
highly qualified statement that "there is some evidence that a period of high
investment, such as is assumed, would be accompanied by a rate of increase (in
output per man-hour in nonagricultural industry) as great as 3 percent per
year, which, if true, would result in adding about $30 billion at 1953 prices (that
is, about 5 percent) to the potential annual gross national product in 1965."

The total population figures will be discussed at another point in the confer-
ence's program; we, therefore, need not examine them in any detail at this
time. In any case, it would seem, it is the population of the group 14 and over
in 1965 that is important for us. Except for minor questions about mortality
and immigration, the size of that group can be reliably estimated from the popu-
lation already in existence today.

However, the future fertility rate may affect the labor-force participation rate
of women in 1965. The troubles encountered by the Bureau of the Census in
projecting fertility rates are well known. In fact, the Bureau of the Census has
already made significant revisions in the estimates which underlie the joint
committee staff projections. -

When we look into the future, it is difficult to say what effect continued high
prosperity, such as is postulated, may have on the participation of women in
the labor force, not only through its effect on births but in other ways as well.
But the point is more general. Changes in labor-force participation rates have
varied from one decade to another for other sizable groups besides women of
child-bearing age. The Census Bureau has indicated its uncertainty about the
future labor-force participation of older persons.

As for the decline in hours, it may suffice merely to mention the discontinuities
revealed by the record, and the bearing this has on the assumption that the
secular trend in hours may be projected over the next decade. Hours are
strongly influenced by severe depression and war. These have been assumed
out of the picture. If the other factors that affect hours lead to no significant
change, such as was their net result over the past 20 years, then, as the joint
committee staff report points out, gross national product in 1965 might be close
to a tenth higher than the projected figure.

So far we have been considering the output side of the projections. There is
also an income side. Naturally, the aggregate on the income side must be con-
sistent with, that is, equal to, the aggregate on the production side. This criterion
of consistency is met in the projections made.

But the criterion does not help in projecting the distribution of income, even
if only by type of income. The income side is not given in detail in the report of
the joint committee staff, but it is made clear that substantial continuation of the
1953 percentage division of income between property income and service income
is assumed. This means, first, a considerable rate of increase in real hourly
earnings, one approximately equal to the assumed rise in real gross national
product per man-hour. It implies, second, approximate stability or perhaps even
a slight decline in the rate of return on capital. This projected distribution of
income is not out of line with average long-run experience, insofar as we can tell
from our records. But here, too, we discover variation in the trend from one
decade to another.

Another question arises with respect to the assumption that the income side of
the projections is adjusted to the production side. The reverse is also true, as is
noticed briefly in the joint committee staff report. What happens in the markets
for labor and capital influences not only factor rates but also factor supplies,
and thus the volume of output. The two sides of the account must, in fact, be
calculated simultaneously. But we have only fragmentary knowledge of the
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theory of production and distribution in an expanding economy. Anyone of a
rather large variety of simultaneously determined and apparently consistent
projections of income and output might look reasonable to our innocent eyes.

There is, further, an expenditure side on which most projectors, including the
joint committee staff, are more explicit. Distribution of the 3.2 percent annual
increase in GNP among types of expenditure (all, of course, in constant prices)
is projected as follows: Consumer expenditures at 3.5 percent per annum, gross
private capital formation at 4.2, and Government expenditure-with national-
security expenditures held at approximately present absolute levels, which, of
course, is lower than 1953-at only 1.1 percent. (If the base is shifted from
1953 to 1954 or 1955, the rate becomes 2.1 percent for Government expenditures.)

These projections mean an increase in the proportion of private gross capital
formation to gross national product from about 14 percent in 1953 to about 15
percent or so in 1965, or of private net capital formation to net national product
of about 6.6 to 6.8 percent. This increase in net capital formation, $11 billion
in 1953 prices, is assumed to be financed by an increase of $3 billion in personal
saving, $2 billion in corporate saving, and a reduction in Government deficit of
$5 billion.

These, in turn, involve a number of further assumptions, some of which touch
on such major problems as the connections between fiscal policy and the goals of
full employment, economic growth, and price stability. It is here that the joint
committee staff makes one of its excursions into the realm of policy, and turns
to the view that the projections are designed to uncover problems. But the
comment is brief-that Federal tax reductions can in some way "facilitate ad-
justments in consumer budgeting patterns," adjustments which may be required
to take goods off the market.

The projection of personal savings is, with some hesitation, that of decline
from 8 to 6 percent of disposable income. Support for this projection is a "con-
sensus" of "a trend toward a somewhat lower savings rate." LRaymond Gold-
smith's figures, the longest available historical series, may possibly suggest a
slight downward secular trend in the ratio of personal savings to disposable
personal income (when savings are defined, as we must for consistency with the
joint committee figures, to exclude consumer durables).' But a safer conclusion
might be that the trend is approximately horizontal. As the joint committee staff
report stresses, the statistics of savings are less reliable than in other areas, and
we know too little about the factors that affect savings.

Indeed, the whole field of savings theory is in ferment. Exciting work is
going on, here in Ann Arbor and elsewhere: Dr. Mueller referred to the work
being done by Modigliani and Freedman. This work promises significant ad-
vances in our knowledge. At the moment, however, there are still differences of
opinion about the reasons for the relative stability or slight decline of the personal
savings-income ratio in the past. Nor, therefore, can there really be a general
consensus of opinion about the future course of savings, even if the factors
operating in the past persist into the future-factors like the rise in family
income, the increase in wealth, the shift of population from farm to city, the
change in size of family and in other structural characteristics of the population,
and the change in the rate of return on capital. The report stresses that "Judg-
ments vary as to the weight each factor should receive, and even in some cases
as to the direction in which it might influence the savings rate." But, in addition,
we are not sure how all these factors will change. The changes in some of
them are explicitly set forth in the projections; for example, a shift from the
farm to the city and changes in the population structure. Others, however, are
only implicit and lie deep.

There are also some new items that need to be added to the list of factors
affecting saving. The very assumption of high-level employment in 1965-
and during years intervening between now and 1965-is one. The uncertainty
of income is surely a major reason why people put money aside for a rainy
day. Consider, therefore, the possible implications, for savings, of 20 years of
high stability of employment, and along with it penetration into the con-
sciousness of the mass of the people, of the contribution of social insurance and
other Government programs to the promotion of personal security.

As the report states in discussing the savings projection, "when approaching
the problem of projecting for a period over a decade into the future, the pos-
sibilities fan out over a greater range than with many economic data." Indeed,

IA Study of Saving In the United States, vol. I, Princeton University Press, 1955, cb.
II , sec. 4.
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"equally rational analyses can be constructed which would justify placing the
rate as low as 4 or 5 percent or as high as between 9 and 10 percent," rather
than at the 6 percent selected. This means, of course, that not only the savings
but also the investment and Government deficit projections, not to mention
other variables, are in doubt.

Having touch on investment, let me add a further word. In the discussion
of the demand for capital it is merely stated that investment opportunities will
exist, that the sum projected could be financed, and that the postulated rise in
corporate profits after tax should provide incentive. There is no systematic
effort to discuss the subject. Nothing explicit is said, for example, about the
capital-output ratio, of which much has been made in the literature. But we
can understand the difficulties that would confront anyone who- tried seriously
to come to grips with the problem. As in the case of savings, not only is our
knowledge of factors operating in the past scantier than we would wish, but it
is difficult to know what to say about new factors. Here, too, we must ask,
what effect might long experience with, and therefore increased confidence in,
stable growth have on the demand for capital?

And what about the implications, for investment, of the assumption of a
steady price level? Let me merely point to what seems to be only a technical
question-the effect on depreciation charges, and therefore on calculated profits,
of a shift from a period or rising prices to a period of stable prices.

Since I have referred to long cycles, I should mention also the possible bearing
on projections of investment of such important components as building con-
struction. Kuznets, who has been doing more work on the question of long
cycles than anyone else of whom I know, has expressed the opinion that long
swings in the rate of growth are likely to recur. Immigration's role may be
smaller; but that of birth rates, for example, larger.

Long-range projections may be viewed as estimates made on reasonable
assumptions which may provide the basis on which public and private planning
may proceed; that is, as forecasts-conditional forecasts, of course, but never-
theless, forecasts. They may be viewed, alternatively, as goals to be striven for
or as means of unearthing the problems that may be encountered in attaining
these goals.

Do they really have value for these purposes? When we view projections
as forecasts, our first complaint, I daresay, is that they usually fail to cover
the crucial questions. As we look 10 or more years ahead, are not the really
crucial questions whether the cold war will heat up, whether we will see
any serious depressions, whether price levels will change appreciably?

Let us grant immediately that economists are entitled to confine themselves
to conditional forecasts that exclude the possibility of war. But are we ready
to grant that they may properly assume the avoidance of severe depression?
And if we grudgingly say "Yes" to this question, must we be satisfied with
projections that also assume no inflation?

With this off our chests, we may consider the projections as they are, with
the conditions that are attached to them.

When we view these projections as conditional forecasts for general pur-
poses, our discussion perhaps boils down to this conclusion. In the absence of
adequate knowledge of the process and causes of economic growth, the pro-
jections should be presented not as unique quantities or as unique quantities
qualified with some textual observations. but as a variety of alternative pos-
sibilities, weighted (to the extent possible) with the aid of an analysis of
historical experience.

I can imagine the complications that would result from the variety of
combinations possible-all internally consistent-if the projections were to be
made in terms of the many factors considered by the joint committee staff and
by other projectors. For what I have in mind is something more complicated
than the threefold type of estimate presented, say, in the Twentieth Century
Fund study of America's Needs and Resources. The variety of combinations
would constitute a frequency distribution of alternatives corresponding to just
1 of the 3 estimates in that list. But the moral would be quickly drawn. The
morass of figures could be avoided, and perhaps little lost, if the whole procedure
were to be drastically abbreviated. A few alternative projections of gross
national product, based simply on a set of assumed trends as to labor force and
income per member of the labor force, might suffice. If general expectations
of the sort we all have concerning future long-term growth need to be put into
quantitative form, these crude estimates might serve that vague purpose.
They would serve it more cheaply, and with less risk of misleading the man
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in the street-at any rate so long as so much of the basic knowledge needed is
still to be acquired.

As for long-term projections viewed as goals, the difficulty here, of course,
arises out of a simple fact. Our people are free to make their own decisions.
The appropriate national goal, therefore excluding military considerations-
is not a particular level of gross national product, or employment, or even
productivity. It is, rather, an environment within which our people may be
able to work and live and improve themselves in the manner dictated by their
moral sense and their zest for life.

Probably the major objective of projectors is to discover what is needed to
further our national goal. This, of course, is the objective of all scientific work
in economics. I wonder, however, whether any of the elaborate projections of
the economy as a whole so far made-that is, projections of the sort that we
have been discussing-have helped us significantly to get closer to this objective.
It seems to me highly doubtful, in the present state of our knowledge, that a
serious claim can be made that long-term projections might help to uncover
inflationary or deflationary "gaps" or similar threats to our economic advance.
The responsible advice that we as economists have so far to offer, for safe-
guarding and strengthening the sources of economic progress, suggestions for
stimulating competition, and so on, has not been improved by these projections.
To the extent that resources have gone into them-resources that could have
been used to widen our knowledge of the connections among economic variables-
we are not as close to our objective as we might have been.

A final word to make my position clear. I do not reject attempts to outline
the several probable futures in general terms. We all have to make such
efforts. But I must confess to feeling uneasy when I encounter a set of numeri-
cal projections for the economy as a whole that seems to provide a carefully
drafted, detailed, and scaled map of the road before us. It is hard to see how this
can be useful in the present state of our knowledge. Those of us who have
attempted to plot in some integrated and quantitative fashion the historical
development of the several parts of the American economy, and to trace their
subtle interrelationships, are keenly aware of the gaps in our facts and in our
understanding of these facts. Many of these gaps are open even today. Even
the current state of affairs is seen as through a glass, darkly. We are simply
not yet ready to do the sort of job of probing the future that we would like to
do and hope someday to be able to do. Must we pretend to do what cannot
yet be done?

Dr. FABRICANT. I have the feeling that in making these projections
we have been performing arithmetical exercises of doubtful value.
Indeed these exercises may be diverting us from more important anal-
yses by posing artificial problems like the danger of a savings-invest-
ment gap 10 or 20 years hence. We need to further our understanding
of the causes of economic development if we are to improve our
projections.

We must go inside the aggregates to which so much of our attention
is being devoted.

I have already mentioned that a characteristic of economic develop-
ment is the transfer of work from the household to the market econ-
omy. The two sectors grow at different rates. This difference is but
one example of many such differences. Growth in the volume of goods
and services per capita is accompanied by constant fluctuation in the
kinds and quantities of goods and services produced, in the types of
industries in which workers and capital find employment and in the
distribution of activity among geographical areas.

For economic progress takes place through the development of new
products, better materials, more efficient machines, and superior meth-
ods of organization and this means also that old products become
obsolescent, inferior materials are discarded, one occupation loses
workers to another. Economic growth necessarily means diversity in
rates of growth in different parts of the economy and in fact actual
decline in some sectors.
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This divergence of rates of growth in the several parts of the econ-
omy is a major source of some of our difficulties in measuring the
economic growth, for in our measures of the aggregate we must some-
how express this great diversity in a single figure. It also makes
dangerous generalizations about aggregate growth that are based on
any limited components of the aggregate.

But this divergence is even more important for another reason. It
points also at the basic causes of our growth and at the policies that
need to be strengthened if we are to maintain growth here and in the
economies of our friends.

The development of new and improved products, materials and
methods, and the transfer of resources from declining to expanding
sectors of the economy reflect the efforts of our people to improve
themselves economically. These essential steps in the process of eco-
nomic growth do not happen by themselves. Businessmen seek new
sources of profits. Workiers move to better paying jobs. Investors
put their capital into industries with superior prospects. Parents
educate their children. Government plays a part by maintaining com-
petition and investing in necessary public improvements. Economic
growth results from enterprise and investment on the part of all
sections of the population.

Each section has an essential contribution to make. Each must be
permitted and encouraged to make that contribution. There is far
too much emphasis in our thinking and in the thinking abroad on the
role of some one factor, whether that be government, the entrepreneur,
the investor, or the saver.

Thank you.
Reprsentative BOLLING. Thank you, sir.
The next speaker this morning is Prof. Gregory Grossman of the

department of economics of the University of California and presently
working at the Russian Research Center of Harvard University.

He is already the author of a number of important studies on Soviet
economic affairs, building a high reputation for his careful and objec-
tive scholarship.

We are pleased to have you, Dr. Grossman, to discuss growth of the
Soviet economy.

STATEMENT OF GREGORY GROSSMAN, RUSSIAN RESEARCH CENTER,
HARVARD UNIVERSITY

Dr. GROSSMAN. Thank you, Mr. Chairman.
It is a privilege indeed to appear before your subcommittee this

morning.
I should also like to remark that I agree wholeheartedly with the

qualifications to any study of economic growth which have just been
introduced by Dr. Fabricant.

It is never easy to summarize in a few minutes the growth of a com-
plex industrial economy.

It is particularly difficult to do so in the case of the Soviet Union,
where the published statistics are sketchy and often intentionally mis-
leading, where money values are of uncertain meaning, where the
development itself has been (at least by our standards) extremely
uneven, and where there have been very few periods that can be even
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remotely characterized as normal. To anticipate your interests and
at once to simplify my task I shall concentrate on the most recent past
and on the immediate prospects, sidestepping both the fuller historical
record of Soviet economic development and long-range projections
into the future.

The job of repairing wartime damage in the Soviet economy was
not, by and large, completed before 1950, so that if we wish to study
the recent record we must restrict our attention to the period of the
fifth 5-year plan, which ran from 1951 through 1955.

This is obviously not a very long period on which to rest an ap-
praisal of the Soviet rates of growth; nor were the years particularly
normal for they witnessed the Korean conflict, Stalin's death and the
change in leadership, and several major revisions in domestic and
foreign economic policy. Nonetheless, it may not be entirely useless
to examine briefly the record of accomplishment over the last half
decade.

I need hardly stress that the creation of the implements of war and
of the sinews of industry, both products of heavy industry and of con-
struction, enjoys the foremost priority in the Soviet pattern of devel-
opment. While I have no direct evidence to offer regarding the growth
in the output of munitions over the 5 years in question, such indirect
economic evidence as can be marshaled corroborates the general public
impression that progress in this area has been a rapid one. As to
civilian goods, the output of many important products of basic indus-
try-fuel, power, metals, basic chemicals, and building materials-
increased by 50 to 90 percent over the period. or at the average rate
of 8'/2 to 131/2 percent per year. Construction activity and the output
of civilian machinery increased to approximately the same degree.
The output of major industrial consumers' goods-processed food-
stuffs, textiles, and footwear-rose by some 30 to 60 percent, or 51/2 to
10 percent per annum on the average, although production of certain
consumer durables, still largely in the luxury class in the Soviet
Union, grew much more rapidly.

Bracketing together all industry and construction we might find, in
my opinion, an overall increase of, say, 60 to 70 percent, or 10 to 11
percent per year. Though very high by western standards, this over-
all rate of growth is probably even somewhat lower than that which
obtained during the first two 5-year plans, 1928-37.

Since agricultural production only barely kept ahead of the growing
population it was primarily industry and construction that enabled
the national product as a whole to rise quite rapidly, too.

By very rough estimate, the Soviet gross national product may
have grown between 1950 and 1955 by some 6 to 7 percent per year on
the average. Although the total population increased by almost 9
percent, and the urban population by 20 percent, per capita consump-
tion levels improved very considerably over the 5 years in question,
with the major exception of urban housing where the situation con-
tinued to be very tight even by Soviet standards. And lastly, activity
in the fields of science, education, and medical care expanded greatly.

This creditable, though spotty, performance took place in spite of
very large diversion of resources to military end-use and an apparently
growing export of capital to China and other countries in the Soviet
orbit. How was it done? There is no miracle or mystery about the
rapidity of Soviet economic growth. Let me list some of the major
factors that tend to explain it:
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(1) An extremely high and steadily growing rate of gross invest-
ment probably averaging a quarter or more of the gross national
product for the years in question. In our much richer country this
proportion has varied in recent years between one-sixth and one-fifth.
A comparison of the rates of net investment, that is allowing for de-
preciation of capital, would probably go even more in favor of the
U. S.S. R.

(2) Very high selectivity in the orientation of investment, with
industry, transportation, and the building industry receiving over
half the total, and of this-heavy industry getting the lion's share.
It is this pattern of investment-the plowing back of much of the
output of heavy industry into its own expansion-that has enabled
the Soviets to develop very rapidly their capacity for the production
of capital goods and to undertake investment.

(3) Rapid growth of the nonagricultural labor force (by 25 per-
cent over the fifth 5-year plan period), and very extensive training
in scientific, technical, professional, and industrial skills.

(4) In agriculture, expansion of the area sown to crops by 27
percent.

(5) Continued large scale borrowing of western technological
progress combined with some indigenous technological advances.

(6) Full-though not always effective employment of labor;
some improvement of incentives to labor and management, particu-
larly in agriculture; and such beneficial effects on productivity as
rising standards of living and general educational levels may exert.

(7) And last but not least, the firm determination of the regime
to industrialize with the utmost speed, not bounded by the checks
of a democratic process.

Most of these factors will carry on into the near future, so that
continuing high rates of growth should be expected, although some
retardation in these rates may well be anticipated for reasons to be
mentioned presently.

Thus the current (sixth) 5-year plan, which is to run from 1956
through 1960, provides for a 65-percent increase in total industrial
output and a similar increase in investment activity, that is about
the same as or only slightly less than what was in fact achieved over
the preceding 5 years.

This target may well be approximately attained. On the other
hand the planned 70-percent increase in gross agricultural output
seems to stand a very much poorer chance of fulfillment, as it largely
rests on a highly optimistic intention to expand graincrops to about
the same degree.

As a result it is not likely that the gross national product will grow
any faster if as fast during the second half of the fifties as it did
during the first half.

In fooking ahead, we can discern both accelerating and retarding
elements in the Soviet economic picture; among the factors tending
to accelerate growth I might mention the rapidly expanding capital
goods industry and its corollary, a rising rate of investment out of
national product and the fast accumulation of technical and scien-
tific skills. Perhaps somewhat greater flexibility in administration
and planning, some improvement in incentives belong here too. The
list of retarding elements is longer. It includes the difficulties in
agriculture and the closely related problem of labor shortages; the
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necessity to allot a higher share of investment to transport, housing,
and other sectors which have hitherto been relatively neglected, but
cannot be so much longer; the need to begin replacing obsolescent
equipment and to invest in such capital-intensive pursuits as auto-
mation and atomic power generation; the virtual absence of suitable
additional land to expand crop production; the appreciable, though
as yet not very serious, exhaustion of the better mineral deposits; and
perhaps a decline in immediate opportunities for further technologi-
cal borrowing.

Lastly, andI shall return to this point in a moment, overshadowing
all these factors in its implications for the rate of Soviet growth is
the degree of diversion of resources to military end-use.

I shall devote the few remaining minutes to a discussion of some
of these points. We have heard much lately of difficulties in Soviet
agriculture.

With population growing rapidly and nutritional standards low,
a stagnant agriculture such as obtained in the last years of Stalin's
life unquestionably threatens the very basis of a country's existence.
But the extensive measures taken since by the new leadership seem
to be bearing some fruit, so that at least for the immediate future
the danger of retrogression has been stayed.

We must not be misled by the record grain crop collected this year,
an achievement that Khrushchev regards as a personal triumph and
as a source of strength in the international arena.

The longer outlook is still quite uncertain in this project.
In terms of growth prospects, the significance of the agricultural

problem is that attempts at its solution will absorb so much capital
and detail so much labor as to retard the expansion of those sectors
of the economy which the regime wishes to expand most.

While in its early years Soviet economic development was carried
along largely by enormous transfers of manpower from villages to
the cities, in the present 5-year plan the agricultural population is
apparently expected to maintain its size, and nonagricultural employ-
ment is expected to rise by 10 to 15 percent, which will barely com-
pensate for the promised shortening of the workweek-If that shorten-
ing, of course, takes place.

While the shortage of housing is probably another reason for
holding down the size of urban population, we must also bear in mind
that for demographic reasons the additions to the labor force will be
quite small for the next several years.

With nonagricultural labor scarce in this sense, renewed emphasis
is being placed on its productivity. For instance, all of the scheduled
increase in industrial output is to come out of the growth of man-hour
productivity. This necessitates not only better work organization but
also very extensive modernization and replacement of equipment.

Hence the heightened emphasis on automation, on borrowing of
foreign technology on an enornious scale, and on industrial research.
Labor productivity in many industries and individual processes is
still so very low by our standards that a large potential for improve-
ment clearly seems to exist.

At the same time Soviet machine-building capacity and engineering
skill have by now reached a level where such a large-scale moderniza-
tion effort can be launched, though it will of course be expensive in
terms of capital.
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Yet, productivity targets have not in general been met in the past,
and it remains to be seen how successful this second Soviet technologi-
cal revolution will be in this regard. Should the rise in productivity
fall behind plan while agriculture continues to perform short of
Soviet expectations, a very tight situation with respect to both capital
and labor may develop, and Soviet professions of concern for the
consumer and the worker may be put to a severe test.

But the dominating element in the picture-and it is largely an
unknown-is the degree of diversion of resources to military end-use
in the near future. The magnitude of such diversion at present
must be enormous. Though I have only the questionable budgetary
figures to go by for any overall appraisal of the Soviet military effort,
it must surely be currently withdrawing a volume of resources at
least half as large, and possibly nearly as large, as those going into
net investment.

Further the physical nature of the resources going into defense is
such that given the intention they could, by and large, be much more
easily shifted to investment use than to the satisfaction of consumer
needs, at least in the short run.

Moreover, given the Soviet system of priorities, it is reasonable
to expect that precisely this type of shift would be preferred by the
regime, though perhaps some of the resources may also be channeled
to help solve the agricultural problem and to expand economic and
technical assistance abroad. Thus, we may well expect that any
major disarmament on the part of the Soviets, without here even
affecting basic weapons development and research, would sharply
raise the volume of capital formation, and hence would substantially
boost the speed of industrial development and the rate of growth of
the national product. We may note that the two times when the
opposite happened, that is, when military preparations were sharply
stepped up in the late thirties and again at the time of the Korean
conflict, investment was forced to bear, and bear heavily, the brunt
of these decisions.

Needless to say, even a few additional percentage points per year
in the rate of growth of Soviet industrial output and gross national
product may shift decisively the balance of world economic power
a decade or so hence.

I thank you.
Representative BOWLING. Thank you.
So far this morning we have been given brief pictures of the de-

velopment of the United States and Soviet economies, and have been
afforded some discussion of the problems of making comparisons
over time and between nations. Now we will have an opportunity
to hear the discussion broadened into a balance sheet comparison, as
it were, of the economic strength not alone of the two major powers,
but also of associated states of the Communist and non-Communist
worlds.

Our next speaker is one of the best known analysts of Soviet af-
fairs because of the position he holds with the New York Times.
We are glad to have with us Dr. Harry Schwartz, the specialist on
Soviet and satellite affairs of that newspaper. Dr. Sclwartz has
served in Government as well as contributing widely quoted articles
to the Times. Today drawing upon his work in economics of the Iron
and Bamboo Curtain countries, we will be interested in having his
views on what is a very confused subject.
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Dr. Schwartz?

STATEMENT OF HARRY SCHWARTZ, SPECIALIST ON SOVIET AND
SATELLITE AFFAIRS, THE NEW YORK TIMES

Dr. SCHWARTZ. Thank you, Mr. Chairman. I am grateful for the
privilege of appearing before this committee. Before commencing
with my testimony, and I must apologize for not having a prepared
statement, I should like to first have it noted on the record that I am
speaking for myself and not for the New York Times, and secondly,
I should if I may, like to introduce just two pages of tables, basic
tables, into the record.

Representative BOLLING. They will be placed in the record.
Dr. SCHWARTZ. Thank you, sir.
(The documents referred to are as follows:)

Estimated production of coal, oil, steel, and electricity in 1938,1950, and 1955 in
the entire world and in the parts of the world which were Communist and
non-Communist in 1955

I. 1955

Commodity Unit World Commu- Non-Com-
nist munist

Coal -Million metric tons -1, 80 700 1,100
Oil- do -778 84 694
Steel -------------- do- 269 62 207
Electricity -Billion kilowatt-hours -1, 521 260 1,261

II. 1950

Coal I -Million metric tons -1,80 460 1,120
Oil- -- do -523 44 479
Steel -do -189 36 153
Electricity - Billion kilowatt-hours- 954 140 814

III. 1938

Coal I -Million metric tons -1, 3071 372 935
Oil- do -272 37 235
Steel -do -110 27 83
Electricity -Billion kilowatt-hours -460 70 390

X Coal includes hard coal equivalent of brown coal and lignite output.

Sources Derived from data in the United Nations Monthly Bulletin of Statistics, October 1956, pp. x and
xi; Statistical Yearbook of the United Nations, 1954, passiin; official statements of the governments of the
Soviet Union and Communist China; Voprosy Ekonomiki, No. 3,1956, p. 165.

Estimated output of coal, oil, steel, and electricity in the Communist countries
in 1956 and the 1960 output goals for these countries

Commodity Unit Estimated Planned
l9E6 output 1960 output

Coal t - -Million metric tons - -750 1,000
Oil do 97 165
Stew,-----------------el--d ---------------- - - 68 95
Electricity Billion kilowatt-hours 287 470

'Coal includes hard-coal equivalent of brown coal and lignite output.

Sources: Estimates of 1956 production obtained by adding announced anticipated 19E6 output of the
Soviet Union and Communist China to the 1955 production of other Communist countries. This assumes
other Communist countries, in 1956, will be unchanged in total because of Polish and Hungarian difficulties;
1960 plan figures based on data in Kommunist, No. 7, 1956, pp. 68-69.
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Output in Communist Eastern Europe' of coal, oil, steel, and electricity in
1988, 1949, and 1955

Commodity IUnit 1938

Coal I- Million metric tons -188 271 395. 9
Oil do ------ 6.6 8.6 12.2
Steel --- ----------- ----- do -------------------------- 5.9 7.4 13.7
Electricity-Billion kilowatt-hours -24.8 41.1 73.8

I No allowance made for different caloric values of hard coal, brown coal, and lignite.2
Includes Poland, East Germany, Czechoslovakia, Rumania, Hungary, and Bulgaria.

Source: Voprosy Ekonomiki, No. 3,1956, p. 165; United Nations Statistical Yearbook 1954 passim; United
Nations Economic Survey of Europe in 1955, pp. B-36, B-41.

Dr. SCHWARTZ. We meet at a time of stupendous change, change
which has caused many analysts including myself to reexamine old
preconceptions and to glimpse the possibilities of new horizons. I
think it is not unfair to say that, say, 6 months ago many analysts in
this field were hypnotized by what seemed to be an almost fatalistic
and inevitable trend for Communist economic power to grow at f an-
tastic speed and-within the relatively near future as nations must
measure their future-to overtake and then surpass the economic and
therefore also the military power of the free world. In the last 2
months, however, a series of developments, particularly in Poland,
Hungary, and Northern Vietnam have called this fatalism, this hypno-
tism, sharply into question.

I would argue that we now have a new uncertainty in any effort
to measure the future of Communist economic growth. This arises
from the political tensions built up within the Communist-ruled coun-
tries by the Draconian methods used to achieve the very substantial
growth obtained to date.

I shall return to this point shortly but I think it will be useful to
first look at the record. I have tried to draw up a very tentative
and approximate comparison of the production achievements of the
total Communist bloc, that is everything from East Germany through
Russia, China, North Vietnam, North Korea, and Mongolia, and
including the Eastern European countries of course on one side,
and the non-Communist world on the other. The latter includes both
countries firmly in what has been called the Western Alliance and
countries which consider themselves neutrals such as India. I have
given the absolute figures in the tables I have put into the record, sir.
I should merely like at this point to make a few comparisons. Com-
parisons of economic growth depend very greatly upon the base points
one selects.

For that reason I would like to consider the record over two
stretches of time, first between 1938 and 1955 and secondly between
1950 and 1955. We get a rather different picture in these two periods.
I shall confine my remarks to four basic commodities, coal, oil, steel,
and electricity, inasmuch as there are no satisfactory data for gross
national product or national income for the total Communist world
and for the total non-Communist world. If one looks at these com-
modities coal, oil, steel, and electricity between 1938 and 1955, one
gets a picture which is not too disquieting, with perhaps the possible
exception of coal. In the case of coal the Communist world increased
its production between 1938 and 1955 by 80 percent roughly.
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The non-Communist world increased its production by under 20
percent. On the other hand, since coal is primarily important as a
fuel, this Communist advantage would seem to be at least partially
if not entirely overshadowed by the rather different record with respect
to petroleum. In the case of petroleum the Communist world in-
creased its production between 1938 and 1955 by about 125 percent.
That is the percentage of gain. Whereas the non-Communist world
percentage of gain was almost 200 percent, substantially higher.

In the case of steel, the percentages of gain are almost equal: 145
percent for the Communist world between 1938 and 1955 and 150 per-
cent for the non-Communist world. So if any advantage exists is on
our side. Finally in the case of electricity the Communist world per-
centage of gain between 1938 and 1955 is 270 percent, and the non-
Communist world 225 percent.

While this is a mixed record, it is not one which by itself might
be thought to give rise to very great concern in view of our overall
absolute lead. Of course, it should be remembered that 1938 was a
year of substantial unemployment in the non-Communist world, a
year in which there was much unused capacity so that in part the
growth achieved by the non-Communist world between 1938 and 1955
was actual growth in the sense of the addition of new facilities plus
growth resulting from the utilization of previously idle capacity and
manpower.

A rather different picture however is obtained if one looks at the
situation between 1950 and 1955. It is this picture which has given
rise to alarm. In coal for example, the Communist world increased
its production by about 45 percent, between 1950 and 1955. In the
non-Communist world, however, coal production remained virtually
unchanged.

In oil, the Communist world almost doubled its production be-
tween 1950 and 1955. The non-Communist world increased its pro-
duction by about 45 percent. In steel the Communist world increased
its production by about 70 percent between 1950 and 1955, the non-
Communist world by about 35 percent.

In electricity the Communist world increased its production by
about almost 90 percent between 1950 and 1955. The non-Communist
world over the same period increased its production by about 55 per-
cent. In all 4 of these commodities therefore we see a very substantial
lead in rate of growth over these past 5 years. We are obviously deal-
ing with a very dynamic system when we speak about the Com-
munist world and our competition with it.

Now it may be helpful if I illustrate my remarks a bit further by
talking about Eastern Europe, which is also a key part of the Com-
munist world.

In Eastern Europe we find this record: Between 1938 and 1955,
coal production increased over 100 percent. Oil production increased
about 90 percent between 1938 and 1955. Steel production increased
more than 100 percent. Electricity production almost tripled,
roughly tripled between 1938 and 1955.

Now these are very substantial gains. Let me focus a little more
sharply on one commodity in the more recent period. In the case of
steel, between 1949 and 1955 Communist Eastern Europe-and this
excludes Yugoslavia--almost doubled its production, going from 7Y2
million metric tons to almost 14 million metric tons.
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However, the four chief producing nations of Western Europe-
England, France, Western Germany, and Italy-increased their steel
output in the neighborhood of 60 percent between 1949 and 1955, from
38 million to almost 60 million tons. This year, I might add, these
four countries of Western Europe will produce about 68 million tons
of steel, an increase over 1949 of 75 percent.

There we have a little more reassuring picture in the sense that,
while there has been great dynamism in Eastern Europe, there has
been very great dynamism also in Western Europe. The latter dynam-
ism has not only been confined to Western Germany, which is perhaps
the single outstanding example of economic growth in Western
Europe in recent years.

There is, however, at least one major difference between the economic
growth in the Communist world and in the non-Communist world
which has to be taken into account.

The economic growth in the Communist world has been produced
by the use of tremendous compulsion. The system we call Stalinism,
with its related unpleasant features of secret-police control, slave-
labor camps, complete repression of freedom of speech, freedom of
press and the like, was required because the Communist's goal of
achieving maximally rapid increase of heavy industry could only be
achieved at the cost of keeping down the standard of living of those
people.

Put another way, if there had been a market economy operating in
the Communist world in past years, there might very well have been
economic growth, substantial economic growth, but it probably would
have been slower. Moreover that growth certainly would have been
different in composition; housing, food, clothing would have received
much higher priorities than they actually did in fact.

Now the enormous tensions created by the compulsion and coercion
used to secure the rapid economic growth in the Communist world are
now finally coming home to roost. One result has been the peaceful
political revolution in Poland which brought Mr. Gomulka to power.
A second result has been the very violent armed revolution in Hungary
which is still going on, according to the news reports. There has also
been the smaller scale, but still interesting, armed revolt in Northern
Vietnam. All of these are primitive expressions of the resentment of
the people affected at the sacrifices they have been forced to undergo
in order to achieve this growth.

I would disagree somewhat with Dr. Grossman, much as I respect
him and his opinion. I do not think that the chief unknown variable
in the future, if we regard either Soviet or Communist world economic
growth, is simply the resources diverted to military purposes.

This is certainly a major variable. The really key variable I would
argue myself, however, is the conclusion which the leaders of the Com-
munist countries, including the Soviet Union, draw from the revolts
in Eastern Europe and in Northern Vietnam of the past 2 months.
The possibility arises that because of the political difficulties, the po-
litical discontent which these revolts have symbolized so very vividly,
the general line of the Communist Party may be changed. Mr.
Khrushchev has defined the line as holding that heavy industry must
always and under all conditions increase at a rate faster than the
production of consumer goods and of items involved in the standard
of living. This general line may be changed.

37
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Certainly we know that in Poland Mr. Gomulka in his pronounce-
ments since becoming first Secretary of the Polish United Workers
Party, which is the Communist Party of Poland, has indicated his
intention of cutting back very sharply upon investment in heavy in-
dustry and of trying to focus resources to the maximum extent possible
upon improving the standard of living of the people. Mr. Gomulka
has gone so far in fact as to let it be known through his subordinates
that he would very much like a loan from the United States, and there
has been some talk for example of Poland desiring a loan of $200
million to $300 million from the United States simply for raw
materials.

I might add in that connection that a Communist economist has
told me recently that the Communist world overall has a severe short-
age in at least three fields today: grain, textile materials, particularly
cotton, and fats and oils. This despite the very large grain and cotton
harvest in the Soviet Union this year.

I do not think this is the time for any fancy or long-range projec-
tions. I do not think the leaders of the Communist world themselves
know where they are going to be 5 years from now and certainly not
10 or 15 years from now.

They are faced today with what is in many ways the most serious
political problem of their history. Their people want a better stand-
ard of living and they want it fast. There is no question hlut this
has produced already major changes in economic policy in Poland.

By implication the Kadar puppet regime in Hungary has promised
that if the situation in Hungary normalizes it, too, will make changes
in economic policy according to those in Poland. The Soviet leaders
are under the same pressure from their people. In short the possi-
bility-and I stress the word "possibility"-arises that this political
discontent may cause some fundamental changes in economic policy
throughout the Communist world.

If this should happen, this might very materially slow down the
rate of growth, particularly in heavy industry, of the Communist
world.

While I find a certain degree of comfort in that, I must stress
that this is simply a possibility and, in the meantime and perhaps
most appropriately, I might conclude on another note. Even if
the rate of growth of production in the Communist countries de-
clines, any major depression in the Western World would cause the
careful projections of the people like Dr. Keezer to become simply
arithmetic exercises. If, in the future, the world were to be faced by
a Western World full of unemployment and economic misery as
against a Communist world which was improving the standard of
living of its people, the political consequences of that would be dis-
astrous in the struggle between freedom and Communist slavery. I
should think it must be the key objective of our national and inter-
national policy to assure that there is a healthy free-world economy
in the future which is capable of competing with the Communist
wvorld whatever line or policy on economic growth the Communist
world adopts.

Thank you.
Representative BOLLrNG. Thank you, sir.
Our final witness this morning is Prof. Martin R. Gainsbrugh,

chief economist of the National Industrial Conference Board and
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adjunct professor of economics at New York University. Mr. Gains-
brugh has served in Government, including many advisory councils
and committees such as for the Bureau of the Census, Federal Re-
serve, Bureau of Labor Statistics, and Council of Economic Advisers.
He is the author of a number of economic studies. The National
Industrial Conference Board is one of the most prolific and best
producers of economic series, often presented in clear, graphic form.

With his great practical experience in handling economic series,
it is especially appropriate that Professor Gainsbrugh discuss for
us the problems of economic projection, as they bear on our discussion
this morning.

STATEMENT OF MARTIN R. GAINSBRUGH, CHIEF ECONOMIST,
NATIONAL INDUSTRIAL CONFERENCE BOARD

Mr. GAINSBRUGI. Thank you, Mr. Chairman.
I have taken as my target for today the development of a check

list to be kept in mind by users of economic projections, particularly
comparative economic projections.

The essence of what I have to say might be put in capsule form to
this effect:

If you are using an economic projection, shake well before using.
Much of what I have set down will serve to underscore what Messrs.

Fabricant and Schwartz have already said about the limits of economic
projection.

Economic projections are always difficult, even for a country well
stocked with basic data. It is well to recall the numerous forecasts
that were made toward the end of World War II, most of which
were fairly wide of the mark. And these were short-range forecasts,
so that under one line of reasoning the results should have been
closer to actualities.

Our focus here today is in comparing projections for two or more
countries. The difficulties are, of course, multiplied in such an en-
deavor. And yet, despite the dangers that are inherent in all such
forecasts, it is often necessary to make some types of predictions. It
is possible that continued effort in this direction will eventually result
in a fair degree of accuracy. Most of the projections we have had
postwar have not made sufficient allowance for the many complicating
factors in our economic life. These are usually assumed away or
held constant, and the reservations and the limitation are tucked
away in the footnote or the appendix to be noted only by the most
careful of readers.

It is these particular points that I would like to emphasize.
Going on with the reservation list, first is the inadequacy of long-

term data; we are just beginning to develop a statistical skeleton
of long-term trends in United States. We have not yet put bones
on this framework. Our official national figures. were developed
only two decades ago.- The gross national product figures are a
byproduct of the research of World War II and our national balance
sheet is a development of the last 10 years.

There is a distressing lack of information on long-term growth of
most nations in the world. It is only lately that there have been
efforts made in the United States to trace, in measurable form, our
economic progress. And even this work in the United States shows
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particularly poor results the further back we go in time. The margin
of error is greater. For most nations of the world, data are simply
not available to permit us to get a long-term picture.

What data we have are largely concentrated on commodities andeven there we assume that our distributive and transportation margins
remain constant. That is the first reservation, the lack of long-termdata from which to derive measures of long-term growth.

The second reservation: Changes in industrial composition or inproduct mix. Some progress has been made, even with the inadequate
data that exist. A favorite technique has been to attempt to de-termine the pattern of development in the past and to project thatinto the future. Such a crude approach, of course, assumes that nodiscontinuities will appear in the economic life of the future.

For example the growth of the United States during the past 100years was characterized by shift to a rapidly growing industrial
economy.

During the latter part of that period, the growth was of such anature as to reduce the relative importance of agriculture.
As of now, most projections assume the industrial character of ourNation will either continue its past trends, for example, agriculture

will become even less important, or it will remain approximately thesame as it is now. But since none of us is given the power to peerinto the future, it's obvious that these assumptions may be wrong.Even more important, the inclusion of defense spending, for example,
heavily conditions the growth performance of the past decade. Ctanwe safely project the current defense demand, in absolute or relative
terms, for the decades ahead.

Or how about the shift to the service industries to which DexterKeezer referred earlier? These are typically low-value-added in-dustries. How will that shift, for example, affect the productivity
figures? A shift to the service industries should lower rather thanaccelerate the productivity trends. A third reservation, technically amost important one, is selecting the best fit for the data to hand.

The analyst is faced with the problem of first selecting the properpattern of change to describe the past; that is, the type of trendcurve that best fits the data to hand. Often a great variety of curvescan provide a fairly adequate description; each, however, yieldingdifferent projection levels for the future. Furthermore, different seg-ments of the past with different rates of change may be chosen forextrapolation.
For example, in, the case of projecting population estimates, the

extension of the pre-World War II data yields a significantly differentoutlook than would be extrapolated from using the trend during theforties and the fifties.
I would like to submit for the record in this connection a roadmapwe have just released of the United States population and its projec-tion through the year 1975. Using one set of assumptions, the CensusBureau gets a population of 207 million; using another set of as-sumptions, it gets a population of 229 million. There is a difference

of 10 percent.
Mr. BOILNG. That chart will be included in the record.
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(The document referred to is as follows:)

UNITED STATES POPULATION
ACTUAL AND PROJECTIONS, BY AGE, 1955 AND 1975

MILLIONS OF PERSONS 1975 %
ESTIMATES BASED ON DIFFERING FERTILITY RATES

A
221.5
2ZII 5 _

206.9

FERTILITY RATES MBRT/'1s PER TMOUcS-NO WOMEN)

AA- :954-1955 RATES REMAIN CONSTANT TO 1975
A- 1950-1953 RATES REMAIN CONSTANT TO 1975
B- 950-1953 RATES REMAIN CONSTANT TO 195. THEN DECLINE TO ABOUT PREWAR LE.EL By 1975

C- 1950-1953 RATES DECLINE rROM 1953 TO ABOUT PREWAR LEVEL By 1975 SURCE: SVAEAU r TOE CEN/SUS

THE CONFERENCE BOARD ROAD MAPS OF INDUSTRY
460HPARK AVENU E NEW BOARK 22, N. 1. DECE~b[,NO.1093
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Mr. GAINSBRUGH. In the case of productivity, coming directly to
the data exhibited this morning, choice of the typical long-term pat-
tern or of the pattern of the last decade would yield significantly dif-
ferent answers. Even a difference of just a half percent a year would,
compounded over the long run, make for substantial disparities.
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For example, a 2-percent-a-year increase over a 25-year period re-
sults in a gain of 64 percent, while a 2.5 percent yearly increment
means a gain of 85 percent.

See the leverage you get from just a half-point percentage projec-
tion.

Mfy fourth reservation is about our inability to allow for social-
political changes. Even assuming that the difficulty of selecting a
curve and representative time period is solved, can the past be pro-
jected into the future?

In other words, will the changes in the future be within the rate of
changes that characterized the past, and will they yield a realistic per-
sistent pattern ?

Consider what a projector for the United Kingdom would have
done had he looked at the long-term rate of growth of the United
Kingdom through 1914 and projected that to mid-20th century and
how far he would have been wrong, again because of social-political
changes. Another illustration: The continued entrance of more and
more women into the labor force will depend upon job opportunities
in the future but will also be influenced by the set of social values in
existence in the future. *Will there be as great emphasis on extending
the material standard of living as, for example, there has been in the
past decade?

The fifth reservation is the influence of prevailing psychology upon
judgment.

What the analyst making the projection will emphasize may depend
quite often on the psychological atmosphere that exists at the time.
For example, during most of the thirties the stagnation thesis was
propounded by a great many economists. At that time projections
were of the pessimistic sort.

Few could see the possibilities of sustained growth in the United
States.

In contrast to that period, we in the postwar period have been
largely optimistic. Everyone now it seems sees little, if any, barriers
to the continuation of our economic growth. There are fashions in
projections as in other branches of the arts or sciences. Furthermore,
judgments may differ legitimately with respect to just how past ex-
perience should be modified when extrapolating the future.

The sixth reservation surrounds the use of total population or
per capita projections. Projections of growth have most often been
stated in aggregate terms. This is the most convenient method of
operation for the analyst.

Accordingly, either gross national product, or net national product,
or some variation thereof has been used as an overall measure. In
some cases if a measure of economic welfare is desired, these aggregates
are expressed in per capita terms; not too frequently, however, in
United States-U. S. S. R. comparisons.

In the first instance, the use of aggregation, such as gross national
product or its variants, may not be too meaningful. The same meas-
ure may have different implications in comparing countries with dif-
ferent economic systems or in different stages of economic growth.

That is the point that Dr. Fabricant made.
Conversely to take per capita output as a unit of measurement sug-

gests that population is a passive factor in the development of any
nation, particularly the U. S. S. R. But the interaction between an
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industrial economy and the growth of population is an important
factor in any assessment of growth.

Let me offer one example from a forthcoming publication of the
conference board. This is a statistical handbook of the U. S. S. R.
Dr. Harry Schwartz acts as our commentator in this new statistical
handbook for the U. S. S. R. Dr. Schwartz points to one of the clif-
ficulties that Russia will be experiencing in the next decade. In 1945
there were 15 million fewer persons than in 1940 as a result of war
losses, the drop in the birthrate and the rise in infant mortality. Now
there are approximately 8 million less children in the first 4 grades in
Soviet schools than in 1940.

In the next decade, this lowered niumber of children will in turn
affect the size of the labor force. The relatively small number of
new entrants into the labor force will present a problem to a growing
Soviet economy.

The seventh reservation refers to the inadequacies of capital forma-
tion estimates. Economists stress the conlection between capital
formation and economic growth. *We have heard that again this
morning. An important relationship exists between these two vari-
ables, although no one has yet been able to state precisely the relation-
ship. However, as usually expressed in the national accounts, capital
formation relates primarily to expenditures on physical capital, such
as machinery, buildings, roads, harbors, and the like. No compilation
as yet regards expenditures on education, research, recreation, and
health facilities as a part of capital formation. Yet, if we are to
make any accurate projection of economic growth, such expenditures
on welfare may play an increasingly important part in the future.
They not only contribute to individual welfare, but even more in point
to greater productivity of the economic system.

The eighth reservation: Shall we use gross or net capital formation
in our projections?

In compiling the series for capital- formation, the usual practice
is to state it in two ways. First an estimate is made of gross capital
formation which consists of all the goods referred to above. There-
after an allowance is made in the form of depreciation and other
types of capital consumption to arrive at a figure of net capital
formation.

For purposes of economic projection it would initially appear that
the net figure is more appropriate as the capital that is presumably
wasted or consumed does not contribute to future growth.

But in some circumstances the gross figure may be more appro-
priately used. For example, in our society cal)ital consumption results
more often from obsolescence, rather than from a physical deteriora-
tion of plant and equipment. The old equipment which is displaced
still exists and may be used as a productive factor.

In underdeveloped countries in contrast, capital consumption typi-
cally takes the form of sheer physical deterioration of plant and equip-
ment. The old one-horse shay collapses. In such a situation it is
evident that net, rather than gross, capital formation would be a
more important variable to consider in any economic projection.

I come now to an extremely important point. No. 9. The adequacy
of natural resources as they relate to economic projections.

One factor almost always assumed away in economic projections is
the state of the natural resources of the country. The United States
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for example has been blessed with most of the raw materials needed
for an expanding industrial economy. But the Paley Commission and
others suggest that we are running short, and perhaps will continue
to do so in the future.

This means that we may have to rely more heavily on imports or
resort to more difficult resources within our own borders at a higher
real cost. This development may mean that we will have to devote
more effort to making available the same raw materials for the opera-
tion of the economy. Such a development would have a natural
slackening effect on our growth. Similar thought should of course
be given to the natural resource position currently and prospectively
of the nation with which we are being compared.

And I there underscore the emphasis that Dr. Schwartz placed on the
tightness and inadequacy of fats and oils, particularly.

Now a favorite bogey of mine, No. 10; the influence of terminal
points upon the rate of growth. The common comparison very fre-
quently drawn is to relate the rate of growth for the United States for
the past decade with the rate of growth of the U. S. S. R. for the past
decade and then to project the rates of growth for each of the two
countries for the next decade or next two decades and come to some
conclusions. Much of the warrant for those conclusions pivots pri-
marily around the terminal points selected.

In comparing the growth, and particularly the future growth of two
countries, attention must be paid to their different economic stages.
For example, a comparison of the United States and Russia from
1945 to 1955 involves a comparison of two unlike terminal points.
U. S. S. R. in 1945 started from a much lower point because of the
physical toll of World War II and hence its rate of growth is biased
upward. Similarly, longer-term comparisons must also be qualified.
The United States as a full-blown industrial economy has completed
the transition from the agricultural base upon which it rested in the
early decades of the last century.

The U. S. S. R., on the other hand, is a relatively new industrial
power, still resting upon a large agricultural base. Its growth in
recent years may have been more rapid than that in the United States,
but that situation may be simply a reflection of the stage of its
economic development. A more proper comparison might be the
rate of growth of the U. S. S. R. currently with that of the United
States in the last century, when it represented a stage more compar-
able to that of the U. S. S. R. currently; Kuznets' historical work
reveals an extremely rapid rate of economic growth in the United
States a century or so ago. His estimates show that net national
product in constant dollars increased 30 percent to 40 percent during
the 1870's and 1880's-a rate 2 or 3 times that of the last decade for the
United States of America.

I won't comment on my last reservation which deals with price and
exchange rates, since I have already taken more than my time.

(The omitted material follows:)

PRICES AND EXCHANGE RATES

Projections have always been stated in terms of fixed prices in order to
focus on the real changes that will take place. The assumption of fixed pricesremoves one of the factors that has acted as a guide to productive activity In
the past and may render any projection erroneous. This is especially true
If it is assumed that the relative prices of various elements remain the same.
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We can expect price changes to continue to take place In the future and conse-quently influence industrial activity. If so, the projection would be improved
if stated in both current and constant dollars.

Furthermore, the comparison of GNP of two economies involves the use ofdifferent currencies and consequently the need to convert them to a commonmonetary unit. It has been demonstrated that current exchange rates cannot
do this job effectively because of the many controlled rates. Investigators havegenerally found that goods and services of one nation are under valued if con-verted to the currency of another. This phenomenon is a reflection of the differ-
ent importance placed upon the goods and services by the citizens of the two
countries.

Mr. GAINSBRtTGH. I would like instead to close with some statements
from the foreword we are publishing in our statistical handbook of
theU. S.S.R.:

The statistics released for the Soviet Union emphasize the economic growth,
its rapid economic growth, in the past decade but they pay little attention to the
economic status of their population as compared with the Western World.

The compilations released, for example, show that since 1913 the output of
producers' goods has increased by 52 times. Consumer goods by contrast in-
creased by only 10 times.

But even these figures give no indication of the inadequate output of goods in
relation to human needs. Our own president substantiates from his personal
observations duing a reecnt visit to U. S. S. Rt. what many travelers have so fre-
quently reported, namely the emphasis given to heavy industry which has left
the bulk of the population of Russia with living standards that are woefully
inadequate as compared with what the masses everywhere enjoy, here and in
the industrialized nations outside the Russian orbit. The existence of a planned
economy and a political dictatorship makes it possible for the Soviet Union to
force its development along certain channels. Impressive overall gains have
been made, but compulsion and fear still underlie the record of U. S. S. R. growth
and the growing pressures for better living among the Rnssian people and their
satellites are raising more and more doubts as to whether such gains can be
continued in the years ahead.

Representative BOLLING. Thank you, sir.
Senator Flanders, do you have any questions?
Senator FLANDERS. Yes, I would like to ask some questions. I just

want to say that I think this has been one of the best panel discussions
we have had, that it has been very informing and very objective.

I would like first to ask Dr. Keezer a question. He projects shorter
hours, which has of course a historic basis, well a projected basis,
probably supporting the projetion. He projects higher hourly wages,
also historical as well as prophetical. And he projects higher output
per hour, again historical as well as prophetical.

I wonder whether you have taken the occasion to calculate from
these three projections a projection from the major labor cost ele-
ment in the cost of goods?

Dr. KEEZER. In other words you mean whether we have come out
with a dollar cost per unit of labor over this period?

Senator FLANDERS. Yes.
Dr. KEEZER. It has not been a part of these projections but I think

we can do it.
Senator FLANDERS. Would you have more or less confidence in such

a projection than you have in the elements of which it is composed?
Dr. KEEZER. That probably would lead to the question of whether

we will continue to have price increases, I take it.
Senator FLANDERS. The next question I wanted to ask of you, sir,

was in your projection of higher production, it was based of course
on research and development. It has been said by many people at
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different times that the great stimulus to research and development
is war. Do you have any thoughts as to the effect of an era of peace-
although it looks improbable-and a great decrease in the defense
expenditures and activity? Have you any thoughts as to whether
that would tend to put a stop to research and development applicable
to peace use?

Dr. KEEZER. I think we have some very definite evidence on that.
As a part of our annual survey of business plans for investment we
asked this year for expenditures on research and development, present
and prospective, and the figure for 1956 from a very broad sample
of American industrial firms was that they are spending $51/2 billion
this year for research and development. About one-third of that
comes initially from the Government, about two-thirds of that comes
from industry itself.

That is an increase of approximately 50 percent from 1953 when
the Bureau of Labor Statistics made a survey for the National Science
Foundation. We have no way to measure how much a cold war may
be contributing. But, we have evidence now that a very new and
tremendously important element has been added to the American
economy in the fact that American industry on its own motion and
without regard to war but simply with regard to markets is making
a tremendous investment in research and development. And it is
increasing this investment sharply. We asked for the figure of
estimated expenditures for 1959 and came out with a figure of $6,300
million as the prospective expenditure by American industry for
research and development in 1959.

So I think we do have some impressive evidence that this is not
geared up to war or emergency, but it is geared up to estimates of
how properly to take advantage of market possibilities.

Senator FLANnERS. Thank you.
Now I -would like to turn to Dr. Grossman. On page 8 you speak

of the diversion of resources to military end use and say that the
magnitude of such diversion at present must be enormous.

With any lessening of military tension, is there not the possibility
of a diversion of similar magnitude that might result from the increase
and the present diversion into the international economic contest?
Aren't the possibilities there, for instance the building of steel mills
and dams and other things of that sort, as great as is the military
expenditure and might we not find in any endeavor on our part to
compete in building up the resources and production of the under-
developed world, might we not find under these conditions of virtual
disarmament that diversion so large as to be very difficult for us to
meet ?

Dr. GROSSMAN. Sir, if I understand you correctly, you are wonder-
ing whether a reduction, a very drastic reduction in Soviet armament
expenditures might not be diverted to Soviet aid or other programs in
the underdeveloped countries; is that correct?

Senator FLANDERS. Yes.
Dr. GROSSMAN. Yes, I think this is a very real possibility but per-

haps rather than answering it with one sentence I may say a few
words about it.

It is true that the resources liberated, if they should be liberated-
and I might add at this point that I for one, this is more a matter
of crystal ball gazing than anything else, I for one do not anticipate
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in the near future a very drastic cut in Soviet armament expendi-
tures, but this is anybody's guess-but should such a drastic cut take
place, and you will undoubtedly agree that such a drastic cut will
be a result of developments in the international situation in which we
are as much a factor as the Soviets, and to a large extent it is in our
hands whether the Soviets will cut their armament expenditures-
then I think we may very well witness a sharply stepped-up flow
of resources from the Soviet Union into the underdeveloped areas
and in part precisely for the reason I mentioned in my statement,
namely that these are, these resources are of such a physical nature,
namely engineering skill, metals, equipment and so on, which were
relatively little, with relatively little conversion could be used for the
purpose you indicate.

However it is very difficult for me to foresee a flow of Soviet aid to
the underdeveloped countries which would in any way be of compara-
ble order of magnitude to the resources they are now committing to
defense.

They are just so huge and any substantial cut is likely to be so huge
if realized that it is difficult to see that all these billions and billions
of dollars worth, let us say, would be flowing.

But it is an economic leverage, shall we say, that they will undoubt-
edly attain if they should so liberate some of their resources. I don't
know whether I have answered the question.

Senator FLANDERS. I think you have given us as good an answer
as can be given. I would like to ask you another question. On page 9
of your manuscript you use the phrase "World economic power." Can
you define that term, or will vou? I think you can.

Dr. GROSSDIAN. I will try for I obviously had something in mind
when I wrote it.

I did not have anything very clear in mind. What I had in mind
is this though: That it does take of course a certain economic base to
support a certain posture, as the phrase these days noes, in the inter-
national scene. Now perhaps we tend to think of ttis economic base
sometimes too much in terms of the guns themselves. I feel pretty
certain that the figures that weigh in the Soviet calculations is the
economic base of a broader nature, the general industrial potential of
the country. And any stepping up of the rate of capital formation
may permit them to expand their general industrial base, not neces-
sarily the production of guns immediately but the production of
machinery and equipment which at some time in the future will be
very helpful in producing guns, and also an industrial potential which
may with time also be very helpful in attracting politically the uncom-
mitted countries of the world. So that should there be this stepping
up of the rate of creation of this industrial base, we may very well
find ourselves, say 10 years from nowv, facing a much more formidable
adversary in the general economic sense than we might if this adver-
sary continued to pour large resources into what after all is in the
long run unproductive use, namely guns and tanks and so on. This
is a general notion of economic powver. It is admittedly vague but,
I submit, perhaps not entirely irrelevant.

Senator FLANDERS. Thank you. Now I have some questions I
would like to ask of Dr. Schwartz.
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One of the thoughts that has occurred to me in connection with
competition between the Soviet sphere and the free world is this:
Can we not present that competition not in terms of tons of steel
and barrels of oil but in terms of the living standards of the people?

Shouldn't the contest lie there and should we not emphasize that
politically is the contest? I was interested I think it was you or Dr.
Grossman perhaps referred to Gomulka's shifting of the direction of
economic development to the raising of the standard of living of
the people. Isn't that a contest in which we should advertise and
which we should gladly enter into?

Dr. SCHWARTZ. I would quite agree with you, Senator Flanders.
The fact that I did not present the relevant data does not mean I
consider them unimportant. I consider them quite important. How-
ever, I think that this point should be made that from a psychological
point of view the Russians have been extremely skillful these past
several years in using their data on the growth of heavy industry and
using their new plants and their impressive equipment which is turned
out in these plants to win friends and gain influence among the under-
developed countries of the world.

I think if one reads the statements of leaders of countries such as
India, for example, Indonesia and so on, one finds to one's dismay
that many of the leaders of the presently neutral and underdeveloped
countries of the world have been swept away by this Soviet mirage,
this notion that if a country concentrates upon building steel mills and
machinery plants and so on that this is really what is meant by eco-
nomic development. So in that respect perhaps the recent develop-
ments in Poland and Hungary and to a lesser extent in North Vietnam
may have the exceedingly salutary influence or effect upon the leaders
of these underdeveloped countries of bringing sharply into their atten-
tion the fact that the impressive gains in heavy industry have been
purchased at very heavy human cost and that it is really questionable
whether a country which is relatively underdeveloped such as India,
Indonesia, or Burma should follow the Soviet pattern of industrializa-
tion.

I quite agree that the tremendous advantage we have in all areas of
the standard of living is one of our very strongest points in the world
competition for the minds and hearts of men.

Senator FLANDERS. Thank you.
Now I may say that a year ago last summer I attended an Inter-

parliamentary Union meeting at Helsinki to which for the first time
was admitted a Soviet delegation. I was very much opposed to the
admission of a Soviet delegation because supposedly the principles of
the Interparliamentary Union are that that is the nearest to a direct
meeting between people and people you can get.

It represents the meeting presumably of government officials who
have been selected by the people. So you get a nearer approach to
people to people meeting. The Russians did not meet that definition
or that term but there they were.

And since they were there, I addressed myself to them and I made
the suggestion in my talk that the time might come when the successful
exercise of leadership and of power in the Soviet Union might fall into
the hands of intelligent leaders who devoted themselves to the well-
being of the people and I have since suggested that in some broadcasts
over the Voice of America.
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I believe the more we can do so to impress the Russian people with
the possibilities of their great country in terms of the welfare of the
people, the better we can serve the interests not only of the free world
but the Russian people themselves. It is a kind of an offensive that
hurts nobody except rascals.

Now, with regard to your statistics on iron and steel and end prod-
ucts, does your information suggest that there is a very high percent-
age of scrap clear through from the blast furnaces and the pig iron
through the conversion into steel and the fabricating of the steel
and the production of the end products? Is that large enough in
your judgment to in any degree vitiate the overall statistics of tons?

Dr. SCHWARTZ. This of course is a matter on which there are no
very satisfactory statistics. There are merely fragmentary state-
ments which appear from time to time. And so all I can give is a
qualified and very tentative impressionistic kind of answer.

jgmnent would be-and this is purely a judgment-that within
the Soviet Union industrialization is now so far along and workers
are so experienced that the percentage of scrap of metal which is
turned out, which is turned out to be waste metal, which I think you
have in mind, sir, is probably not so large as to vitiate these com-
parisons, any comparisons with say the United States or Great Britain.
They obviously have some scrap and then so do we.

Senator FLANDERS. Scrap iron is fed back into the cuppola and
scrap steel is fed back into the open hearth furnace, so that to that
extent, that can escape the statistics.

Dr. SCHWARTZ. Yes. On the other hand there have been indications
that Eastern Europe where industrialization of some countries is a
more recent phenomenon and the workers are not as well trained that
the percentage of spoiled metal is at times significant and that this
might perhaps, if we had the adequate data, somewhat reduce the
apparent growth rate in iron and steel production.

But overall, I should not think that any correction made for this
factor would have any major impact upon these data. It might
change things but for a few hundred thousand tons perhaps in the
aggregate for all the countries by a million or 2 million tons but I
don't think it would change the essential character of the data.

On the Chinese situation I have no information whatsoever but one
might suppose from the newness of the industrialization in China that
this is an even more serious problem in China probably than it is in
Eastern Europe or the Soviet Union.

Senator FLANDERS. You mentioned the great lacks in the Soviet
system in feed and grain, textile raw materials, particularly cotton
and fats and oils. What has become of the great Danube Valley, the
Great Granary of Europe? What has happened to it?

Dr. SCHWARTZ. That is a very fair question, Senator, and I think
that the answer by and large is that the institutional pattern which
the Communist leaders of Eastern Europe have attempted to impose
upon the agriculture of Eastern Europe has been a manmade disaster.

If one reads the Polish press these days and the Polish press these
days is being amazingly frank, one learns that the chief characteristic
of economic management this past decade in Poland has been that
men sent to run a particular field knew nothing about that field. This
was particularly true in agriculture. That is one reason.
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The second reason is of course that the peasantry of Eastern Europe
has by and large been opposed to collectivism. Very frequently
where it has been collectivized very heavy coercion has been employed.
The peasant's only possible resistance has been a passive resistance.
He simply did not do his job as well as he might have. So the really
fundamental answer to what has happened to the Great Danube
granary is that the ills of Communist management have so deprived
peasants of incentive and have so mismanaged agricultural affairs in
Eastern Europe that the countries like Rumania, Hungary, and
Poland are today countries which badly need imported grain to feed
their own people.

Senator FLANDERS. Before the First World War-I can remember
this and you can't-there was a typical line of political action by the
Austro-Hungarian Government that was known as pig politics. If
they wanted to embarrass the Balkans they shut down on the import of
pig products including lard and if they wanted to relieve them
they let up the bars. There again there is a great field in which the
Communist economy does not open up.

Dr. SCHWARTZ. Much the same answer would apply to this, sir. The
raising of livestock is of course a very delicate operation which re-
quires not only care but one might say devotion on the part of the
farmer.

The farmer needs an incentive in the way of a proper price struc-
ture, and so on, and all these things are missing. In addition, of
course, we should remember that although it has not been on as large a
scale as perhaps in the Soviet Union during the 1930's in part the
peasant's answer to the collectivization in Eastern Europe has been to
eat up his pig rather than turn it over to the collective farm.

Senator FLANDERS. Now, you spoke about the necessity, I believe
it was you, for our maintaining the prosperity of the free world if we
ourselves are not to be overtaken by disaster.

In my series of questions, I think a copy was handed to you-
Dr. SCHWARTZ. Yes, sir.
Senator FLANDERS. No. 7. What possible assistance can we render

the Western European countries as great as they can gain for them-
selves by forming a customs union? That would give them a mass
market comparable in its possibilities to our own. Can we do anything
better for Western Europe than to encourage what they can do for
themselves?

Dr. SCHWARTZ. I take it that this question is intended as a long-
range question because obviously in the immediate situation Western
Europe very badly needs American oil, but that is an immediate situa-
tion.

Senator FLANDERS. Yes, I am speaking of that as long range.
Dr. SCHWARTZ. I do not have particular knowledge about Western

Europe. But so far as I have general knowledge, I would agree with
the implication of your question that the formation of a customs
union so Western Europe would be a unified market would be a tre-
mendous step forward for the benefit of all of Western Europe.

The difficulty lies there in the many vested special economic units
in each of these countries of Western Europe which feel that their
own special narrow interest would be damaged if faced with compe-
tition from other nations.
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This is a similar problem to that which we had in the United States
for some time.

Senator FLANDERS. May I mention my experience at a conference
I attended? I asked this question and asked it after 2 or 3 speakers
had developed that the European customs union was a fine idea but,
but, but-and I called the attention of the conference to the fact that
these but, but, but, buts were exactly the arguments that American
business used with reference to lowering the tariff barriers of the
United States. And one other question I asked, the answers intrigued
me. I said now it is proposed that there shall be a customs union of
European countries, is the United States to be admitted into that too
or is the United States to be shut out?

Well, that question wasn't directly answered but I could see in the
rest of the American delegation an attempt to rather shush me down.
What was evidently the situation was that the administration, the
economic administrative policy of the administration to date looks
simply to the extension of the free-trade area by means of the recipro-
cal trade treaties and most-favored-nation clause and in the minds of
the administration people present this was just simply another ap-
proach to the reciprocal trade treaties and most-favored-nation clause.

Everybody, if the United States is to get in on the European customs
union, everybody should be allowed to get in and then it loses its
specific advantages as I see it for the people of Europe.

Now, I will try to proceed rapidly, more rapidly here. You men-
tioned the compulsion in production due to the planned economy and
their ability to do with their citizens whatsoever they will. And that
gives them certain material advantages as compared with the neces-
sities of our free enterprise system.

These questions of mine, Air. Chairman, are directed among other
things toward a matter I ask here in-you would think I had not
written this and I was hunting for something but I assure you that I
did write it with a lead pencil on a legal size yellow pad with lines
on it.

Oh, yes, in six, is there in our underemployed population a resource
comparable to underdeveloped natural resources in other countries?
It is a labor resource not a material resource. Can we apply knowl-
edge, wisdom, and intelligence to the expansion of this home market
if business slows down abroad?

As you know? Mr. Chairman, I have been in strong support of two
low-income-group studies that we have had. I have had in mind pos-
sibilities for that which have not yet materialized.

I think we have found some of it-at least I personally have found
from these hearings some things that I did not know. One is that
the great mass of the stubborn low income is to be found in agricul-
tural regions. It is not to be found in cities, even in the slums of
cities, there is nothing comparable to the persistent low-income situa-
tion in the low-grade agricultural areas of the country.

Now, feeling as I do and as I set forth in these questions that we
are liable to run into difficulties in dependence on foreign trade for
our industrial activity I raised the question which I just read.

Is there in our underemployed population a resource comparable
to underdeveloped natural resources in other countries?

And the thought has been raising itself in my mind as to whether,
let us say, in the unlikely event, the unlikely but necessary event of
some period of a more or less stable peace, in which we are permitted
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to divert a large part of our regular resources from the present waste-
ful diversion to arms and armament, whether some of a considerable
measure of the resources diverted cannot be applied to enormous-
because we are talking about tens of billions-to enormous develop-
ments of public works, of which one example would not merely be
the highways which we have recently embarked upon but also for
instance such a widespread provision of sewage disposal that one can
take a cup and take a drink of water safely out of any river or stream
in the United States. That would take billions.

But would there not be an opportunity there to draw in-that is
just one example-to draw in these low-income groups not by picking
them up in the dead of night and putting them into freight cars and
sending them somewhere but offering them opportunities that they
have never had before. And it seems to me that a massive approach
to this low-income group problem may become possible, and I hope
the members of the committee at least will keep that in mind.

Mr. Gainsbrugh, on page 8 of his paper, on page 8, the fifth and
sixth lines, speaking about the productive activity, "The projection
would be improved if stated in both current and constant dollars."
I have more than once and again within the past fortnight tried to
persuade the committee of which I am a senior member to put into its
monthly report of economic indicators a gross national product in
constant dollars as well as in current dollars and I am very hopeful
that my third attempt to get this done will result in its inclusion in
the January issue and I submit that for the staff.

I think that is all.
Representative BOLLING. Thank you, Senator Flanders.
At this time I would like to call on the panel as a whole as individuals

if they have further comments on comments of other panelists.
Dr. FABRICANT. Mr. Chairman, I would like to note the importance

of Senator Flanders' remarks about the standard of living in the
Western Countries as compared with the standard of living in those
others on the other side of the Iron Curtain, and his further remarks
about wage costs and about the low-income distribution. I think it
is extremely important that we keep in mind that our economic system
prospers the way it does because it draws into the productive process
all the energies and efforts of all our people, and by distributing to all
our people the product of their efforts in a more or less automatic way.
Not only have we increased our standard of living in the United States,
but we have improved the distribution of income in the United States
in a way I think that could not be matched by countries on the other
side of the Iron Curtain.

I think we ought to publicize the fact that, not only a higher stand-
ard of living but a better distribution of that standard of living among
our people is one of the results of our economic progress.

Senator FLANDERS. Dr: Fabricant, Professor Fabricant, I would
like to suggest that if you can get hold of a copy of a little book I
published last May entitled "Letter to a Generation" and will read
chapter 3, you will see the title of the chapter is "Be Assured." I
tried to describe our whole economic system in such a way that the
young people would have confidence in it and it would please me very
much if you would ask your bookseller for a copy of the book because
the principal customer to date has been myself and I am very grateful
to anyone who spends his own money for it.
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Dr. IKEEZER. Mr. Chairman, I would like to make one remark. I
think I share all the reservations of this group about the technical
and substantive difficulty of projections. I think you have never
heard more modest statements about projections in a long time than
those made here. But having presented these projections in the first
instance, I think I would like to just add that I don't know how you
get along without some kind of projections. You are continually
making comparisons, you are continually trying to figure out where
you are going and where somebody else is going and where you are
both going relatively.

If you concentrate solely on the limitations of projections, nothing
every happens. With all these limitations we must have projections.
We can only make them as best we can.

Mr. GAINSBRUGH. Dexter said you make the projections as good as
you can. We would all say that is laudable. But I think we also
ought to keep examining them continually from the point of view of,
are they good enough.?

How can they be improved? 'What has been the limitations and the
reservations of past efforts? Are we building too many models of a
similar type? Are we concentrating too much on one type of ap-
proach? Are there other approaches that can be employed? I don't
think there is any dissent within the panel on the desirability of model
building. I think our dissent is primarily upon techniques that are
employed. And our emphasis was upon recognizing the limitations
of the techniques that are currently employed, with the hope that as we
do more of these we perhaps can do better ones-in a sense, learn by
doing.

Dr. KEEZER. My point is that there is no dissent in the panel. That
is the beauty of it.

Mr. GAINSPRUGH. I am inclined to put a qualification on that. I
think too many of these projections are presented as being the best that
can be made. I doubt that they are. They are the best that can be
made with the resources that are now being committed to this par-
ticular problem. But are we putting in enough resources? Do we
have enough men at work on this particular job? If it is as important
as Dexter says it is from the point of view of business planning and
from the point of view of public policy, is this an adequate flow of
resources?

Are we continuing to be constantly niggardly about our allocation
of resources for this particular purpose? My own feeling is that we
have not recognized the significant overtones surrounding these par-
ticular projects and that we limit the capacity of the science and the
fraternity to perform by our very niggardly ways.

Representative BOLLINU. Of course, you know very well as chair-
man of a subcommittee of this committee, on statistics, we have been
working one aspect of that problem and I tend to share the view that
the Congress was a little niggardly on occasion. With regard to cer-
tain things that might be useful in this particular field, that is.

Dr. SCHWARTZ. May I make two brief observations, one on Senator
Flanders' point regarding the low-income population of the United
States. I think he has a tremendously important point there. But
I think we have to be aware that it is not simply a matter of economics.
A very large fraction of these low-income people are Negroes, mainly,
Mexicans, and other nonwhites who sometimes tend to be, at least m
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practice, if not legally, in the position of second-class citizens. This
has very undesirable effects which go far beyond merely the economic
sphere. I think this country stands to gain enormously from any
effort made to give these underprivileged peoples, and particularly
those who suffer from color or similar barriers, the education they need
to utilize their native ability to the highest advantage and also the
opportunity to become members of our economy and our society on a
full-fledged basis. If we were to do that, we would deprive the Com-
munists of one of their most effective political and propaganda argu-
ments: the thesis that the colored person in our society is a second-
class citizen subject constantly to the fear of discrimination, bodily
harm, lynching. This is terribly important.

The second point I would like to make is with reference to Martin
Gainsbruah's very important qualification regarding the assumption
of raw material plentitude. That is, I have been appalled sometimes
looking at some projections, not Dr. Keezer's but others which go out
to the year 2,000 and seem to give everybody a Cadillac. In making
such projections, nobody seems to look at the question, Do we have
enough iron or do we have enough coal, do wve have enough aluminum?
We have tended to assume too freely in the past that natural resources
are there and can be had more or less easily. Actually the United
States is now in the transition from a have to a have-not nation.

I think we have before our eyes today a tremendously instructive
and to some extent frightening example of what happens when you
become dependent upon an imported raw material which may be cut
off from you. I am referring, of course, to the case of Western Europe
and its need for oil from the Middle East. I don't think this is a
matter on which I or anybody else has any easy solutions but it would
seem to me to be a prime function of the United States Government
in these days to do some very careful looking ahead on the raw-ma-
terial needs of the American economy and the possible resources, do-
mestic and foreign, for meeting these needs. We need to insure that
our children and grandchildren have the same access to raw materials
that we have had.

On that point, one disturbing factor we know when one looks at
the competition between the Communist and non-Communist world
is the fact that the most industrialized portions of the Western World,
that is the United States and Western Europe, are relatively far along
in the depletion of their raw materials. England, for example, once
built its economy on coal. Today coal is brought to Newcastle in de-
fiance of the ancient adage.

We built our economy on cheap iron ore and today we are having
to bring it in from Labrador, Venezuela, and Liberia and other places.
The Communist countries, particularly the Soviet Union and Com-
munist China, are still in very infant stages of depletion of their raw
materials. If one looks ahead 10, 20, 30, and 40 years from now they
are likely to be in a much better position in terms of raw materials
available from domestic sources than we are. This raises some very
grave problems which I think the planners of our Nation's future
must stay and take into serious account.

Representative BOLLING. One aspect of which my area is involved is
the very simple fact one of the limitations of our future growth is the
limited availability of something as ordinary as water.

Dr. SCHWARTZ. That is right.
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Representative BOLLINIG. Dr. Grossman?
Dr. GROSSMAN. Mr. Chairman, I have been very interested in all

the statements made today but particularly in the statement made by
Dr. Schwartz; his remarks were after all addressed to the same part
of the world or about the same part of the world that my statement
referred to. And I must say that he did an admirable job in the
very brief time he had at his disposal. I was particularly interested
to hear him make a couple of remarks: one that a major battle ground
in this contest is the United States domestic economy itself, that by
maintaining full and productive employment, we can go far in winning
this contest. I can only applaud these remarks. Incidentally what
Dr. Schwartz just said about the problem of second-class citizenship
and its bearing on the propaganda contest that we are facing I think
is very true too.

But to proceed to another point -which I was also very interested
to hear, namely the possibility that the most recent events in Eastern
Europe such as happened in Poland and Hungary might gravely affect
the allocation of resources as between consumer, investment and so
on.

I think he is quite right in proffering this possibility, namely that
in the Eastern European countries, the pent up privations have come
to the point as here even the Communist regimes will not be able to
ignore the need of the people for a better standard of living. Cer-
tainly what has been happening in Poland greatly underscores
that.

However, I would like to draw a distinction here between the East-
ern European satellites and the Soviet Union. Not that in the So-
viet Union the standard of living is so high that the problem does
not exist. Certainly it does.

We have heard a few words said on that this morning and I will be
the last one to claim otherwise.

However, it seems to me that the political situation is such that
we must differentiate between the prospects there and the prospects in
Eastern Europe.

For one, it seems to me the Soviet leaders probably have their
population better in hand than did the puppet regimes in Eastern
Europe until the recent outbreak; and secondly of course the element
of nationalism which was so important in Hungary and in Poland
has a completely different complexion in the Soviet Union. But still
I think Dr. Schwartz is completely right that a reallocation of re-
sources away from military end use even in the Soviet Union is very
likely to be in some part in the direction of improving standards of
living.

However, I would like to enter this very brief qualification or sev-
eral qualifications.

One, the physical pattern of the production plant and of the re-
sources is such that it will be much easier for the Soviet planners to
shift the resources now going to military use into investment, into
foreign economic assistance and perhaps a few other uses than to bene-
fit the consumer immediately and directly.

Secondly, the institutional structure of the Soviet economy is such
that even if they tried hard, within the same institutional structure,
to do much for the consumer, they would find as they perhaps did

55



56 WORLD ECONOMIC GROWTH AND COMPETITION

under Mr. Malenkov's previous tenure, very serious internal
resistances.
- The machine just isn't geared to provide butter and shoes as well as
it is geared to provide guns and machine tools.

It is true that the institutions can be changed and if they are
changed, from our point of view, so much the better, but in the very
near term I am not sure that this is a very likely prospect.

And then finally it seems to me that the very developments in East-
ern Europe, call them Titoism or call them what you wish, may
engender the reverse reaction in the Soviet Union.

Now that the satellites are going their own way from the point of
view of the Kremlin may it not be that the reaction of the Kremlin
within its own territory would be even further to strengthen what it
considers to be the basis of economic power, namely heavy industry.

In other words if you can no longer depend on Polish heavy indus-
try and on the Polish armies in the case of a showdown, is it not likely
that it will be the Soviet heavy industry that will have to be strength-
ened from the point of view of the Soviet rulers. So if there are
actual resources to be reallocated such as in the event of a major
disarmament which as I said before I do not see in the cards at the
moment, if there are such resources to be reallocated I am not too
sure for the reasons I have just listed that they will by and large go
to the consumer.

My guess would be that they would go into further investment, by
and large, and, as Senator Flanders indicated in his question, very
possibly for aid to the underdeveloped countries. In both instances,
of course, perhaps not entirely to our comfort.

Dr. SCHWARTZ. May I comment briefly on Dr. Grossman's remarks,
Mr. Chairman. I certainly agree with Dr. Grossman in his evaluation
of what the Soviet leaders would like to do. The really interesting
question-we don't have any answer but it is interesting and we have
to be aware of it, whether in the new atmosphere and the Soviet lead-
ers have as much freedom of action internally as Mr. Stalin had 5
years ago.

To me it is very interesting, within 6 months of Stalin's death Mr.
Malenkov, who was then Premier of the Soviet Union, felt it necessary
to announce a policy which promised the Soviet people a sharp up-
surge in the standard of living of the Soviet people within 2 or 3
years. He is 3 politician operating in a different framework than
our politicians operate but the characteristics of a politician is that
he is sensitive to public pressures.

It seems to me there is a tremendous pressure in Soviet Union for
an increased standard of living and that factor the Soviet leaders
have to take into account.

The really interesting field for speculation is what line the Chinese
Communist leaders will draw from the events pf Eastern Europe.
If you extend your time horizon to 30 or 40 years, the really fright-
ening thing about the Communist growth is possibility of Communist
China with its vast human resources and its not inconsiderable natural
resources becoming a major economic power.

Now, the possibility arises and there are no guaranties that the
Communist Chinese leaders will look at the events in Eastern Europe
and perhaps-I stress "perhaps"-decide that they themselves don't
wish to risk disturbances similar to those in Hungary, certainly, and
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that they may terefore recast their plans for extremely rapid
economic growth.

I don't know. But this is a very interesting possibility and I
would hope, I would expect that this committee might interrogate
Dr. Eckstein, who is going to testify on China here on Wednesday,
I believe on the potential effect upon Chinese economic growth from
the political lines to be drawn from the recent turmoil in Eastern
Europe.

Representative BOLLING. Thank you.
Are there further comments? If not, gentlemen, I want to thank

you very much and say for myself and for Senator Flanders this has
been the most interesting and stimulating panel that I have had the
opportunity to listen to.

We are very grateful to you for giving to us and others your time
and your wisdom.

Have you a further question?
Senator FLANDERS. No.
Representatives BOLLING. With that the subcommitee will stand

adjourned until 10 o'clock on Wednesday, when it will meet in this
same room on the subject, Economic Growth Trends in Under-
developed Areas.

(Whereupon, at 12: 35 p. in., the subcommittee adjourned, to
reconvene at 10 a. in., Wednesday, December 12, 1956.)
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WEDNESDAY, DECEMBER 12, 1956

CONGRESS OF THE UNITED STATES,
SuBcoMmirrTE ON FOREIGN ECONo3nC POLICY,

JOINT ECONOMIC COMMIN1TTEE,
IVashington, D. C.

The subcommittee met, pursuant to adjournment, at 10: 10 a. m., in
room 1g01, New House Office Building, Washington, D. C., Hon.
Richard Bolling presiding.

Present: Senator Ralph E. Flanders.
Also present: Charles S. Sheldon II, staff economist; Grover IW.

Ensley, executive director; and James W. Knowles, staff economist.
Representative BOLLING. The subcommittee wvill be in order.
Last Monday when these hearings were opened, I explained their

rationale and objectives. In that connection we heard from a panel
of nationally known experts on the general problems of making inter-
national comparisons and economic growth projections. Attention
was concentrated primarily on the relative development of the great
industrial nations with emphasis on the United States and the Soviet
Union. Today we are continuing our inquiries by examining particu-
larly the problems of the underdeveloped nations.

Many of these countries are not yet fully committed either in their
political alinements or to any single course toward economic develop-
ment, but they do share some common desires at least among the in-
fluential members of their societies. They want to better their material
well-being in order to raise living standards but they may also wvant
to industrialize even at some cost to current comfort in the interest of
long-run greater bargaining power in the world scene.

The economic resources of the great nations which have already
industrialized may be available to influence the course of development
and trading relations in these underdeveloped regions. Because so
much of the world has yet to experience extensive development and
conditions vary widely, we have had of necessity to limit our discus-
sions primarily to a single region. This morning we are going to hear
mostly about Asia and the Far East.

We are concerned with the different paths to development open to
these countries. We are also concerned about the trade implications
for the United States and for these countries themselves.

Before proceeding to the witnesses, I understand that Senator
Flanders would like to make a statement.

Senator FLANDERS. I would like to have distributed to the members
of the panel, Mr. Chairman, my memorandum of November 14 to Dr.
Ensley in which I asked for a reexamination of our trade policy.
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I may say that this memorandum was sent to Dr. Hauge and Dr.
Burns who doubtless passed it down to Dr. Saulnier and doubtless to
Sherman Adams. I believe we need to take a new look at our whole
trade policy and the agenda of this particular series of three hearings
only touches on these questions in spots. With your sufferance, Mr.
Chairman, I will raise them as we go over the spots.

I was interested to find the administration was not going to be
represented and I heard it rumored that it is because they were mak-
ing a new examination of our trade policy. I hope that that rumor
is a true one.

Thank you.
Representative BOLLING. Senator, I believe that each of the wit-

nesses today was furnished a copy of your memorandum by mail and
1 think that each one of them now has one before him.

Our first speaker this morning is Dr. Henry G. Aubrey who is cur-
rently the director of a major research project still in its early stages
at the National Planning Association.

It is most appropriate that he be here today for that project is in
the same context as some of our interests. It is called the economics
of competitive coexistence.

Dr. Aubrey was engaged in foreign-trade business for many years,
and also since 1950 has been a visiting professor of the graduate fac-
ulty of the New School for Social Research. He has been a consultant
to the United Nations, Pakistan, and the Organization of American
States. Until coming to the NPA, he was on the economic staff of
the Federal Reserve Bank of New York. He is the author and co-
author of several books. His topic this morning will set the scene for
what is to follow. It is the Meaning and Importance of Economic
Development in World Affairs.

Dr. Aubrey, you may proceed as you wish.

STATEMENT OF HENRY G. AUBREY, DIRECTOR OF RESEARCH ON
THE ECONOMICS OF COMPETITIVE COEXISTENCE, NATIONAL
PLANNING ASSOCIATION

Dr. AUBREY. Mr. Chairman and members of the committee, eco-
nomic growth of course is nothing new in history. Why is it then
that the economic development of the less advanced areas of the world
has recently become the subject of such intense preoccupation in world
affairs?

And why, in particular, has an active interest in this development
become a touchstone of the international performance of an industrial
country?

I propose to confine my brief remarks to this question, in order to
focus on economic development abroad as an important consideration
in the formulation of foreign economic policy.

In the past, the process of economic growth was much more gen-
erally taken for granted than now. Over the last two centuries, since
the so-called industrial revolution in Europe, economic growth had
been left to proceed at its own pace, rapid at some times in certain
countries, more slowly in other periods and places. In our time, the
less developed countries will not wait; they want their economic
revolution now, and they expect its fruits within 2 generations rather
than 2 centuries.
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The reasons for this radical change of temper and rhythm are, I
submit, partly economic, partly psychological-political.

Historically, in the heyday of western economic growth, population
increased only slowly and the needs of growing numbers did not
call for an accelerated schedule of progress. Today, by contrast, most
underdeveloped countries are already densely settled and their popu-
lation is increasing at unprecedented rates. It takes therefore more
rapid growth just to keep up with growing needs. Even faster growth
is necessary to raise the generally depressed standard of living. This,
then, is an economic reason for making haste deliberately.

While it is increasingly difficult to provide for growing numbers,
vast masses of people have become aware of the better things of life
and are demanding a greater share. Quite naturally, most govern-
ments could not remain passive in the light of such social and po-
litical pressures. They feel compelled to act instead of waiting for
growth to come about in its own good time.

Thus, as gradual growth is replaced by accelerated development
"under forced draft," the role of Government is being transformed
in the process: if changes have to be brought about quickly, the
Government tends to take on functions of assistance, promotion, or
even operation which a more leisurely course of events would not seem
to call for. This trend has taken distinct forms in Communist-con-
trolled countries and in free nations. In the former all initiative
and activity is centrally controlled, while in the latter important
functions are reserved to free enterprise, notwithstanding a measure
of programing or planning.

It may be well to recall that a tendency toward broader Govern-
ment functions is not by any means unprecedented even in the more
advanced free-enterprise economies. In times of stress most countries,
including our own, have assigned far-reaching functions to Govern-
ment. Moreover, historically, most free-enterprise economies in the
Western World have, at one time or another, relied on State interven-
tion to a much greater extent than is often realized. Nonetheless, such
periods of increased Government activity have been followed in due
course by more-not less-private initiative after the preconditions
for faster growth had been created.

Hence, the prevalence of Government activities in early stages of
economic development need not necessarily be taken as prima facie
evidence of socialistic tendencies. The need to marshal scarce re-
sources, to coordinate scattered efforts, and to formulate a judicious
path of development makes measures of planning unavoidable. It is
eminently desirable to distinguish between this need and the overall
direction of enterprise which characterizes a Socialist economy.

In fact, the creation of planning institutions that are compatible
with democratic concepts offers the best prospects for the new countries
to develop a stable alternative to the lure of totalitarian centralism.

By the same token, it would be harmful to allow the Communists to
monopolize the idea of premeditated economic development, for they
are already trying very hard to be identified with the cause of in-
dustrialization in the minds of the people in retarded areas.

In this respect, the Communists have shown themselves well attuned
to one of the strongest emotional drives in large areas of the world
today-the desire for economic and social betterment.

85589-57-5
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This drive, in fact. has linked up with a second and perhaps even
more powerful urge-the desire for independence and equal status in
international affairs. To be free in a formal sense is no longer enough
for those who have already acquired political independence. To be
economically dependent upon powerful industrial nations is resented
in some instances by underdeveloped countries almost as deeply as the
political aspects of colonialism.

Diversification of the economy and, especially, industrialization are
seen as a means to reduce this dependence. The urge towards eco-
nomic development is thus grounded in some of the most dynamic
aspirations at large in the world. Hence, we should not be surprised
by the near-religious fervor with which it is supported in areas where
many people believe, rightly or wrongly, that they have been denied
an equality of opportunity in the past by bad fortune or perhaps even
intentionally.

No wonder, then, that a country's attitude towards economic de-
velopment has come to be regarded in underdeveloped countries as a
touchstone of its identification with their needs and aspirations. The
advanced industrial nations, already under a cloud on account of their
accumulated wealth, are alternatively suspected of neglect and of
ulterior motives. Russia by contrast postures as a newcomer who
pulled himself up by his own bootstraps and who is therefore capable
of the best disinterested advice. No matter how historically false the
claim and how frightful the cost of the prescription-the example
looks attractive to many.

The degree of identification with the development goals of the un-
derdeveloped countries has thus become an outstanding issue in inter-
national politics. Moreover, much more than sympathy and interest
is expected from the industrial nations. Economic development re-
quires resources which are scarce in underdeveloped areas-financial,
technical, managerial, and administrative. These countries are there-
fore looking to those more advanced for trade and assistance in many
guises. However, since such dynamic aspirations are involved, de-
cisions to give or withhold cooperation symbolize much more than the
material contribution in question.

The crucial ingredient is an evidence of identification with what
these people want most-a better life, greater economic security and
independence, and a respected place in the family of nations.

To cooperate or to deny-down to the last detail of negotiation and
implementation-the issue is loaded with the emotional impact of
those strong desires.

Thus political implications of truly explosive potency have been
superimposed on economic issues. When it comes to discussing poli-
cies and programs, it may be well to bear in mind that they involve
the international manifestations of the most fundamental human
aspirations in the world today.

Representative BOLLING. Thank you, Dr. Aubrey.
Our second speaker today is Dr. Alexander Eckstein, of the de-

partment of economics at Harvard University. After service in the
United States Army in World War II, he was with the FAO of
the United Nations and then had a fellowship in Geneva. While in
the Department of State, he was a senior economist on far-eastern
problems. An important reason for inviting him here today was
his recent coauthorship of a book entitled "Prospects for Communist
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China." This morning his topic is Pied Chinese Development and
Prospects.

Dr. Eckstein?

STATEMENT OF ALEXANDER ECKSTEIN, DEPARTMENT OF
ECONOMICS, HARVARD UNIVERSITY

Dr. ECKSTEIN. Mr. Chairman, in trying to think through how I
might serve the purpose of the committee best, it seemed to me worth
while to concentrate on a few major aspects of Chinese Communist
economic development, rather than attempt to give a comprehlensive
and fully integrated analysis of the economic-growth process in
Communist China. With this in mind, I would like to address myself
briefly to the following five questions:

1. How has mainland China's economy fared since Communist
takeover in the fields of agricultural and industrial production?

2. Howv does this performance compare with that of India and
the Soviet Union?

3. Does growth in production seemi to be matched by parallel trends
in consumption?

4. What effect is Chinese Communist agricultural policy likely
to have upon farm output and the character of economic growth?

5. What role does Soviet economic assistance play in Chinese Corn-
inunist economic development?

In an attempt to answer the first two questions, I assembled the
data presented in appendix tables A, B, and C. In these tables you
will find output and rail freight turnover data for the principal in-
dustrial and agricultural commodities produced in China, India, and
the Soviet Union.

In the case of India and China, these refer to developments during
recent years and targets for the second 5-year plans.

The Soviet statistics, however, relate to the prewar period and
are designed to place the rates of Chinese and Indian expansion
against the background of Soviet plan performance from 1928 to 1937.

Proceeding on the basis of the physical output and freight volume
data, I then calculated the average annual rate of increase in pro-
duction and freight volume for China, India, and the Soviet Union.

The results of these computations are presented in table I of the
statement that is before you.

One of the things that all of these data indicate is that China's
mainland economy seems to have been expanding very rapidly, both
during the period of rehabilitation following Communist takeover
(1949-52) and since the inauguration of the first 5-year plan.

As one might expect, production grew much faster in the invest-
ment-goods industries than in consumer-goods manufacture or in
agriculture: However, even in these fields, this appears to have been
a period of marked growth.

One of the questions that naturally arises in this connection is,
How reliable are the statistics on which these conclusions are based?

In this respect, the situation facing an economist analyzing devel-
opments in Communist China is much more complex and difficult
than that confronting the Soviet specialist.

In the absence of a central authority calpable of exercising full and
effective control over all provinces of mainland China, and owing to
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a host of other reasons too detailed to be considered here, pre-Com-
munist Chinese statistics were grossly inadequate, and even consid-
erably below the standards of other underdeveloped areas.

What, in effect, has happened is that, while in the last statistical
organization and collection was poor, statistical findings were more
or less freely reported.

TABLE I.-Average annual rate of growth in production of selected industrial and
farm products in China, India, and the U. S. S. R.

[In percent)

1st 5-year plan period 2d 5-year plan period
Commodity -____ -- ____ _ _-_________

China I India 2 U. S. S. R.3 China 4 India 
5

U. S. S. R.5

Coal -13.8 2. 6 16.1 12.1 10.3 14.7
Pig iron - --------------- 24.1 . 17.1 18.5
Crude steel -28.4 7 3.4 8.2 21.5 7 27.0 24. 6
Crude oil - 30.4 16.5 22.3 -5.9
Cement -16.3 12.2 17.1 16. 7 15.8 9.4
Electric power 19.1 8 8.1 28.2 21.2 8 14.9 21. 8
Paper- - 16.6 9.6 13. 5 18.8 14.2 12.0
Cotton yarn 3. 1 6.3 -- 11. 2 4.0
Cotton cloth -5.0 6.9 .15 8.6 5.1
Sugar -18.1 9.1 -10.4 6.2 23.9
Food grains ------ 3.9 3.8 -1. 1 6.4 2.9 11. 4
Rail freight volume -17.7 - 16.0 . 16.0

l These rates based on first 3 years of the Chinese 1-year plan running from Jan. 1,1953, to Dec. 31, 1957
2 Based on the full 5 years of the plan that ran from Apr. 1, 1951, to Mar. 31, 1956.
3 Based on rates of growth during the 1928-32 period.
4 Based on projected rates of growth for 1958-62.
a Planned rate of growth for 1956-57 to 1960-61.
6 Actual rate of growth during 1932-37 period.
7 Finished steel.
8 Electric power capacity.

Source: Computed from data in appendix tables.

Dr. ECxSTEIN. Nowv, however, we are faced with greatly improved
standards of data collection accompanied by systematic attempts at
statistical camouflage.

How-ever, one may detect a noticeable improvement in the quality
of Chinese Communist statistics since late 1952. Paradoxically
many of the inconsistencies in Chinese Communist statistics are a
byproduct of this change in the quality of data; as a rule, statistics
published since 1953 are based on a broader coverage and are
methodologically more consistent and sounder.

All of this, of course, raises the old problem of the credibility of
data published by the Chinese Communists. Are these outright
falsifications It seems to me that this does not seem too likely since
the very requirements of internal administration, planning and
rational accounting (whatever the criteria of rationality may be),
are such that a system of double bookkeeping-1 for propaganda
and 1 for economic accounting-would be bound to lead to profound
confusion among plant managers, party cadres, and bureaucrats in
charge of economic organs.

Thus it is not so much sins of commission as rather those of omission
with which the investigator has to contend. He is contantly plagued
by conceptual obscurantism, by methodological vagueness, and by
a proneness to make exaggerated claims for increases in production
or other accomplishments that at times may reflect improvements in
statistical coverage and reliability rather than real adv.mces
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These difficulties and statistical pitfalls, however, apply more to
magnitudes expressed in money terms where the basis and method
of valuation is uncertain than to the type of physical output and
volume figures used here.

With these notes of caution in mind, China's performance during
its first 5-year plan seems to be mnore impressive when compared
with that of India and the U. S. S. R. than when viewed inde-
pendently.

Thus, in respect to every category-except cotton textiles-China
outdistanced India, at least in terms of rates of growth, and in most
cases in terms of absolute levels as well. It is particularly note-
worthy that this statement applies even to agriculture, that is to that
branch of the economy to which the Indians allotted 33 percent of
their public investment resources, as compared to about 7 percent
by the Chinese during 1953-55.

At the same time, the rates of industrial growth in China seem
to compare quite favorably with Soviet rates based on the 1928 to
1932 period.

However, these comparative relationships may be rapidly chang-
ing during the second 5-year plan, with India placng much greater
emphasis upon industrial development to the point that in some
fields India may be pushing ahead faster than Communist China.

Yet, comparisons based on increases in production alone may be
grossly misleading. What about changes in the levels of consump-
tion? Unfortunately the data for assessing the latter are much less
satisfactory, particularly for China, so that in this field systematic
comparison is not possible.

Hoowever, on the basis of the information that is available it would
seem that in this respect comparisons may be more favorable to India
than to China.

In part this is a matter of deliberate choice and thus reflects two
quite different approaches to planning, with the consumer looming
much larger in India than in China.

Numerous examples could be cited to illustrate these differences. If
I may, let me allude just to one, i. e., the different pattern of railroad
utilization in India as compared to China.

In India, about 40 percent of rail transport volume is devoted to
passenger traffic, while in Chinla-with freedom of movement con-
trolled and closely circumscribed-it is negligible.

In contrast, the Chinese utilize their rail system for movement of
freight to the limit of its capacity. This naturally means that while
Indian rail transport does better by the consumer, the Chinese by
concentrating on freight movement can make their limited transport
capacity go further in serving the purposes of increasing production
and commercialization.

These different rates of growth in production versus consumption
inevitably raise the question as to what are the appropriate criteria
for assessing economic progress in different countries. Obviously
from the standpoint of military and war-waging potential, the rate
of industrial growth is of prime importance.

From an economic welfare point of view the rate of growth in per
capita personal consumption may be the most meaningful criterion.

In terms of political appeal, rising standards of living and dramatic
industrialization programs, accompanied by an aggressive power
posture, may compete with each other.
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Therefore the outcome of an India-China comparison imay yield
different results depending upon which of these or other possible per-
formance criteria are applied.

I would like to turn to a different set of questions now, namely what
effect may Chinese Communist agricultural policy-most particularly
land and collectivization policy-have upon farm output and the
character of economic growth?

From an economic point of view, collectivization can be viewed as
a means for forcing a high level of saving upon agriculture, or to
put it another way, it is a mechaniism for transferring resources out
of agriculture without compensation.

in the Soviet case, this policy was carried to the point that one can
legitimately speak of a pattern of industrialization which took place
at the expense of agriculture in several respects; that is, in terms of
farm output and farm consumption levels.

Agriculture was kept on a comparatively short investment ration
while rates of extraction from agriculture were so high that they Con-
sistently undermined farmer incentives, even in the collectives.

yet, it is probable that in spite of these unfavorable factors Soviet
farm output would have risen appreciably if not for the two major
setbacks incurred by violent collectivization and the devastation of
World War II.

This has important implications for assessing economic prospects
in mainland China. Mao and his colleagues in adopting the Soviet
model of economic growth, embarked upon a collectivization campaign
as soon as their plans for a 5-year plan began to crystalize.

However theyv were apparently determined to learn from the Rus-
sian experience and do everything in their power to avoid the violence
and the negative consequences of Soviet collectivization, reflected in
wholesale slaughter of livestock and radical curtailment of farm out-
put between 1928 and 1932.

Therefore, the Chinese adopted a policy of what may be termed
'"high-pressure gradualism." This involved a relentless pursuit of
the collectivization objective, but based on a, series of transitional
forms each successive form involving a greater degree of farm
cooperation-and using the weapons of persuasion, propaganda,
economic pressure, and economic incentives. In effect, it entailed the
use of carrot and stick techniques in judicious combinations.

As a result, according to Chinese Communist pronouncements, 62
percent of farm households were collectivized by May 1956. Accord-
ing to all of the available evidence and contrary to the expectation of
most observers, this was and is being carried through without large-
scale organized peasant resistance.

There seem to be tensions and excesses here and there, but there is
no evidence of mass violence, of livestock slaughter, and of disruption
of output.

Unless the situation changes, this may have far-reaching implica-
tions for the future course of China's economic development.

It could mean, that unlike the Soviets, the Chinese Communists
may be able to have their cake and eat it too. That is they may be
in a position to pursue their industrialization objectives and Concur-
rently attain at }east modest increases in farm output.
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In such a case, the Chinese Communists would be in a position to
relax their pressure on agriculture and on the consumer sector in
general.

This in turn could mean that other things being equal, the Chinese
could place greater reliance upon incentives, even in agriculture, than
the Soviets were able to do.

Finally let me turn to the issue of Soviet aid which obviously has an
important bearing upon the rate at which the Chinese Communist
economy will grow.

May I say that my remarks on this problem are based on a rather
detailed study of Sino-Soviet economic relations which I have recently
completed for the Council on Foreign Relations.

It should also be added that this is a most complex problem and one
on which our information is more incomplete than perhaps on any
other aspect of the Chinese Communist economy.

It would obviously be beyond the scope of your present inquiry to
go into all these complexities.

I will therefore confine myself to reporting the conclusions of my
study with the understanding that the supporting evidence and analy-
sis are pulled together there.

Given Mao's "lean-to-one-side" policy and free world strategic
trade controls, Communist China has become almost exclusively de-
pendent upon the Soviet Union for her imports of capital goods and
technical skills.

However on the basis of all of the available evidence, the prepon-
derant bulk of these imports seem to be paid for with Chinese exports.
Sino-Soviet economic relations have been largely governed by two
successive agreements.

The first of these, concluded in 1950, provided for a line of credit
equivalent to US$300 million to be extended over a period of 5 years.

The second, negotiated upon expiration of the first at the end of
19.54, was much more value, apparently providing a new loan of 520
million rubles or US$130 million at the official rate of exchange. If
this new line of credit was to be extended again for 5 years, the annual
proceeds of the loan would not even quite cover the annual payments
or repayments due on the first loan. This in combination with (a)
the Chinese claim that their trade is essentially in balance, and (b)
other bits of scattered evidence, would strongly suggest that Soviet
economic grants-in-aid or loans to Communist China may have been
negligible in the last 2 years, the bulk of assistance being confined to
military deliveries.

This conclusion would seem to be belied by widely publicized ex-
pressions of gratitude for the Soviet aid rendered.

However, in the Chinese Communiist vocabulary all imports from
the Soviet Union are viewed as aid, and this is quite explicitly stated.

This of course does not mean that the economic ties between China
and the Soviet Union are not very intimate or essential from the
standpoint of Chinese economic growth.

It only indicates that Communist China's economic link to the
Soviet Unionl is primarily based on trade rather than aid in our sense
of the term. This trade naturally carries with it, more or less auto-
matically, a great deal of technical assistance.

Thus on the basis of Sino-Soviet agreements, 156 of the key capital
projects inaugurated by Communist China during its first 5-year
plan are to be designed, equipped, and installed by the Soviets.
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These are projects which the Chinese could never carry through on
their own at their present stage of development. But they are proj-
ects which are not apparently financed by Soviet grants or loans, but
are paid for with Chinese exports.

(The appendix tables previously referred to follow:)

APPENDIX TABLE A.-Selected economic-growth indicators, Communist China,
1949-55, and targets for 1957 and 1962

I. INDUSTRIAL PRODUCTION I

Previous peak
_____________________ ~~~1957

1949 1952 1955 plan 1962 plan
Year Produc-

tion

Coal -1942 61,875 30, 984 63,528 93, 604 112,985 190,000-210,000
Pig iron -1943 1,801 246 1,900 3,630 4,674
Steel- 1943 923 158 1,349 2, 853 4,120 10,500- 12,000
Crude oil -1943 320 122 436 966 2,012 5,000- 6,000
Cement -1942 2,293 661 2,861 4,503 6,000 12,500- 14,500
Electric power -1941 5,955 4,308 7,261 12,278 15, 900 40, 000- 43,000
Cotton yarn -1933 2,447 1,803 3, 618 3,968 5,000 8; 000- 9,000
Cotton cloth 2 1936 45, 008 30, 178 89, 273 103, 220 (163.721) (235.000-260,000)
Sugar - ------ 1936 (414) - - 249 410 686 (2,400- 2, 500)
Flour - --- -------- 2,990 4,670
Paper -1943 165 108 372 589 655 1,500- 1,600
Cigarettes -1947 2,363 1,600 2,650 3,567 4,700

II. AGRICULTURAL PRODUCTION (IN 1,000 METRIC TONS)

1949 1952 1953 1954 1955 1957 plan 1962 plan

Food crops 4 - ------ 113,181 163,913 166,832 169,512 183,933 192,810 262, 500
Rice - -- --------------- 48, 645 68 426 71,272 70, 851 78, 024 81,770
Wheat ------ 13,808 18, 123 18,281 23,332 22,965 23, 725

III. RAIL FREIGHT VOLUME

1950 1952 1955 1957 plan

Actual (billion ton-kilometers) -39. 4 60.2 98.1 120.9
Index (1952=100) -65.4 100.0 163.1 201.0

I Units: Coal, pig iron, steel, crude oil, cement, sugar, flour, and paper in metric tons; electric power
output in millions of kilowatt-hours; cotton yarn in 1,000 bales; cotton cloth In 1,000 bolts; cigarettes in
1,000 cartons.

2 Figures in parentheses include handicraft production using machine-spun yarn.
3Figures in parentheses include sugar produced by nonmechanized methods.
4 Including soybean.

I. INDUSTRIAL PRODUCTION

Index (previous Index (1952=100)
peak year= 100)

1949 1952 1955 1957 plan 1962 plan

Coal - ---- 1---------------------------- 50.1 102.7 147.3 178 315
Pig iron ----------------- 13.6 105.5 191.1 246
Steel -17.2 146.1 211.5 306 834
Crude oil -38.1 136.3 221.8 462 1,261
Cement -28.8 124.8 157.4 210 472
Electric power -- 72.3 121.9 169.1 219 572
Cotton yam -73.7 147.8 109.7 138 235
Cotton cloth - 67.1 198.3 115.6 (147) (222)
Sugar------------------------- ----- (166.9) 164.7 276 (543)
Flour ------------- --- --- -- -- 156
Paper -------------------------- -------------------- 65. 5 22 .3 158.4 176 417
Cigarettes -67.7 112.1 134.6 177 --
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II AGRICULTURAL PRODUCTION

Food crops.-- ----- --- --- ---
R ice.-- - - - - - - - - - - - - - - - - -
W heat.-- - - - - - - -- - - - - - - - -

Index (1912-l10g)

1949 11957 plan 1962 plan

69. 0
71. 1
76. 2

117. 6 150. 1
119.1 ---
130. 9 - - - - -

Sources: 1. State Statistics Bureau of the People's Republic of China, Report on the Fulfilment of lbs
State Plan inl1955. Statisticalabstractsofthts documestecontained in TiniHueaPan-yuch-kan (New Chlina
Biweekly), No. 17, Sept. 6, 1956.

2. Eighth National Congress of the Chinese Communist Party, Recommendations on the Second 5-Year
Plan (1958462) Jen Min Jilt Pao (People's Daily), Peking, Sept. 29, 1956.

APPENDix TABLE B.-Selected economic growth indicators, U. S. S. B., 1913--37

Production Unit 1913 1928 1932 1937 ___Index__1913=100__

1928 1932 1937

Coal ------------- - Million tons---------29. 1 35. 5 64. 4 128.0 122.0 221.3 439. 0
Pig iron -------------- - do ----------- 4.2 353 0.2 14.5 78.6 147. 6 345.2
Steel---------------- - do------------4.2 4.3 5.9 17.7 102.4 140.5 421L4
Cement -------------- - do------------1.78 1.85 3.48 5.45 103.9 195.51 306. 2
Crude oll-------------- - do ----------- 10.3 11.6 21.4 25.5 112.6 207.8 276.7
Electric power --------- Billion kilowatt hours. --_2.0 5.0 13. 5 36. 2 250. 2 675.0 1, 810.0
Cotton cloth---------- Million meters ------- 2, 672 2, 678 2, 694 3, 448 100.2 100.8 129.0
Sugar ------------ - Thousand tons ------- 1, 358 1, 283 828 2, 421 94. 5 81.0 178. 3
Paper ------------ --- do ----------- 269 284 471 832 105. 6 175. 1 309.3
Grain ------------ - Mililon tons -------- 80. 1 73.1 69.9 12'1.0 91.3 87.3 150.0
Rail-freight volume------- Billion ton-kilometers----76.4 93.4 169.3 354. 8 122.3 221.6 464.4

Sources: Central Statistics Office, Narodnoe Khozsdstvo S. S. S. R., Statisticheskll Sbomnik, Moscow,
1956. State Plan Commission, Third 5-Year Plan, Moscow, 1939. Naum Jasny, The Socialized Agri-
culture of the U. S. S. R., Stanford University Press, 1949.

APPENDIX TABLE C.aISelected economtic growth indicators, India, 1950-51 to
1955-56, and targets for 1960-61

Production Unit 1950-51 1955-56 1960461Ine(oO5=10

1955-56 1960461

Coal ------------- Million tons ------ 32.3 36.8 6o. o 113. 185.8
Finished steel------------do--------- - 1.1 1.3 4.3 118. 2 390.9
Cement---------------do ---------- 2. 7 4. 8 10.0 177. 8 370.4
Ele~tdiclty (installed capac- Million kilowatts --- 2.3 3.4 6.8 147.8 292. 7

ity).
Cotton yarn --------- Million pounds------ 1,179 1, 600 1,950 135.7 161.4
Mill cloth ------------ illion yards -- ---- 3,718 5,206 ----- 119.9 -----
Sugar-------------Million tons-------- 1.1 1. 7 2.3 154.1 209.1
Paper-------------Thousand tons.---- 114 180 350 157.9 307. 0
Foodgrarns ---------- ilon tons ------ 1 54.0 65. 0 75.0 120.4 138.9
Cereals---------------do -'-------- 146.0 55.0 ------ 119.6 .-----

]iRelates; to the year 1949-50.

Source: Government of India, Planning Commission, Second 5-Year Plan-A Draft Outline, February
1950.

Representative BOLLING. Thank you, sir.
Our next speaker is well known not only to this committee but also

to the Nation. I will not recite his illustrious career in full this morn-
ing in the judiciary, the Ar-my, the United States Senate and in di-
plomacy. Senator John Sherman Cooper has had a rare opportunity
to observe at first hand the problems of India as our Ambassador.

As most of you kn~ow, hie 1has just returned from a flying trip back to
that country. H-aying just considered Red Chinese development, we
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are now plivileged to have Senator Cooper contrast for us The Devel-
opment Effort of India.

Senator Cooper, you may proceed as you wish, sir.

STATEMENT OF HON. JOHN SHERMAN COOPER, UNITED STATES
SENATOR FROM THE STATE OF KENTUCKY

Senator COOPER. Congressman Bolling and members of the com-
mittee: I thank you for this opportunity to testify briefly before you.
I might say that only yesterday I returned from India and I have
not had the time, to Prepare a statemient, so I will speak without a,
prepared statement. I am certain a great many of the things that I
am going to say are known to the committee and they represent more a
statement of aims and of progress in India rather than of the philo-
sophical ideas which lie behind the efforts that India is making toward
development.

I would say that I do not believe that in our country there is a wide
impression of the problems which India faces in its development and
of the real progress that it is making and as I see it, the importance of
that progress to the democratic world.

I think we should always remember that India is the second largest
country in the world in point of population with over 380 million
people, and that it is the sixth largest in land area. I believe myself
from my experience in India that it is because of these facts and so
many other factors that India is the actual leader of the countries in
that area of the world.

Some of the difficulties which India faces in its industrial develop-
menit can be very easily pointed up when we realize that its gross
national product amounts to about $22 billion, Slat its average per
capita income is approximately $55 and that only 5 to 10 percent of the
people of India earn over $300 per year.

Those facts point up the difficulty of securing funds for investment
which are necessary for development.

As you know, India has just completed its first 5-year plan, and in
March of this year began its second 5-year plan. Its first 5-year plan
called for an investment, both public and private, of $71/2 billion.

Four and a. half billion dollars by what is called the public sector,
that is by funds furnished by the Government, both the central Gov-
ernment, or the center as they call it, and the States, and $3 billion by
private industry.

Not all of that money was actually spent, but I think perhaps 90
percent of it was actually put into development

The second plan calls for an investment of about twice that amount,
approximately $14.9 billion.

Four billion nine hundred million will come from the private sector,
that is through private investment, and $10 billion will be invested
from funds secured by the center and by the state governments.

I know the question arises-and it arose in my case-as to why these
sums should be fixed as the sums for investment either in the first plan
or the second pan.

First, I thing that the first plan was a natural extension of the prob-
lems which India faced at the coming of its independence.

The British had formed in India some kind of an industrial econ-
omy. For example, there was a railway system embracing about
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34,000 miles. I think it is the third largest in the world and that
system, as with many railway systems at the end of the war, had
greatly deteriorated and needed rehabilitation.

Second, there were great imbalances in the kind of administration
that England had given India and despite this industrial develop-
ment, the food and clothing needs and educational needs and many
social needs of the Indian people had not been taken into full account.

So the purposes of the first plan might be stated to have been directed
toward raising the living standards of the Indian people as quickly
as they) could be. And that meant an emphasis upon agriculture.

That meant, too. attention to the use of fertilizer, to irrigation, and
to bringing land back into production.

I think it can be said that their first 5-year plan had quite a measure
of success. It raised agricultural production by about 12 million tons
of food, an increase of about 20 percent. It raised their cotton pro-
duiction, I think, about double, for clothing. The national income
went up by about 18 percent, that is the gross national product; and
industrial income in all of its different phases went up about 50
percen t.

The second plan in a way, then, became an extension of the first plan.
The progress which had Seen begun during the first plan called for
additional expenditures in the second plan. For example, in the first
plan multipurpose projects had been initiated in the field of hydro-
electric power and there were others which called for increased and
continued expenditures.

But in the second plan a new emphasis was given to industrial
expansion. There was indicated the need for steel, the need for
cement, the need for machine tools. Those things which would build
industry and also the tools which would permit the building of other
tools which would in turn generate industry in India and produce
capital goods.

And yet I think it is important to note that unlike what. is generally
thought about China. there has not been placed in India the tremendl-
ous emphasis upon complete industrial expansion. A great part of
(the procedures which are to be developed from) all their resources
durilng the second 5-year plan again go to agriculture to provide
food for their people, and for clothing and for social purposes.

It is estimated that the second 5-year plan can raise the gross na-
tional product of India by 25 percent and that it can supply employ-
ment for the new labor force of about 8 million people.

No one knows exactly how many people are employed in India or
what part of employment is in terms of part time, but it is estimated
that this second 5-year plan-if it can build industry-can provide
jobs to take care of the S million who will become employable.

It is also projected that these gains will permit an increase in per
capita income from about $55 a year to $66 a year. The gross na-
tional product, as I have just said, will increase from $22 billion to
$28 billion a year, about 2;5 percent. And in individual consumption
from 12 to 20 percent.

The second 5-year plan provides for public investment of $10 billion
and private investment of $4.8 billion. The problems which are in-
herent in the plan I think can be stated briefly. The first problem
is that of financing. The Indian Government assumed it would be
able to provide for the financing of half the public sector, that is $5
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billion in taxes and borrowing; and that means increased taxes and
increased borrowing.

It calls for deficit financing of about $21½2 billion. And there is
needed foreign exchange of $2.3 billion. The Indian Government
believed that it could secure about $200 million in new investment;
that from different sources of grants or loans, not taking into account
the United States, it could secure around $300 million; that it would
draw down something like $400 million of its sterling resources, all
totaling roughly a billion dollars and that there would be left a gap
of something like a billion three hundred million dollars which is un-
accounted for.

While Colombo powers make available a very reasonable amount of
aid in different forms not only to the Indian Government but to other
governments who are members of the Colombo powers the two biggest
sources left are the Soviet Union and the United States. I think
the committee has been acquainted with the efforts that the U. S. S. R.
has been making particularly in that part of the world.

The committee now knows that the Soviet Union has agreed to
fabricate and build a steel plant in India amounting in cost to about
$100 million.

That is, it has agreed to sell India about a million tons of steel.
Recently it has made available to India a credit of something over
a hundred million dollars.

I don't need to emphasize at great length the political implications
of India's plan but I do want to mention it. India, I would think, is
the one country in that area other than Japan which has an integrated
plan for development. It has a good economic background. It has
good economic resources. It has an able, if small, corps of adminis-
trators. It is attempting to carry'out this development, it is carrying
out this development, by democratic methods, by voluntary and
cooperative methods.

I would not expect that either India or China would say that they
are in competition with each other, but nevertheless a fact is a, fact.

They are in competition. And the Indian people have been aroused
as to the possibilities of development and the benefits that can flow
from development.

If India should fail to achieve its aims, I think there will be a
large measure of disappointment in India and there will also be
questions raised throughout the whole area as to whether democratic
methods of development are efficient and can meet the need of these
newly independent countries.

So there are large political problems involved.
I testified at some length before the Foreign Relations Committees

and the Appropriations Committees of House and Senate early
this year. I myself believe that our aid programs, while they are
good and while they have given great help, yet fail to be as effective
as thev can be in relation to the underdeveloped countries for at least
three reasons.

One is the lack of assurance of continuity. We know the con-
stitutional problem which the Congress faces, but these countries
must operate under long-range plans for development, particularly
if they are developing large scale projects which involve large
expenditures of money. But they cannot rely, of course, upon the
assurance of congressional action each year. It means that our aid
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tends to be used in fringe projects, most of which are not the great
wealth generating projects.

Second, even though we are able to furnish money each year to
these countries which represents foreign exchange, there isn't any
real assurance that that money can be used to buy capital goods in
the United States. We know the problem of price has one bearing
upon it. But that is not the only factor involved. There is such a
tremendous demand for our own product that we are not able to
assure the delivery of capital goods to these countries.

I believe this example is significant. India needed the assurance of
6 million tons of steel. It was able to get the assurance of 1 million
tons of steel from Russia, 300,000 tons from Poland, the usual deliv-
eries from Great Britain, but as far as I know, they could not get the
assurance of a single ton of steel from the United States. There are
many factors involved in that. I know those factors. I am not now
trying to argue the different reasons which constitute that difficulty.
But what I am trying to say is that no matter how much money we
furnish in aid, unless we are able in some way-and it must, of course,
be through voluntary and cooperative methods-to see to it that some
of our great production is available upon assured terms to these under-
developed countries when that second problem presents itself.

The third problem is one of training. These people are tremen-
dously interested of course in being able to run their own country, to be
economically independent, and this demands training.

Our point 4 programs are valuable, but they do not furnish exactly
the kind of training that I think is necessary. What is required is the
skilled working man or the engineer who will give training in the
actual operation and running of the factories and industries that are
built.

I might say that with respect to all three of these points, continuity,
the assurance of capital goods and the trainling, the Soviet Union has
developed its plan to meet these points.

We have not.
I know they can do it by fear, by order; we can't. But it seems to

me that in a country like ours which prides itself, and rightfully so,
upon its ability to produce, that in some way-if we are to be effective
with our aid to these underdeveloped countries-we have to develop
some method of cooperation with industry, if we are going to furnish
money and make available some assurance of supply of capital goods
and training.

I suppose my time is exhausted, and I will not continue longer, ex-
cept to say that although I wasn't in India very long, about 15 months
altogether, yet I came away with the conviction that the Indian Gov-
ernment was making a great and tremendous effort to develop, and
that what it does, whether it intends it or whether we intend it, will
have a tremendous impact upon democratic progress in Asia. If India
is able to succeed in its development plan, I think it will give impetus
to democratic processes in Asia, and I don't think we can fail to take
that into account.

We may disagree with policies. We may disagree upon many mat-
ters, as we do, but as I see it the important thing is that 10, 15, or 20
years from now India and these other countries emerge as stable, suc-
cessful democratic countries. That will perhaps be more important
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to us in the long run, too. than whether we agree on every matter of
policy that presents itself year after year.

Just now this problem of foreign exchange is very urgent for India.
It has been heightened by the Suez Canal problem, and by rising costs
and some inflation in India and it is a very, very urgent problem.

11,hat the Congress does about it certainly is a matter for the Con-
gress to consider carefully, and I find myself now to be a Member and
I will have to be thinking about it myself.

This has been very general, but I wanted to give you these general
ideas.

Representative BOLLING. Thank you very m1uCh1. Sir.
Our next speaker is Prof. Jerome B. Cohen of the City College,

New York. Dr. Cohen, after service with the Navy in World War II,
was for a period in the Department of State and went on a special
mission to Japan. His writings on the economic problems of Japan
have established him in his profession as this country's leading au-
thority on that subject. Our two previous speakers have given us
sketches of the two approaches to economic development.

Japan faced the problems of economic development in an earlier
period, and wve have asked Dr. Cohen both to contrast the Japanese
applroach to the problem of development and also to discuss the Jap-
anese economic outlook.

Mr. Cohen, you may proceed as you please.

STATEMENT OF JEROME B. COHEN, PROFESSOR OF ECONOMICS,
BERNARD M. BARUCH SCHOOL OF BUSINESS AND PUBLIC ADMIN-
ISTRATION, THE CITY COLLEGE, NEW YORK

Dr. COHEN. Mr. Chairman and members of the committee, I find
mny statement of 37 pages is considerably longer than I can cover in 1.5
minutes, so let me sample here and there.

In one sense I am here on the wrong day. Your outline puts Japan
under the heading of underdeveloped countries. It is far from that.

Over the past centurv it has undergone an amazing transition in
both agriculture and industry so that today it is the leading industrial
nation in Asia and it has in agriculture achieved those gains in pro-
ductivity, which the underdeveloped countries of Asia seek, at present,
to attain.

Japanese rice yields per acre, for example, are among the highest in
the world. I would suggest that in your printed volume if you have
one, you interpose Japan between the industrially developed countries
of the west and the less developed ones of Asia.

It may be well to begin by considering Japan in its present Asian
setting. Since you are concerned with induistrial development will
you please turn to page 5 in my statement.

If experts had been assembled a hundred years ago and had been
asked to forecast which country in Asia would be the most indus-
trialized a century later, the country they would have been least likely
to have chosen was Japan. The Japan of the 1850's was a barrel,
backward country, largely shut off from the rest of the world for more
than two centuries.

Lacking in resources, the 35 million people eked a scanty and pre-
carious living from the seemingly unhospitable soil. So great was
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the pressure of population on the land at that time that infanticide
was widely practiced by parents too poor to feed another mouth.

Governed by an idle, unproductive, and unimaginative horde of
local lords and retainers, the country was torn with dissension and
lacked political stability or constructive central government. Yet a
century later in this country an economic miracle had come to pass.

A vast economic transformation had made Japan the leading indus-
trial country in Asia. In manufacturing capacity, only Japan and
India have significant plant, in all of free Asia.

The region produces only 5 percent of the world's crude steel,. 10
percent of cement output, and has 20 percent of world cotton spinning
capacity. Japan produces 9.6 million tons of crude steel, 4.3 percent
of the world total. India l.- million tons. Japan produces 10.6
million metric tons of cement annually, 5.8 percent of the world total.
India produces 4.5 million tons. Japan produces 42 million metric
tons of coal, 3 percent of the world total, India 37 million tons.

In cotton textile output, however, India exceeds Japan. India has
11.4 million cotton spinning spindles, Japan has 8.1 million, which is
8.6 percent of world capacity.

Japanese output is a major share of the total industrial output of
the whole ECAFE region. Japan produces 49 percent of the total
coal output of the ECAFE area, 22 percent of the iron ore, 61 percent
of the cement, 69 percent of the electric power generated, 66 percent
of the steel produced, 35 percent of the output of cotton yarn, and 34
percent of the production of cotton fabrics. By what means and
processes Japan transformed herself into the leading industrial
country of Asia is a complicated story told so well elsewhere that it
need not be detailed here.

I would refer you to the magnificent volume by Prof. William W.
Lockwood of Princeton called "The Economic Development of Japan,
1868-1938, which in some 600 pages details this story.

From the depths of defeat, destruction and despair, Japan has, in
one short decade, staged an amazing recovery. With one exception,
all major economic indices had, by 1956, exceeded prewar peaks. The
exception was trade, more especially exports. Manufacturing and
mining output, which fell to 30 percent of the prewar level in 1946
had by 1951 exceeded it and by 1956 was twice as high.

The increase in electric power generation has been even greater with
output now 3 times the prewarIlevel. Even in the fields of agricul-
ture, forestry and fishery, where the growth of output is usually slow,
all except sericulture, surpassed the prewar level in 1950 and by 1956
were 30 percent above prewar levels.

Real national income which was reduced to less than 60 percen, of
the prewar figure in 1946 roughly recovered this level by 1950 and had
by 1956 surpassed it by 50 percent. Real income per capita rose 40
percent between 1950 and 1955 and by the end of 1955 was 14 percent
above prewar.

The average annual rate of growth for mining and manufacturing
production during the 10 postwar years has been 22 percent as against
about 9 percent in prewar days. The rate of economic growth in terms
of real national income has averaged more than 11 percent a year as
compared to 3-5 percent prewar. From the outbreak of the Korean
war to 1955, real national income rose 50 percent, nonagricultural
production by 101 percent, and employment by 14 perce:et.
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Since 1950 Japan has had a more rapid industrial expansion than
any other major manufacturing country, even greater than the re-
markable recovery in *West Germany's industrial output.

Less of the expanded Japanese output was funneled into exports,
however, than in the case of West Germany. Between 1950 and 1956
real exports (deflated to 1953 United States dollars) increased by 11
percent for the United Kingdom, 34 percent for the United States,
93 percent for Japan, and 157 percent for West Germany.

The failure of Japanese exports to expand as rapidly as West Ger-
many's may be attributed to three factors: (a) The vast inflation
which gripped Japan during most of the postwar decade; (b) The
consequent fact that it was more profitable to sell at home than abroad;
and (c) production costs in Japan in many lines, particularly heavy
goods and chemicals, which were higher than competitors abroad.

All of these factors tended to price Japanese exports out of world
markets from time to time. Exports were the one major economic
series which failed to recover prewar levels by the end of 1955, when
they stood at 75.4 percent of the prewar figure.

The remainder of this section of my statement goes on to discuss
the factors that were responsible for Japanese recovery but I won't
discuss those here.

Page 16, People and Food. The population of Japan reached 90,-
017,000 on July 1, 1956, making Japan third among nations in popula-
tion density. Only the Netherlands and Belgium are more thickly
populated. Figures compiled in 1780 and 1846 indicate that the
Japanese population remained comparatively stable at about 26 million
for more than a century preceding the Meiji restoration in 1868.

The natural increase in population which multiplied the Japanese
population by more than 3 times and brought it to the 90-million mark
is therefore a development of the past century. In Japan, as in the
case of Europe, the increase in population accompanied the growth
of modern industry.

Japan's growth has made the problem of overpopulation even more
acute than in the past.

In 1935 each hectare (a hectare is a unit of area in the metric system
equal to 2.45 acres) or 21/2 acres of arable land, had to feed 14
persons. Today the same land area must feed 18 persons. Only 1
acre in each 6 is cultivable. For each square mile of farmland, Japan
has more than 12 times as many people to feed as the United States
has.

Now some 10 following pages of the paper point out tha-t to live,
to bring in the food that this enormous population needs to consume, to
secure the industrial ra-w materials which are necessary for the indus-
trial growth of Japan, Japan is greatly dependent upon overseas
markets. Japan is lacking in almost all the basic raw materials and
resources a modern industrial nation would expect to have and con-
sequently this problem of earning enough exchange by exports to
bring in an essential and necessary and basic volume of imports is
the crux of Japan's problem and the paper then proceeds to discuss
the trade problem which is the basic economic problem of Japan.

I want to touch on two aspects of that problem and, if you wish
on a. third, if there is time.

First is trade with the United States. I am on page 26 of my
statement now.



WORLD ECONOMIC GROWTH AND COMPETITION 77

In commercial trade with the United States, Japan has incurred
large deficits in the postwar period. In contrast, in the prewar period,
Japan was able to balance its trade with the United States, principally
by sales of raw silk and shipping services.

Over the 1930-34 period, Japan's raw silk exports to the United
States averaged 515,000 bales annually. Currently United States
silk imports are but a fraction of the prewar figure. In much of the
prewar period, a triangular type of trade developed whereby Japan
bought raw cotton in the United States and sold finished textiles to
other areas (chiefly Asian countries) which in turn sold various raw
materials to the United States. Thus, although Japan showed a
deficit in its trade with the United States, its exports to the rest of
the world yielded the dollars, through conversion, with which to pay
the United States. But the currency convertibility upon which such
multilateral trade rested in the prewar period has now largely
vanished.

Furthermore, the new independent countries of Asia, by exchange
control, reserve their dollar earnings for themselves. The large Indo-
nesian balances ($210 million) owed Japan, for example, are not only
not convertible, they seem to be largely uncollectible.

The large deficits in trade with the United States in the postwar
period could not have been incurred, had it not been for abnormal
United States dollar outlays for aid, special procurement and so forth.
Having been warned that United States special procurement outlays
were to be tapered gradually, the Japanese have been attempting to
narrow the gap in their trade with the United States, both by shifting
to other import sources and at the same time increasing and diversify-
ing exports to the United States.

In 1955 this policy met with considerable success, though in good
part due to two nontrade factors: the large increase in rice production
in Japan and the sale of United States foodstuffs under surplus-
disposal terms for yen rather than for dollars.

Compared to a dollar trade gap of $514 million in 1951 and of $469
million in 1954, the 1955 figure was narrowed to $103 million. Japa-
nese exports to the United States rose 81 percent in 1955 over 1954.

Japanese imports in 1955 from the United States were 21 percent
lower than in 1954. Although the export expansion seemed large
percentagewise, total Japanese exports to the United States amounted
to only 3.8 percent of United States imports, a much smaller share
than Japan's prewar proportion.

Indeed percentagewise Japan is not an important factor, at present,
in United States foreign trade, taking but 4.7 percent of United
States exports and providing 3.8 percent of total United States
imports.

On the other hand the United States is a dominant factor in Japa-
nese foreign trade, supplying 31 percent of Japanese imports and
taking 22 percent of Japan's exports (in 1955).

Yet percentages like averages, often conceal more than they reveal.
Japan is the best single customer for United States cotton, wheat,
rice, and soybeans, and in the absence of convertibility and in the
face of diminishing receipts of United States special funds, cannot be
expected to maintain its large purchases from us, unless allowed to
sell to us.

85089-57--
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There was in 1955 a clear shift to sterling area and other sources
of supply and this trend can be expected to continue slowly if we
do not close our markets to Japanese products, more rapidly if do-
mestic protectionist interests make their demands prevail in Congress.

In 1955 Japan bought $120 million of raw cotton from the United
States. It sold the IJnited States $30 million of cotton textiles.
Japan took 647,000 bales of raw cotton, 26 percent of the total exported.
United States imports of cotton textiles from Japan in 1955 amounted
to 1.5 percenit of total United States cotton textile production.

Now may I comment on the trade of Japan and southeast Asia,
whlich, in a way, is directed to Senator Flanders, since it is a point
which he raised i ihis memorandum.

In 1934-36 the countries of south and southeast Asia took 19 per-
cent of .Japan's total exports. In 1954 they absorbed 32 percent and
in 1955, 28 percent. The area provided 17 percent of Japan's total
imports in 1934-36, while in 1954 it supplied 19 percent and in 1955,
21 percent.

These figures indicate that although some gain in trade with the
area has been achieved, the frequently voiced hope that the area
would prove the main factor in improving Japan's trade position
has hardly been realized. Neither as an absorber of exports nor as a
provider of imports, has the area measured up to optimistic expecta-
tions. There are a number of reasons for this. In the first place, the
purchasing power of the area is low: per capita incomes, while rising
in recent years, are meager, even by Japanese standards. In due
course development programs presently underway will increase pur-
chasing power but this is likely to be a long, slow process, with infla-
tion and population increases absorbing some of the gains.

Secondly the Japanese have had to face stiff competition in export
sales to the area, especially from West Germany and Great Britain.
Particularly in capital goods and equipment thev have been undersold
by the Germans, in fertilizer and rayon by the Italians, and in some
categories of cotton textiles, by India.

The reparations problem is a third factor which has hindered trade
development to a degree.

A fourth and very important restrictive factor is the multiplicity
of trade and exchan ge controls, quotas, lack of convertibility, newly
imposed tariffs designed to protect infant industries, etc., which
face the Japanese in south and southeast Asia.

Since Japan is not a member of any trading bloc or currency area,
but is very much on its own in international trade, these restrictions
are a greater barrier than might otherwise be the case.

Indonesia is a case in point. Exports to Indonesia fell from $123
million in 1954 to $68 million in 1955 (although imports rose slightly,
from 62 to 67 million dollars). Indonesia's inability to pay either in
goods or in foreign exchange caused Japan to reduce its exports.

Factors tending to stimulate Japan's trade with south and south-
east Asian countries are: National development programs which tend
to increase demand for imported capital goods and equipment, and
raise output of goods available for export.

For example, in the case of India, Japan's exports rose from $37
million in 1954 to $66 million in 1955 (imports from $32 million to
$46 million).

Other factors include United States dollar aid, such as ICA expendi-
tures in Vietnam, which are used to buy supplies and equipment in
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Japan; and Japanese investment in south and southeast Asia. The
latter is developing at a slow pace but there are encouraging examples.

I cite a few in my statement.
In developing greater trade and investment ties with south and

southeast Asia, the Japanese must pursue a wary course. There is
still a good deal of suspicion and ill will and bitterness toward the
Japanese in much of the area. If they appear to be pushing too much
or going ahead too fast, fear of domination will develop and further
barriers will rise.

If on the other hand they fail to be resourceful, energetic and quick
to seize or develop a prospectively good economic opportunity, the
Chinese or Germans or Indians or British can be expected to move
rapidly and the Japanese national interest will suffer.

There is a complenmentarity between the resources of the southern
regions, as the Japanese perceived even before World War II, and
Japanese industrial capacity, but if the Japanese are too obvious in
exploiting it for their own ends, they will develop a hostile reaction.
There is growing evidence that they realize that their posture must
be one of mutual benefit and mutual assistance.

There follows a section on Japan and the Communist bloc in its
economic relations, but I find I have utilized my time.

Representative BOLIJNG. Thank you.
(Dr. Cohen's prepared statement follows:4

TESTIMONY OF JEROME B. COHEN, PROFESSsOR OF Ecoiowmics, BERNARD M. BARUCH
SCHOOL OF BUSINESS AND PUBLIc ADMINISTRATION, COLLEGE OF THE CITY OF
NEW YORK

JAPAN'S ECONOMIC PROBLEMS AND OUTLOOK -

Mr. Chairman and members of the committee, in one sense I am here on the
wrong day. Your outline puts Japan under the heading of "Underdeveloped
Countries." It is far from that. Over the past century it has undergone an
amazing transition in both agriculture and industry so that today it is the lead-
ing industrial nation in Asia and it has, in agriculture, achieved those gains in

productivity, which the underdeveloped countries of Asia seek, at present, to at-

tain. Japanese rice yields per acre are among the highest in the world. I would
suggest that in your printed volume you interpose Japan between the indus-
trially developed countries of the West and the less developed ones of Asia.

It may be well to begin by considering Japan in its present Asian setting.

Asia, Japan and the West

Free Asia may be defined as the vast are of countries stretching from Afghanis-

tan around to South Korea, including Pakistan, India, Nepal, Ceylon, Burma,
Thailand, Malaya, Cambodia, Laos, Vietnam (South), Indonesia, Philippines,
Formosa, and Japan. Theses 16 countries (including, also, Hong Kong and

Singapore) contain 785 million people, or 30 percent of the total world popula-
tion, and 45 percent of the population of the free world.

If the concept of Asia is broadened to include Communist China, there are

then approximately 1,368 million people in Asia, 53 percent of the population of

the entire world. Of the world s 7 most populous countries, 5 are wholly in Asia-
China (583 million), India (377 million), Japan (90 million), Indonesia (51
million), and Pakistan (80 million).

Asia's population is increasing, at a rate of perhaps as much as a million a
month, so that the absolute additions each year are very high. Asia is not, hon'-
ever, as many people think, ahead in the population race. It is gradually losing
especially to the Western Hemisphere. In 1550 the population of the world out-
side Asia was only half of Asia's. Today it is almost equal.'

I See The Development of Asia, background material prepared by the staff of the Inter-
national Bank for Reconstruction and Development for the Monetary Conference of the
American Bankers Association and Columbia University, at Arden House, March 17-19,
1954.
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In the light of the overriding power struggle of our times, it is interesting to
note that the population of free Asia (785 million), largely neutralist and in
the main, uncommitted, is almost as large as that of the Soviet bloc (899
million).' If free Asia were to succumb to Communist ideology 65 percent of
the world population, or almost two-thirds, would be overwhelmingly hostile to
the West.

The combined income of the peoples of free Asia is only about $60 billion, just
a 20th of the world total-30 percent of total world population, only 5 percent
total income. The gross national product of the entire world is estimated at
$990 billion. Of this, the United States accounts for over $400 billion, producing
more than 40 percent of the world's goods and services with only 6 percent of
the world's population. Free Asia, with five times as many people as the United
States, produces only one-sixth of United States output. Japan, with 3.4 percent
of world population, produces two-tenths of 1 percent of total output of goods
and services.
Li he economic importance of free Asia

That this region should lag so greatly in output is paradoxical for it is rich
in resources. Rice, of course, is its chief food product, with output exceeding
100 million metric tons. This is 87 percent of rice output in the free world and
over 60 percent of total world rice production. Communist China is the only
other major rice producer, accounting for about 28 percent of the world out-
put. Japan is dependent upon south and southeast Asia for two-thirds of its
rice imports.

Rubber leads the list of nonfood agricultural products of the area. It domi-
nates the exports of Indonesia and Malaya and accounts for a major part of
the foreign earnings of Ceylon, Cambodia, Vietnam, Thailand, and British Borneo.
About 94 percent of the world's natural rubber is produced in south and south-
east Asia. It is estimated.,that world rubber output exceeds 1.8 million tons
while production of synthetic rubber is about 750,000 tons. Japan obtains all
of its rubber from south and southeast Asia.

Except for cotton, free Asia encompasses the world's main sources of agri-
cultural and animal fibers. The area contributes 92 percent of the free world's
supply of abaca (Philippines), 95 percent of its jute (India and Pakistan), 54
percent of its wool (if Australia and New Zealand are added to the area), and 60
percent of its kapok (Indonesia). It is the major source of the world's raw silk
(Japan and China) and also accounts for 15 percent of the free world's cotton
output (India and Pakistan). Japan imports most of its wool, flax, hemp, and
jute from the area.

The region's output of mineral fuels and electric power in comparison with
world output is very small (1.7 percent of crude oil, 3 percent of coal output,
and 6 percent electric power generation). The Asian region's coal reserves are
roughly estimated at 150 billion tons. Free world reserves are about 3,700 bil-
lion tons, of which 2,500 billion are in the United States. Japan is totally deficient
in high-grade coking coal, essential for steelmaking. Ordinary Japanese coal
reserves are estimated at 18 billion tons, adequate but not abundant.

Petroleum production comes mainly from the East Indian Archipelago.
Proved oil reserves in Indonesia and North Borneo are estimated at 2.5 million
barrels, somewhat less than 2 percent of the world's known reserves. Japan's
crude oil output supplies less than 10 percent of her domestic requirements
and known reserves are very scanty.

Free Asia has 6 percent of the world's total iron ore output but resources are
unevenly distributed in the region. India has 80 to 90 percent of the region's
reserves. As a result of vast new discoveries, the total high-grade iron ore re-
serve of India is now estimated at 20 billion tons, compared to 6 billion for
the United States. Japan obtains three-fourths of its total iron ore imports
from the area. Her own reserves are very scanty and of low grade. It is esti-
mated that Japan must import 2.2 million tons of iron ore annually to maintain
industry at a level needed for 90 million people.

The region is well endowed in tungsten, manganese, and titanium, moderately
in chromite and molybdenum, and poorly in other ferroalloy metals. The region
is a prominent world producer (20 percent of the free world total) and exporter
of tungsten ores, the main sources being Korea, Thailand (and Australia). The
area supplies 41 percent of free world output of manganese. India is the world's
leading producer of manganese ore and also the region's largest producer of
ilmenite (titanium ore), supplying 28 percent of free world total. The Philip-

I Including Communist China's 583 million but excluding Yugoslavia's 17 million.
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pines is one of the largest producers of chromite in the world, providing 13
percent of free world total. In the case of Japan, among the minerals necessary
for ferroalloys, only chromite can be supplied in the desirable minimum amounts.

In nonferrous metals the area has 72 percent of free world tin reserves. Ma-
laya has been the world's largest producer of tin ore, while Indonesia is next in
importance, followed by Thailand and Burma. Japan imports all its tin ingot
from the area. In contrast to tin, on the other hand, the region produces little
copper, lead, and zinc. If Australia is included, output is 7, 19, and 15 percent,
respectively, of free world totals. Japan has adequate supplies of zinc, sub-
stantial but inadequate deposits of copper, and is deficient in lead. No one
deposits for the making of aluminum are available in Japan. She is insufficiently
supplied with nickel, antimony, cobalt, phosphate, nitrate, magnesite, platinum,
potash, and salt.'

The region is the world's most important producer of graphite and mica.
India has, for many years, been the world's largest producer of black mica. In
recent years radioactive minerals have been discovered in the region. The big-
gest known deposits of thorium are along the Malabar Coast, Travancore, India.
Monazite reserves in India have been estimated at well over 2 million tons.
Uranium-bearing ores have also been discovered in India while important uranium
resources have been located in Australia. As yet no radioactive minerals appear
to have been discovered in japan.

As a result of the region's abundance of resources (except Japan), about 35
percent of United States imports of critical and strategic materials come from
free Asia. The area supplies half of our imports of chromite, 99. percent of
coconut oil, 66 percent of manila cordage fiber, 100 percent of graphite, 50 percent
of kyanite, over 30 percent of manganese ore, 88 percent of mica, 37 percent of
palm oil, 96 percent of natural rubber, 58 percent of sapphires and rubies, 95
percent of shellac, 13 percent of talc, 58 percent of tin, 10 percent of vanadium ore
or concentratives, andi 98 percent of pepper. In addition, the area supplies 95
percent of our burlap, 38 percent of chiachorna bark, 20 percent of goat and kid
skins, and 73 percent of tea.

The extent of industrialization
If experts had been assembled a hundred years ago and asked to forecast which

country in Asia would be the most industralized a century later, the country
they would have been least likely to have chosen was Japan. The Japan of the
1850's was a barren, backward country, largely shut off from the rest of the
world for more than 2 centuries. Lacking in resources, the 35 million people eked
a scanty and precarious living from the seemingly milhospital soil. So great
was the pressure of population on the land at that time that infanticide was
widely practiced by parents too poor to feed another mouth. Governed by an
idle, unproductive, and unimaginative horde of local lords and retainers, the
country was torn with dissension and lacked political stability or constructive
central government. Yet a century later in this country an economic miracle had
come to pass.

A vast economic transformation had made Japan the leading industrial country
in Asia. In manufacturing capacity, only Japan and India have significant
plant, in all of free Asia. The region produces only 5 percent of the world's crude
steel, 10 percent of cement output, and has 20 percent of world cotton spinning
capacity. Japan produces 9.6 million tons of crude steel, 4.3 percent of the
world total; India, 1.7 million tons. Japan produces 10.6 million metric tons
of cement annually, 5.8 percent of the world total. India produces 4.5 million
tons. Japan produces 42 million metric tons of coal, 3 percent of the world total;
India, 37 million tons. In cotton textile output, however, India exceeds Japan.
India has 11.4 million cotton spinning spindles, Japan has,7.84 million, which is
6.6 percent of world capacity.

Japanese output is a major share of the total industrial output of the whole
ECAFE region. Japan produces 49 percent of the total coal output of ECAFE
area, 22 percent of the iron ore, 61 percent of the cement, 69 percent of the electric
power generated, 66 percent of the steel produced, 35 percent of the output of
cotton yarn, and 34 percent of the production of cotton fabrics.' By what means

I See Japan's Natural Resources, by Edward A. Ackerman, University of Chicago Press,
Chicago, 1953, p. 303.

'Before World War II, Japan had 11.5 million spindles; India (including Pakistan)
had 9.5 million.

G Computed from Economic Survey of Asia and the Far East, 1955: Economic Commis-
sion for Asia and the Far East, Bangkok, 1956; and the Economic Statistics of Japan,
1955, Bank of Japan, Tokyo, 195(i.
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and processes Japan transformed herself into the leading industrial country of
Asia is a complicated story told so well elsewhere that it need not be detailed
here.6

Yet, despite the extensive industrial development in Japan, compared to west-
ern countries, the nations of Asia, including Japan and India, are far indeed from
obtaining the levels of industrial development reached elsewhere. Only 26 per-
cent of Japan's net domestic product comes from manufacturing and mining, as
compared with 49 percent for West Germany, 42 percent for the United Kingdom,
and 32 percent for the United States. On the other hand, in Japan 21 percent
of net domestic product is derived from agriculture, forestry, and fishing, as
against 11 percent for West Germany, 5 percent for the United Kingdom, and
6 percent for the United States.

When output is measured on a per capita basis in order to permit comparisons
of countries regardless of size or population, we find that India produces 0.005
and Japan 0.108 metric tons of crude steel per capita, as compared to 0.396 for
the United Kingdom, 0.427 for West Germany, and 0.643 for the United States.
In short, while Japan's per capita steel output is 21 times India's, it is only
approximately a sixth of that of the United States and one-fourth that of either
Great Britain or West Germany. In coal production, Japan, with 0.0398 metric
ton per capita, has almost 4 times the level of India (0.0085 metric ton per
capita), but only about one-sixth that of the United States (0.227 metric ton per
capita) and of West Germany (0.218 metric ton per capita), and but one-ninth
that of Great Britain (0.368 metric ton per capita). Even in electric-power
generation, where Japanese development is well advanced, while Japanese output
is 33 times India's (0.0596 kilowatt-hour per capita as compared to 0.0018 kilo-
watt-hour), it is less than one-half that of the United Kingdom and West Ger-
many (0.131 kilowatt-hour for the United Kingdoim and 0.126 kilowatt-hour per
capita for \Vest Germany) and only about one-fifth of that of the United States
(0.276 kilowatt-hour per capita).

T'hle web of trade
In the 5 years, 1951-55, free Asia has absorbed about 11 percent of total world

imports and has been responsible for approximately 10 percent of total world
exports.

Of Asia's $9 billion of imports, Western Europe supplied some 30 percent, the
United States 20 percent, and the Asian countries themselves 32 percent (of which
Japan accounted for 6 percent). Of the $3 billion of Asian exports, 28 percent
went to Western Europe, 18 percent to the United States, and 36 percent to the
ECAFE countries themselves (with Japan absorbing 5.5 percent).

Over the last half decade, free Asian countries supplied about 6 percent of
Western Europe's imports and took approximately 7.9 percent of Western Eu-
rope's exports. Of United States total imports, these Asian countries supplied
13 percent and took 12 percent of total United States exports.

Trade of these Asian countries with the Soviet bloc was small. In 1954 only
1.8 percent of imports froim Europe caine from Iron Curtain countries, while
2.4 percent of exports to Europe went to Eastern Europe. Trade with Commu-
nist China was also negligible. Thus, free Asia is linked to and dependent upon
the non-Communist world for trade and payments viability. In turn, the loss of
the $5 billion market which the United States, Western Europe, and Japan have
in free Asia would be a serious blow. This would be especially true for Japan,
which sends over 40 percent of its exports to Asian countries and obtains over
one-third of her imports from thems Free Asia is very important to the United
States and Western Europe. It is even more important to Japan.

Jatpan8 oaimz'ilg recovery
Shorn of her pre-World War II possessions, Japan is now a small country. The

142,300 square miles of the 4 main islands and the small ones nearly give Japan
a land area about the size of the State of California, and yet of this area only
15 percent is arable. Into this relatively tiny fringe of land off the Asian main-
land are crowded 90 million hard-working, energetic, and industrious people,
gravely handicapped in their struggle for subsistence by a frightening poverty
of natural resources.

Indeed, Japan is amn economic paradox. Once again the world's leading textile
exporter, the country must import ill of its raw cotton. Although the leading

6 See the Economic Development of Japan, 18088-1938, by William Al. Lockwood, Prince-
ton University Press. Princeton, 1954.

A Statistical Survey on Trade Between Japan and Asian Countries, Ministry of For-
eign Affairs, Tokyo, 1955, p. 8.
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steel producer in Asia, Japan lacks coking coal and has little iron ore. Its large
aluminumi industry is dependent upon imported bauxite. Japan's fertilizer
industry is based upon imports of phosphate rock and potassic salt. Of the
33 metallic minerals used in industry, Japan has only 6. All the rest must he
imported as must 95 percent of Japan's petroleum, 78 percent of the salt, and
20 percent of the food it consumes.

As Mr. Joseph Dodge, former financial adviser to General MacArthur anJ
foreign economic policy adviser to President Eisenhower, put it succinctly:
-The fundamental problem of the .lapanese nation can be expressed in the simple
terms of too many people, too little land, and too few natural resources. These
combine to press heavily on every circumstance of national life."'

By aggression. Japan's militarists had hoped to secure permanent economic
Mwell-being through the creation of a Greater East Asia coprosperity sphere
which would insure markets for manufactures, an endless supply of essential
and cheap raw materials, colonial posts for ambitious and hotheaded young men
who might otherwise cause trouble at home, and space for migration to decrease
the population pressure at home. Ending as it did in disaster, it not only failed
to alleviate such problems, but in fact added to their intensity.

Japan, in losing its empire, lost 52 percent of its area, and with it the dream
of integrated economic development. Its access to food and industrial raw
materials-to oil and salt and iron ore and rice-became more, rather than
less, restricted. Its administrators, colonists, soldiers, and adventurers came
pouring back into the 4 home islands-over 5 million were repatriated in 2
years-and the Japanese population, 72 million at the time of surrender, has
now growim to 90 million.

Japan's capacity to balance its payments by maximizing its exports of goods
and services was shattered by the wartime destruction of its industry and
shipping. Approximately 40 percent of the built-np area of the 66 cities attacked
by air was destroyed, as was 30 percent of Japan's industrial capacity, 80 percent
of its shipping, and 30 percent of its thermal power. Two-thirds of the prewar
cotton with capacity of 12 million spindles was scrapped by the Japanese war
administrators. and then bombing causedl further loss of some 20 percent in
spinning capacity and 14 percent in weaving.

From the depths of defeat, destruction, and despair, Japan has, in one short
decade, staged an amazing recovery. With one exception, all major economic
indexes had, by 1956. exceeded prewar peaks. The exception was trade, more
especially exports. Manufacturing and mining output, which fell to 30 percent
of the prewar level in 1946, had by 1951 exceeded it and by 1956 was twice as
high. The increase in electric power generation has been even greater with
*output now three times the prewvar level. Even in the fields of agriculture,
forestry, and fishery, where the growth of output is usually slow, all except
sericulture, surpassed the prewar level in 1950 and by 1956 was 30 percent above
prewar levels. Real national income which was reduced to less than 60 percent
of the prewar figure in 1946 roughly recovered this level by 1950 and had by
1956 surpassed it by 50 percent.' Real income per capita rose 40 percent between
19.50 and 19.55 and by the end of 1955 was 14 percent above prewar.

The average annual rate of growth for mining and manufacturing production
during the 10 postwar years has been 22 percent as against about 9 percent in
prewar days. The rate of economic growth in terms of real national income
has averaged more than 11 percent a year as compared to 3 to 5 percent prewar.
From the outbreak of the Korean war to 1956, real national income rose 50
percent, nonagricultural production by 101 percent, and employment by 14
percent.'"

Since 1950 Japan has had a more rapid industrial expansion than any other
major manufacturing country, even greater than the remarkable recovery in
West Germany's industrial output. Less of the expanded Japanese output was
funneled into exports, however, than in the case of West Germany. Between
1950 and 1956 real exports (deflated to 1953 United States dollars) increased by
11 percent for the United Kingdom, 34 percent for the United States, 93 percent
for Japan, and 157 percent for West Germany. The failure of Japanese exports
to expand as rapidly as West Germany's may be attributed to three factors:

sJapan-Its Problems, Progress, and Possibilities, address by Mr. Joseph Dodge before
the 4 th annual banquet of the American Institute of Banking, New York, February 2,
1952. p. 5.

General Survey of the Japanese Economy, Ministry of Finance, Japanese Government,
Tokyo, September 1956, p. 2.

10 See Survey of Economic Conditions In Japan, monthly circular, Mitsubishi Economiy
Research Institute, Tokyo, May 1956, p. 12.
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(a) The vast inflation which gripped Japan during most of the postwar decade;
(b) The consequent fact that it was more profitable to sell at home than abroad;
and (c) Production costs in Japan in many lines, particularly heavy goods and
chemicals, which were higher than competitors abroad. All of these factors
tended to price Japanese exports out of world markets from time to time.
Exports were the one major economic series which failed to recover prewar
levels by the end of 1955, when they stood at 75.4 percent of the prewar figure.'

Naturally several intriguing questions suggest themselves. How did this
rapid recovery come about? Since no single simple answer is likely, what were
the factors responsible, in part, for what Thomas E. Dewey "l described as "one
of the economic miracles in the history of the world." Whether miraculous or
manmade, why was the recovery more effective in Japan's domestic than in her
foreign commerce? Why, that is, did exports lag behind and fail to regain
prewar levels? Is the recovery firm and lasting? Has normalcy been regained
or is Japan in fact, in the midst of a "fragile boom"?' Are difficulties overcome
major or minor, compared with those yet to be faced? Is the subtle aura of
admiration for mutual accomplishment, emanating from both Tokyo and Wash-
ington premature or justified?

It is possible to isolate certain factors and claim with some degree of logic,
that these were things which were especially helpful in promoting Japanese
recovery.

First, the $5% billion of United States funds poured into Japan during the post-
war decade. Since the Japanese national budget provided for an annual expendi-
ture ranging from $1.8 billion in 1950 to $2.8 billion in 1956, this was pump-priming
on a major scale. During the first half of the decade it took the form of
$2 billion of direct aid (GARIOA and EROA). Over the last half of the decade-
the period following the outbreak of the Korean war in mid-1950-it consisted
of expenditures of $3.5 billion for special procurement, the purchase of supplies,
equipment, services and amusements for United States and U. N. troops in Korea,
Japan and the Ryukyus. This injection of dollar plasma rehabilitated industry,
balanced Japan's payments for the decade, gave consuming power, built a foreign
exchange reserve. It also raised prices, a process in which the Japanese really
need little help.

Secondly, it was a decade of expanding world recovery and prosperity char-
acterized by a high and rapidly growing level of world trade. What trade expan-
sion Japan enjoyed (lid not have to come at anyone's expense. As the pie grew
steadily larger, each could have a bigger piece. Between 1938 and 1948 world
exports (volume) rose only 1.4 percent. Between 1948 and 1956, world trade
increased 61 percent. Between 1937 and 1947 world industrial production rose
21 percent. From 1947 to 1956, world production increased 70 percent. That
Japan, under United States sponsorship, should share in and benefit from, a
decade of marked economic expansion, was not unexpected.

This element of United States sponsorship constitutes the third factor in
Japan's recovery. While in the early days of the occupation, United States
policy held that it was up to the Japanese themselves to repair the economic
damage they had suffered as a result of the war they had started' 2 this was
soon perceived to involve unrealistic assumptions. There followed a wide re-
versal in the occupation role in Japanese economic affairs-at one point carried
to the extreme of using Allied troops to enforce collection of both Japanese
rice and taxes-and a wide turnabout in the United States view of the way
Japan was to be treated. The immediate postsurrender attitude, that the
magnitude of the crime at Pearl Harbor was so great that severe penalties
should be imposed, gave way to the theory that Japan, defeated and weak,
had to be restored to economic health so that she might cease to be a drain on
the resources of the United States taxpayer.

A very large number of measures were undertaken by the occupation, ranging
from direct aid to currency reform, tax revision and establishment of a counter-

11 See Nihon Keizal Menpo-lst quarter, no. 90, Toyo Keizal Shimpo-Sha, Tokyo, 1956,
271 pp.

"Former Governor of the State of New York and twice candidate for the Presidency
of the United States. He made this statement in a speech before the Japanese Chamber
of Commerce of New York at a luncheon meeting for Mr. Hisato Ichimada, Japanese
Finance Minister, on October 2, 1956.

1" The original United States Presidential policy statement on Japan made abundantly
clear that the responsibility for economic reconstruction was to be left primarily In the
hands of the Japanese people and their Government. The statement, made public on
September 22, 1945, disclosed In part: "The policies of Japan have brought down upon
the people great economic destruction and confronted them with the prospect of economic
difficulty and suffering. The plight of Japan is the direct outcome of its own behavior
and the Allies will not undertake the burden of repairing the damage." Pt. IV, sec. 3.
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part fund, the proceeds of which were to be used for rehabilitation of Japanese
Industry. After the signing of the peace treaty in 1952, the United States
Government sponsored Japan's reentry into world-trade relationship, conclud-
ing reciprocal trade agreements with her, securing her admission to the General
Agreement on Trade and Tariffs, using its own tariff concession to other nations
to secure favorable treatment for Japan. United States firms concluded a
wide series of technical-assistance contracts with Japanese companies enabling
them to obtain the latest know-how, patents, copyrights, and machinery and
equipment, as well as training of their technicians. The United States Inter-
national Cooperation Administration established a productivity center in Japan
to help Japanese industries to become more efficient and competitive. The
United States Export-Import Bank granted a long series of revolving credits
to Japan to enable it to buy United States raw cotton on favorable terms and
under United States surplus commodity disposal agreements with Japan, Jap-
anese textile interests were enabled to purchase United States cotton at prices
below those charged United States textile manufacturers. With United States
support and urging, the World Bank granted Japan a series of loans to re-
habilitate, modernize, and expand electric power and steel-producing facilities.
To what extent these and a host of related measures, too numerous to detail'
aided'Japanese recovery, will be long debated both in the United States and
in Japan but it seems reasonably clear that the positive and helpful United
States attitude, in contrast, for example, to the negative, truculent and restric-
tive activities of the Soviet Union, eased Japan's way over the difficult postwar
decade.

The postwar world trend toward liberalization of trade policies, slow and
limited though it may have been, was a fourth factor which was of some benefit
to Japan. In 1938 Japan was responsible for 5.37 percent of total world exports.
In attempting to build back to this figure over the last decade-the effort being
onlv half successful since Japan's exports in 1955 were but 2.44 percent of the
world total-she was at least hampered less than she might otherwise have been,
by the activities of the IMF, the ITO, GATT, the IBRD, the EPU and the pain-
fully slow efforts to restore currency convertibility. While some nations con-
tinued to discriminate against Japanese products right down to the end of the
decade, the general international atmosphere of disapproval and discouragement
of such restrictions, undoubtedly lessened and weakened the extent of the dis-
crimination, which in the absence of this international attitude, might have been
much more severe.

The industrial boom, stimulated by the outbreak of the Korean war, was a
fifth factor aiding Japanese recovery. By increasing Japanese industrial output
to much higher levels than had been realized in the previous postwar years, it
netted substantial profits for industry, which when plowed back raised the rate
of capital formation in Japan to a new postwar high, permitted widespread
replacement of obsolete and inefficient equipment. By raising employment and
wage income to new high levels it led to a domestic consumption boom, which
brought Japanese output to new peaks. Capital formation in Japan from 1950
on was substantially higher than in prewar years.

Paradoxically, it seems likely that the alternation of several periods of infla-
tionary expansion followed by periods of sound money containment both helped
to achieve higher levels of output and employment for Japan. The inflationary
excesses of the 19445-March 1949 period, while they perhaps created more prob-
lems than they solved, did help to lubricate the Japanese economic machine and
start it functioning once again. That the containment policy pursued by Mr.
Dodge in 1949 and 1950 (until the outbreak of the Korean war) came just in
time and was needed to prevent inflationary excesses from dissipating any gains
which the monetary and fiscal acceleration had stimulated and therefore con-
solidated Japan's economic position and provided a more solid and sound base
from which to move forward again, also seems likely. That the industrial expan-
sion engendered by the Korean war, leading into the domestic consumption
boom of 1953, carried output and employment to new high levels, was as clear as
the inflationary excesses it created. Consequently the classic sound money
policy instituted in the fall of 1953 by the Yoshida Government and continued
largely into 1956 under the guidance of Hisato Ichimada, at the beginning of the
period Governor of the Bank of Japan, later Finance Minister, was a much
needed corrective, which by greatly improving Japan's monetary, fiscal and price
structure, enabled her to right her international economic position and press on
to new gains in this area. This monetary policy in the postwar decade may be
regarded as a sixth factor contributing to Japan's economic recovery.
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Finally, and perhaps most basic to this recovery, however, was the attitude
and know-how of the Japanese people. Hardworking, industrious, firm in their
determination to overcome poverty and devastation, they were fortunately pos-
sessed of the knowledge of industrial processes and the techniques of foreign
trade. Japan is not an underdeveloped country. The Japanse people know well
how to produce goods and penetrate foreign markets. They did not need to
learn these basic concepts from the ground up as was true in much of the rest
of Asia in the postwar decade. All they needed was a chance to apply their
ingenuity and resourcefulness and when this came to them at the end of the
occupation, along with fortuitous developments (to them) such as the Korean
war boom and a favorable international atmosphere of expanding trade and
declining restrictions, they simply put their knowledge to work. The encouraging
economic results attest to the view held by careful observers of the Japanese
scene, that in the context of a peaceful world, with expanding trade and rising
standards of living, the Japanese will make their way.

Reviewing their accomplishments at the end of a difficult decade, a note of
caution ran through many of the more skilled of Japanese analyses. While the
feeling was widespread that the recovery from the immediate postwar chaos
and confusion had been achieved and that Japan had successfully overcome her
short-run temporary problems, there was the added view that she would now need
to face her longer run, far more deep seated and basic dilemmas, before indulging
in unrestrained rejoicing.
People and food

The population of Japan reached 90,017,000 on July 1, 1956, making Japan
third among nations in population density. Only the Netherlands and Belgium
are more thickly populated. Figures compiled in 1780 and 1846 indicate that the
Japanese population remained comparatively stable at about 26 million for more
than a century preceding the Meiji Restoration in 1868. The natural increase
in population which multiplied the Japanese population by more than three times
and brought it to this 90 million mark is therefore a development of the past
century. In Japan, as in the case of Europe, the increase in population accom-
panied the growth of modern industry.

Japan's population in 1872 when the first national census was taken totaled
34,800,000. By 1912 it had reached 50 million; by 1937, 70 million. Since the
end of World War II the population of Japan has increased by 18 million. The
magnitude of this postwar increase can be fully appreciated if one stops to
realize that this figure well exceeds the population of Canada, and is twice the
population of Australia. Population experts predict that the country will pass
the 100 million mark some time before 1970.

It is not the rate of increase in the population, which is now lower than the
United States rate, but the increase in absolute numnbers-close to a million a
year-adding to the present 90 million in relation to a very small arable land
area, which makes the long-run Japanese problem serious and difficult.' 4

The Japanese birth rate has declined considerably in the postwar period, and
is now less than two-thirds the prewar rate. Yet the death rate has dropped
even more drastically and is now less than half the prewar level. The decline
in the birth rate was due in part to the enactment of the eugenics protection
law (July 13, 1948) under which (a) the sale of contraceptives, banned by la-v
up to that time, became legal, and (b) induced abortion was permitted if deemed
necessary in the judgment of a designated physician and if the agreement of the
expectant mother and her spouse was obtained." The latter was probably more
effective than the former in contributing to the decline in the birth rate. The
number of induced abortions rose from 246,104 in 1949 to 1,140,000 in 1954. Thus
the rate of abortions to births jumped from 9 percent in 1949 to a startling 64
percent in 1954.1"

Japan's death rate is now down to that of Western countries. Although
part of the decline may be attributable to the fact that a large number of invalids
and persons of weak health died during and immediately following the war, the

lo For a detailed treatment of Japan's population problem, see Nippon Jinko Zusetsu
(Graphical Plxposition of Japan's Population), by Ayanori Okazaki, 170 pp., Toyokelzal
Shinpo-Sha, Tokyo, 1955.

The law was revised in 1952. Under the 1948 act Its was necessary to apply to the
eugenics protection examination committee for approval in order to perform an Induced
abortion. This requirement was eliminated in the 1952 act.

"6 See Japan's Population Problems, by Ayanori Okasaki, Ministry of Foreign Affairs,
Tokyo. 1956, p. 7. It should be noted that the figures on abortions are only those reported

to the Ministry of Welfare In accordance with the law and do( not Include the large number
of cases of unreported illegal abortion.
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importation, and subsequent manufacture in Japan, of large supplies of new
wonder drugs and, particularly, the remarkable improvement in Japan's postwar
public-health facilities, are the main factors responsible for the sharp drop in
the death rate.

Japan's birth rate is now lower than and her death rate comparable to those
of such relatively unoccupied and sparsely populated countries such as New
Zealand and South Africa. In view of the marked decline which has already
occurred, the birth rate cannot be expected to go much lower and Japan will do
well to hold to the present level over the next decade. Thus relief from the
pressure of population on the land, through a further considerable decline in the
rate of population growth, is not likely.

Japan's growth has made the problem of overpopulation even more acute than
in the past. In 1935 each hectare,"' or 21/2 acres of arable land, had to feed 14
persons. Today the same land area must feed IS persons. Only 1 acre in each
6 is cultivable. For each square mile of farmland, Japan has more than 12 times
as many people to feed as the United States has.

In the century from 1860 to 1960, Japan's population will have tripled, but its
area under cultivation will have increased only a third. The area of cultivated
land during the 1S81-90 decade averaged 4.6 million hectares, or 12 percent of the
total land area. Cultivated land was enlarged steadily until 1921 when the area
reached 6.04 million hectares. The area remained relatively constant until
World War II when some farmland was taken over for military purposes. Land
available for crops in 1955 was estimated at 5.1 million hectares, or 14 percent
of the total land area. If meadows and pastures be added to cultivated land the
total rises to 17.4 percent of total land area. In striking contrast 68.5 percent of
the land area of the Netherlands falls in these 2 categories, 79 percent in Great
Britain, 68 percent in Italy, and 58 percent in the United States. The moun-
tainous nature of Japan's terrain renders most of it unfit for cultivation.

As a result, Japan has but 0.06 cultivated hectares per capita, the lowest figure
for any Asian, African, or Latin American country. India has 0.40, China (.16,
Indonesia 0.14, six and a half, almost 3, and 2 times as much, respectively, as
Japan. The Asian comparisons may be stated in slightly different terms. Japan
had a population density of 4,519 persons per cultivated square mile to 1,657 for
China, 953 for the Philippines, 1,826 for the United Kingdom, 527 for France,
and 221 for the United States.

The large gains in agricultural productivity which the other underdeveloped
countries of Asia seek have already been attained in Japan. Japanese rice yields
per acre, using extensive irrigation and fertilizer, are already among the highest
in the world.' 8 Despite the fact that in 1955 Japanese rice output reached a new
all-time peak, more than 20 percent of food consumed had to be imported. In
19'54, Japan spent $624 million, or 30 percent of total imports, for foodstuffs. In
1955, it spent $524 million or 28 percent of total imports. Japan's dependence
on imports of staple foods rose from 9.6 percent in 1934-36 to 22.5 percent in 1955.

In addition to the food deficiency, most of the industrial raw materials needed
to sustain manufacturing output must be imported. In 1955 textile raw materials
cost Japan $492 million; petroleum $214 million, and minerals, metals and coal
$192 million, or a total of $898 million-49 percent of total imports. Japan must
bring in all the bauxite, raw cotton, raw wool, rubber and phosphate rock it
requires, as well as the bulk of iron ore, zinc, salt and a third of the needed
coking coal. Japan's domestic production provides less than 10 percent of its
petroleum requirements.

In the postwar period this dependence has been heightened, rather than
lessened.19 For one, industrial output, utilizing imported raw materials, is now
double prewar levels. Secondly, the loss of colonial areas from which Japan
obtained many of these resources prewar, now makes their importation a matter
of foreign exchange, rather than yen, expenditure. Thirdly, even the few
resources which Japan did possess in some quantity are now approaching a con-
dition of uneconomic recovery. In coal mining, for example, seams are now
generally thin compared to those in other mining countries. In most Japanese
fields they are broken and discontinuous and some of the important mines must
contend with large amounts of ground water. Some galleries even extend under
the sea, where water disposal, proper ventilation, and transportation are all

"A hectare is a unit of area In the metric system equal to 2.45 acres. The Japanese
unit of land measure, the cho, equals 1 hectare. One cho is subdivided into 10 tan.
Therefore, 1 tan equals 0.245 acre.

18Japan's Agriculture, by Seliebi Tobata, Japanese Ministry of Foreign Affairs, Tokyo.
19See Economic Survey of Japan (1955-56), Economic Planning Board, Japanese Gov-

ernment, Tokyo, September 1956.
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more difficult than in other countries. Because of such conditions mining costs
in Japan are relatively high and Japanese mining and manufacturing correspond-
ingly handicapped2

Thus in food, in textile fibers, in metals and minerals, in coking coal, and in
liquid fuels, Japan must look abroad for the satisfaction of its basic minimum
requirements. Therefore the problem of assuring adequate essential supplies
for its economy, and, indeed, of economic viability itself, becomes essentially a
foreign-trade problem. Japan must sell enough abroad to pay for essential
imports. It must generate a volume of exports large enough to cover necessary
foreign-exchange expenditures.
The role of foreign trade in Japan's econonty

This Japan has been unable to do in the postwar decade thus far, although
the results for 1955 are hopeful. Its balance of payments and its economy have
been sustained by $2 billion of United States aid in the first half of the postwar
decade and by more than $3 billion of United States (and U. N.) special procure-
ment and troop expenditures during the latter half. In 1954, for example,
Japan's overall balance of payments showed a surplus of $100 million, but special
procurement receipts that year (included in the balance of payments) amounted
to $596 million. In the absence of these abnormal receipts Japan would have
run a substantial deficit. In 1955 the balance of payments surplus was $494
million, but this resulted, in part, from an expenditure of $557 million for special
procurement by the United States. In the absence of such United States outlays,
Japan would have had a small deficit in its international payments.

In the prewar period, Japan's trade amounted to approximately 5 percent of
total world trade. This was cut to a fraction of 1 percent in the immediate
postwar years, but it has since been climbing. For 1955, Japan's share of world
imports amounted to 2.8 percent, its share of world exports to 2.4 percent. Thus
Japan is about at the halfway mark in its effort to restore its position in inter-
national trade. The fact that the ratio of exports to national income, which was
18 percent prewar, is now about 9 percent tends to confirm this. On a volume
basis, Japanese exports in 19565 were but 50 percent of 1937 levels, while imports
had reached 76 percent of prewar. When it is remembered that over the same
period Japan's population increased from 70 million to 89.2 million, the lag in
Japanese exports becomes even more apparent.

Clearly, the key to further growth in the Japanese economy, to industrial
expansion and increased employment and higher levels of income, is export
expansion. Unemployment is at present a serious problem in Japan. Mr. J. Marc
Gardner, of the J. Henry Schroder Banking Corp., in a report summarizing his
recent trip to Japan, declared: "However, as many persons are only partially
employed it has been estimated that hidden unemployment and underemployment
in Japan may total as high as 8 million persons." 21 Yet a domestic production
and consumption boom alone, unaccompanied by export expansion such as
occurred in 1953 would not only not help Japan's basic economic position, but
would actually be harmful. For the increased domestic output would necessitate
a larger volume of imports. Increased domestic demand would raise prices in
Japan. Producers would find it easier and more profitable to sell at home.
Japanese exports would be priced out of world markets and producers would be
making little effort to sell abroad precisely at a time when greater foreign
exchange earnings were needed to pay for increased imports. Thus the domestic
inflation would be accompanied by a worsening of Japan's balance of payments
position and the loss of foreign exchange would soon force authorities to curtail
imports thus bringing the domestic boom and expansion to a halt. Lasting
increases in Japanese industrial output and employment can only be achieved by
export expansion.

Costs, prices, and markets-Japan's competitive position
Traditionally, Japan has built its export drives on textiles. In the production

of such goods it had, and still has, the comparative advantage of a low cost
and efficient operation. Exports of textiles still predominate in the commodity
pattern of Japan's sales abroad. In 1955 textiles and textile products accounted
for 37 percent of total Japanese exports. For 1954 the comparable figure was
42 percent. Japan has regained its position as the world's principal cotton

20 See Japan's Natural Resources, by Edward A. Ackerman, University of Chicago Press,
Chicago, 1953, p. 179.

21 Some Observations of Our Vice President, Mr. J. Marc Gardner, on His Recent Visit
to Japan, J. Henry Schroeder Banking Corp., New York, January 27, 1956, p. 3.
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textile exporter. In 1955 it shipped 1,139 million square yards.2 India was
second with 750 million square yards, Britain third, the United States fourth.
In reentering world trade in rayon and other synthetic fibers Japan has had
great success. A rise of 55 percent over 1954 occurred in shipments of spun rayon
fabrics.

Yet the very importance of textiles in Japan's export pattern presents a future
problem and threat. The usual first step in the industrialization of any under-
developed country is the establishment of a textile industry and the imposition
of protective tariffs to protect the "infant" industry. As they develop, coun-
tries tend to become quickly self-sufficient in textiles. Despite Japan's No. 1
status in the world cotton textile market, world trade in cotton textiles was 11
percent less in 1955 than in 1954, although world production was 1%, percent
higher. Japanese cotton textile exports were one of its few major exports com-
modities which showed a decline in 1955, 9 percent below the postwar record
exports of 1954. This decline, which occurred despite a sharp increase in ship-
ments to the United States, was due primarily to restrictions on exports to
Indonesia, which in the past has taken as much as a third of Japan's total
cotton fabric exports. The restrictions were imposed to prevent an increase in
the unpaid trade balance which Indonesia owes Japan.

For the first time the value of iron and steel exports exceeded that of cotton
textiles. While total textile exports ($722 million) still exceed exports of
metals, metal products and machinery ($657 million), the latter have been
rising, while the former have been declining as a percentage of total exports.
Metals and products rose from 14 percent of total exports in 1936 to 27 percent
of total exports in 1954 to 33 percent in 1955, while textiles and products fell
from 53 percent in 1.936 to 42 percent in 1954, to 37 percent in 1955.23

This changing export pattern reflects, in part, structural changes in Japanese
industry. Before World War II, the textile industry was by far the largest
sector of manufacturing industry, accounting for about 29 percent (in 1936) of
the value of factory production and for 38 percent of total factory employment.
Today, the textile trades employ fewer wvorkers than they did 25 years ago,
although factory employment as a whole has more than doubled.24 These trades
are now smaller, absolutely as well as relatively, than they were before the war.

This changing structural pattern creates a problem for the Japanese in inter-
national trade because, in contrast to their advantageous cost position in tex-
tiles, in iron and steel, metal products, and machinery, they are higher-cost
producers than their major competitors. The Japanese Economic Planning
Board estimates that Japan still needs twice as many man-hours to turn out
a ton of pig iron, or a ton of steel as Britain. Thus, in spite of the relatively
lower wages of the Japanese factory hands, the labor cost per ton, is substan-
tially greater, both for pig iron and for steel, than the British cost. The expla-
nation of the 55 percent increase in Japanese exports of iron and steel in 19.55.t
seems to lie in the fact that, although their prices continued to be above those of
other suppliers, Japanese producers could olfer earlier delivery dates or other
special trade arrangements. Over the longer run. however, to cope with British,
West German, and United States exports, Japanese prices will have to become
competitive, as the advantage of more immediate delivery is lost.2

Japanese foreign trade-'an overview
Under the impetus of the continued business boom in the United States and

Western Europe, Japanese foreign trade expanded encouragingly during 1955.
Perhaps the outstanding feature of Japan's developing export trade is the
growing diversification both as to products and markets. Except for the United
States, no one country now absorbs more than 4 percent of total Japanese
exports. Only 15 countries last year bought more than 2 percent of the total.
This is an advantageous development for Japan because it means that Japan
is flooding no one country with excessive quantities of goods and the impact
of Japanese trade expansion is minimized insofar as foreign resentment and
retaliation is concerned.

22But it Is far from regaining its prewar export volume of 2.800 million square yards.
See Foreign Trade of Japan, Quarterly Fuji Bank Bulletin, vol. VI, No. 3, December 1965,

1.I0.
P3 See Foreign Trade of Japan, 1956, Mlinistry of International Trade and Industry. Japa-

nese Government, Tokyo, 1956.
24 See Industrial Production and Productivity in Japan. by G. C. Allen in the West-

minster Bank Review. London, August 1955.
25 See The Structure of Japan's Foreign Trade Before and After the War, the Bank of

Tokyo, semiannual report, Tokyo. March 1956. Dp. 5-32.
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During 1955 the trade gap with the United States was greatly narrowed.
The previous year's trade deficit with Western Europe was converted into a
surplus. Exports to Canada, Australia, and New Zealand were doubled in 1955,
and exports to Africa increased by some 50 percent. While sales to Latin
America were slightly lower in 1955 than in 1954, Argentina and Brazil, which
accounted for about 60 percent of the Latin American total, were the leading
purchasers of iron and steel products, exports of which rose 62 percent in 1955
as compared to 1954.20

Japanese Ministry of Finance Customs statistics indicate that Japanese ex-
ports rose from $1.2 billion in 1958 to $2.0 billion in 1955, an increase of 66 per-
cent, while over the same period imports were stabilized at $2.4 billion2

For the fiscal year beginning April I., 19.55, and ending March 31. 1956, Japa-
nese exports according to the Ministry of Finance, rose to a new postwar high
of $2,137.442,000, an increase of 24.4 percent over fiscal year 1954. Export trade
during the first 3 months of 1956 (last quarter of fiscal year 1955) was 34 per-
cent above the level of the corresponding period in the previous year. As it
result the foreign exchange accounts showed a surplus of $535 million for the
whole of fiscal 1955 (ending March 31, 1956) as against a surplus of $191 mil-
lion for fiscal year 1954."

Trade with the United States
In commercial trade with the United States, Japaa has incurred large

deficits in the postwar period. In contrast, in the prewar period, Japan wvas
able to balance its trade with the United States, principally by sales of raw
silk and shipping services. Over the 1930-34 period, Japan's raw silk exports
to the United States averaged 515.000 bales annually. Currently United States
silk imports are but a fraction of the prewar figure. ID much of the prewar
period, a triangular type of trade developed whereby Japan bought raw cotton
in the United States and sold finished textiles to other areas (chiefly Asian
countries) which in turn sold various raw materials to the United States.
Thus, although Japan showed a deficit in its trade with the United States, its
exports to the rest of the world yielded the dollars, through conversion, with
which to pay the United States.' But the currency convertibility upon which
such multilateral trade rested in the prewar period has now largely vanished.
Furthermore, the now independent countries of Asia, by exchange control, re-
serve their dollar earnings for themselves. The large Indonesian balances
($210 million) owed Japan, for example, are not only not convertible, they
seem to be largely uncollectible.

The large deficits in trade with the United States in the postwar period could
not have been incurred, had it not been for abnormal United States dollar outlays
for aid, special procurement, and so forth. Having been warned that United
States special procurement outlays were to be tapered gradually, the Japanese
have been attempting to narrow the gap in their trade with the United States.
both by shifting to other import sources and at the same time increasing anti
diversifying exports to the United States. In 19055 this policy met with con-
siderable success, though in good part due to two nontrade factors: the large
increase in rice production in Japan "0 and the sale of United States foodstuffs
under surplus disposal terms for yen rather than for dollars.

2° See Our Exports and Imports, Monthly Review of the Mitsui Bank, Ltd.. vol. 1, No. 4,
Tokyo. April 1956.

27 Weekly Review of Economic Affairs in Japan, Bank of Tokyo, No. 423, Tokyo, May 5,
1956, pp. 151-153.

21 News Survey. the Bank of Japan. No. 122. Tokyo. May 4, 1956.
9 Japan's Foreign Trade, by Ryokichi MIinobe, Japaniese Ministry of Foreign Affairs,

Tokyo, 1956.
- The rice crop was 30 percent greater than in 1954. In 1955 Japan produced an un-

precedented bumper crop of 79 million koku (1 kokiu Is about 5.12 bushels) compared to
fn ordinary crop of some 66,700.000 koku. The rice crop for 1956 is estimated at about
73,000,000 koku.
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Compared to a dollar trade gap of $514 million in 1951 and of $469 million in
1954, the 1955 figure was narrowed to $103 million.' Japanese exports to the
United States rose 81 percent in 1955 over 1954. Japanese imports in 1955 from
the United States were 21 percent lower than in 1954. Although the export ex-
pansion seemed large percentagewise, total Japanese exports to the United
States amounted to only 3.8 percent of United States imports, a much smaller
share than Japan's prewar proportion. Indeed percentagewise Japan is not an
important factor, at present, in United States foreign trade, taking but 4.7
percent of United States exports and providing 3.8 percent of total United States
imports. On the other hand, the United States is a dominant factor in Japanese
foreign trade, supplying 31 percent of Japanese imports and taking 22 percent of
Japan's exports (in 1955).

Yet percentages, like averages, often conceal more than they reveal. Japan
is the best single customer for United States cotton, wheat, rice, and soybeans,
and, in the absence of convertibility and in the face of diminishing receipts of
United States special funds, cannot be expected to maintain its large purchases
from us, unless allowed to sell us. There was in 1955 a clear shift to sterling-
area and other sources of supply and this trend can be expected to continue
slowly if we do not close our markets to Japanese products, more rapidly if
domestic protectionist interests make their demands prevail in Congress. In
1955 Japan bought $120 million of raw cotton from the United States. It sold
the United States $30 million of cotton textiles. Japan took 647,000 bales of
raw cotton, 26 percent of the total exported.' United States imports of cotton
textiles from Japan in 1955 amounted to 1.5 percent of total United States cotton
textile production." 5

Japan and Southeast Asia
In 1934-36 the countries of south and southeast Asia ' took 19 percent of

Japan's total exports. In 1954 they absorbed 32 percent and in 1955, 28 per-
cent. The area provided 17 percent of Japan's total imports in 1934-36, while
in 1954 it supplied 19 percent and in 1955, 21 percent!3

These figures indicate that although some gain in trade with the area has
been achieved, the frequently voiced hope that the area would prove the main
factor in improving Japan's trade position has hardly been realized. Neither
as an absorber of exports, nor as a provider of imports, has the area measured
up to optimistic expectations. There are a number of reasons for this. In
the first place, the purchasing power of the area is low; per capita incomes,
while rising in recent years, are meager, even by Japanese standards. In due
course, development programs presently underway will increase purchasing

S' These data are based on Japanese foreign exchange statistics of the Bank of Japan.
Actual Japanese imports from the United States were somewhat higher than the $572 mil-
lion (1955) reported in Bank of Japan Foreign Exchange Statistics Monthly because of
cotton imports on Export-Import Bank credits and food imports paid for in yen. The
discrepancy may be seen in the following:

JAPAN-UNITED STATES TRADE

[In millions of dollars]

1955 1954

Japanese Japanese Japanese Japanese
exports to imports from exports to imports from

United United United United
States States States States

Bank of Japan Foreign Exchanse Statis-
tics Monthly - 469 572 258 727

U. S. Department of Commerce 416 642 276 847

5 See Monthly Report of Japanese Cotton Spinning Industry, published by all Japan
Cotton Spinners' Association, No. 111, Tokyo, March 1956.

a3 For a more detailed statement, see testimony of Nelson A. Stitt, executive director,
Council for Improved United States-Japanese Trade Relations, before the subcommittee on
Cottotn of the Committee on Agriculture, U. S. House of Representatives, Washington,
D. C., February 7, 1956.

3M Includes Burma, Ceylon, India, Indochina, Indonesia, Malaya and Singapore, Pakistan,
Philippines, Thailand, and Sarawak. Excludes Hong Kong and Formosa.

as See table 26, p. 49, of Economic Survey of Japan (1955-56), Economic Planning Board,
Jaapanese Government, Tokyo, 1956.
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power, but this is likely to be a long, slow process, with inflation and population
increases absorbing some of the gains.3

Secondly, the Japanese have had to face stiff competition in export sales to the
area, especially from West Germany and Great Britain. Particularly in capital
goods and equipment they have been undersold by the Germans, in fertilizer
by the Italians, and in some categories of textiles, by India.

The reparations problem is a third factor which has hindered trade develop-
ment to a degree. Although reparations agreements have been concluded with
Burma and Thailand, no settlement has as yet been arranged with Indonesia,
while the Philippines settlement has just been arranged. In an agreement
concluded in November 1954, effective April 1955, Japan agreed to pay Burma
$250 million in goods, services and loans over a 10-year period. Likewise,
Thailand is to receive $41,666,666 in cash, goods, and services over a period of
years. The Philippines agreement, approved by the Japanese Diet in June 1956,
provides that Japan is to pay to the Philippines in reparations (goods and
services) a total sum of $550 millions during the next 20 years ($25 million
annually during the first 10 years, and $30 million annually during the remain-
ing period). In addition, the Japanese Government will facilitate the exten-
sion of commercial loans amounting to $250 million for economic development
of the Philippines.3 7

A fourth and very important restrictive factor, is the multiplicity of trade
and exchange controls, quotas, lack of convertibility, newly imposed tariffs
designed to protect infant industries, etc., which face the Japanese in south and
southeast Asia. Since Japan is not a member of any trading bloc or currency
area, but is very much on its own in international trade, these restrictions are
a greater barrier than might otherwise be the case.

Indonesia is a case in point. Exports to Indonesia fell from $123 million in
1954 to $68 million in 1955 (although imports rose slightly, from $62 million to
$67 million). Indonesia's inability to pay either in goods or in foreign exchange
caused Japan to reduce its exports. 3

Factors tending to stimulate Japan's trade with south and southeast Asian
countries are: national development programs which tend to increase demand
for imported capital goods and equipment, and raise output of goods available
for export. For example, in the case of India, Japan's exports rose from $37
million in 1954 to $66 million in 1955 (imports from $32 million to $46 million).'
Other factors include United States dollar aid, such as ICA expenditures in
Vietnam, which is used to buy supplies and equipment in Japan; and Japanese
investment in south and southeast Asia. The latter is developing at a slow
pace but there are encouraging examples.'5 Japanese mining companies and
Japanese capital are helping to develop iron ore output in Goa, in Malaya and in
the Philippines. Japanese fishing companies have invested capital in Indian
and Ceylonese fishing enterprises. Asahi Glass has provided 51 percent of the
capital for an Indian glass company. The reparations agreements with Burma
and the Philippines are likely to lead to Japanese capital investment in those
countries. Prospects for increased trade with the Philippines have been en-
hanced, not only by the conclusion of a reparations agreement, but also by the
revision of the Philippines-United States trade agreement which became effec-
tive January 1, 1956. Under the revised agreement, United States products
now entering the Philippines free of normal customs duties will lose about 90
percent of this preference at an accelerated rate over the next 10 years. As
the United States loses some of this market, which has amounted to about $500
million annually, Japan can be expected to gain correspondingly.

In developing greater trade and investment ties with south and southeast
Asia, the Japanese must pursue a wary course. There is still a good deal of
suspicion and ill will and bitterness toward the Japanese in most of the area.
If they appear to be pushing too much or going ahead too fast, fear of domina-
tion will develop and barriers will rise. If, on the other hand, they fail to be
resourceful, energetic and quick to seize or develop a prospectively good economic
opportunity, the Chinese or Germans or Indians or British can be expected to
move rapidly and the Japanese national interest will suffer. There is a com-

33 See Postwar Economic Growth In Southeast Asia, International Bank for Reconstruc-
tion and Development. Study No. E. C. 48, Washington, October 10, 1955.

37Fortnightly letter, the Bank of Japan, No. 135, Tokyo. Mar 16, 1956.
38 See Japan Trade Monthly, No. 126, Tokyo, September 1956, p. 46.32

The Trade Between Japan and India, Survey of Economic Conditions In Japan, Mitsu-
bishi Economic Research Institute, Tokyo, July 1956.

4The Rehabilitation of Japan's Economy and Asia, by Saburo Oklta, Ministry of For-
eign Affairs, Tokyo, 1956.
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plimentarity between the resources of the southern regions, as the Japanese per-
ceived even before World War II, and Japanese industrial capacity, but if the
Japanese are too obvious in exploiting it for their own ends, they will develop
a hostile reaction. There is growing evidence that they realize that their
posture must be one of mutual benefit and mutual assistance.4 '

Japan and the COMMi1awist bloc-economic relations
Large sectors of public opinion in Japan regard increased trade with the Com-

munist bloc as a necessary and desirable objective; some elements even view it
as an economic panacea. What are the facts of the situation? How necessary
is Communist bloc trade to Japan? IHow likely is it to develop?

In the midthirties about 20 percent of Japan's imports caine from Korea and
Formosa, which were then Japanese colonies, and another 10 percent, approxi-
mately, from China; about 25 percent of Japan's exports went to Korea and
Formosa and about 20 percent to China (including Kwantung and Manchuria).
Now (1955) political and economic changes have reduced imports from China,
Korea and Formosa to only about 7 percent of Japan's total and exports to 5
percent."

Before World War II, Mainland China (including Manchuria) was a major
market for Japanese products, largely as a result of Japanese domination and
control as well as Japanese investment in Manchuria. Today mainland China
(including Manchuria) and the entire Soviet bloc, including the U. S. S. E. itself,
take only 1.8 percent (1955) of total Japanese exports. In the prewar period
Japan sold cheap consumer goods and textiles to China and obtained soybeans,
edible oil and oil seeds, coking coal and iron ore (from Hainan Island) in ex-
change.'3 In 1955, Japan obtained only 3.0 percent of its total imports from iron
curtain countries, including Red China and the U. S. S. R.

According to the Bank of Japan (Foreign Exchange Statistics), Japan exported
$28.3 million to Communist China in 1955 and imported $50.1 million, for a net
deficit of $21.8 million. According to the Ministry of Finnnee (Customs Divi-
sion), Japan exported $28.5 million to Communist China in 1955 but imported
$50.7 million, for a deficit of ,$52.2 million. By way of contrast, Japan's exports to
Formosa in 1955 totaled $58.4 million; imports amounted to $76.3 million.

Naturally, when the Japanese turn to explore avenues of expanding trade with
Asia, many of them think nostalgically of the old China trade." The Osaka textile
merchants, who have been among the most vociferous of those pressing for ex-
panded trade with mainland China, are quite likely to be disappointed. It is
hardly probable that with the state in China controlling foreign trade and com-
mitted to the amazing industrialization goals of the first 5-year plan, China will
want to, or will have, very much exchange to buy any significant quantity of
Japanese consumer goods and textiles.

In view of the huge industrialization effort, in contrast to the minimum agricul-
tural outlays contemplated, it may be that over time China will seek to buy sub-
stantial amounts of Japanese capital goods and equipment, but it is difficult to see
what can be tendered in payment. The Chinese contemplate that they can raise
the index of industrial production (1952=100) to 192 by the end of 1957. They
expect to raise crude steel output from 1.2 million to 4.8 million tons, over the
same period." Under the circumstances it is improbable that they will have any
significant amount of coal or iron ore to spare to send to Japan. Outlays for in-
dustrialization absorb 48 percent of 5-year plan expenditures with overwhelming
emphasis placed on heavy industry. Agriculture, on the other hand, is relatively
neglected in the overall investment pattern, yet it is to be drained of funds in a
siphoning-off process to promote industrialization. Peasant resistance, famine,
starvation, which may plague Communist China over the next decade, make it
questionable that any sizeable quantity of foodstuffs can be squeezed out of the
Chinese economy for export to Japan."

"See A Statistical Survey of Trade Between Japan and Asian Countries, Ministry of
Foreign Affairs, Japan, 1955.

4' Based on Foreign Exchange Statistics of the Bank of Japan and exclusive of any trans-
shipments through Hong-Kona, recorded as trade with Hong Kong.

" See Present Status of Japanese Trade With China, Mitsubishi Economic Research
Institute, Monthly Circular, Tokyo, October 1955.

"See Trading With China, the Oriental Economist, vol. XXIV, No. 550, Tokyo. August
1956: and Trade With Communist China, the Oriental Economist, vol. XXIV, No. 548,
Tokyo, June 1956.

45 See The Prospects for Communist China, by W. W. Rostow et al., Technology Press
and John Wiley & Sons, Inc., New York. 1954.

" See China's Export Capacity, in Sino-Soviet Economic Relations, by Alexander Eck-
stein, in Moscow-Peking Axis: Strengths and Strains, Harper & Bros., New York, 1957.

85589-57-7
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It is possible to qualify this doubt as to China's (or indeed the entire Soviet
bloc's) ability to pay for industrial imports. Mr. George Waldstein, a Harvard
graduate student, has taken the 17 leading Japanese imports (for 1951 and 19.53)
and compared them with Soviet bloc exports of the same products to the free
world. These 17 key commodity imports accounted for almost 72 percent of total
Japanese imports in 1953. It is clear that except for four commodities-coal,
soybeans, timber, and oil seeds-the total volume of Communist bloc exports to
all Western countries of the items urgently needed by Japan were, in both 1951
and 1953, less than the import requirements of Japan alone.' 7

Extending the analysis to the years 19.54 and 1955 reveals that, for both years,
hides and skins were exported from the Communist bloc in sufficient volume to
cover Japan's import needs. In 19.55 pulp requirements could barely have been
covered as well. Thus in 1955 in the case of only 6 of the 17 commodities (coal,
timber, soybeans, oil seeds, hides and skins, and pulp) was the bloc exporting
sufficient quantities to meet Japan's import needs. These 6 commodities ac-
counted for only 12 percent of Japan's total imports in 1955.

In the case of major imports such as cotton, rice, wool, wheat, oil, sugar, scrap
iron, iron ore, rubber, and tin, the bloc seems to be incapable of meeting more
than a small fraction of Japan's needs. Whether the bloc could furnish all of
Japan's coal requirements, or would wish to do so, is not clear in view of the
large Japanese imports relative to total bloc exports. Actually, it is unlikely
that Chinia will be able to meet even its own needs, let alone those of Japan; as
for the rest of the bloc, it might conceivably wish to sell large quantities to
Japan, but Poland, the major exporter, is already deeply and profitably com-
mitted to sending its coal to Western Europe. Thus it is actually unlikely that
Japan could even secure its coal requirements from the bloc.

The 6 commodities-coal, timber, soybeans, hides and skins, pulp, and oil
seeds-together in 195.5 accounted for $306 million of Japan's imports. This is
close to a maximum amount which Japan could hope to secure from the bloc
under optimistic arrangements. Actually, because of existing bloc commit-
ments, a more realistic estimate of imports from the bloc of the 6 commodities,
plus some salt, would be about $250 million or approximately 10 percent of
Japan's imports.

This judgment based on economic grounds must be qualified by a political
"but." Communist countries often use trade arrangements as political weapons.
Communist China must be presently importing substantial quantities of capital
goods and heavy equipment from the Soviet Union, sending in exchange agricul-
tural products and industrial raw materials. It is conceivable that in the future,
either because of a desire on the part of Communist China to lessen its de-
pendence on the Soviet Union. or in concert with the Soviet Union in an effort
to pull Japan away from the West. China may shift a proportion of its capital
goods purchases from the U. S. S. R. to Japan and pay with raw materials
presently directed to the U. S. S. R. This would be basically a political decision.
It cannot occur so long as Japan adheres to the COCOM restrictions, nor is there
any present indication of a Chinese or Soviet effort along these lines.

Indicative of the pressure in Japan for more extensive trade with Communist
Asia is the recent signing of an unofficial trade agreement between Japanese
businessmen and North Vietnam. This is the sixth such agreement signed be-
tween the Japanese and Communist countries. including China and North Korea,
with none of which Japan has diplomatic relations. While the Japanese Gov-
ernment has on the surface frowned on such pacts, it is unlikely that any trade
could be carried on with these countries without the tacit approval of the Govern-
ment. Because many of the items which Japanese businessmen promised to ship
would violate the COCOM embargo, none of the agreements has been fully im-
plemented. But they are useful to the Comnunuists because they rouse the
Japanese businessmen and increase the pressure on the Japanese Government
and in turn upon the United States. to relax the trade restrictions. The trade
agreements are drawn in such a way as to heighten the pressure. Trade items
are divided into three categories. In one are placed those things that Japan
wants most, such as coking coal and ores, and that she can get, it is claimed, less
expensively from the Communist countries than from the Vest. To obtain items
in this most wanted category, however, Japan is required to ship, in exchange,
machinery, tools, and equipment. all of which are on the embargo list. Thus the
pressure grows in Japan to relax the embargo and hypothetical trade totals are

v1 See Showdown in the Orient, by George Waldsteln, Harvard Business Review, Novem-
ber-December 1954, pp. 113-120.
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cited to indicate what Japan is losing in the way of prospective trade, by adher-
ing to Western agreements.

The broad economic conclusion that suggests itself at this writing, however, is
that, both in terms of capacity to absorb Japanese exports and more importantly
in terms of ability to supply Japan's import needs, the Communist bloc has little
to offer Japan. Any Japanese Government which weighed the present position
of its trading relationships in the free world against a prospective or contem-
plated trading role as a mnember of the Communist bloc, could hardly escape the
clear conclusion that, apart from ideological considerations, purely in the na-
tional self-interest, from an economic point of view, its future, indeed its economic
survival, rests in maintaining and expanding present free world trade relation-
ships. Obviously, Japanese strategy from this point on, however, is likely to
be to try and see that they do not have to choose flatly between the Western
World and the Communist bloc, but to attempt to maneuver to see if they cannot
enjoy trading advantages with both.

Representative BOLLING. The final speaker this morning will also
be known to most of those present. Prof. Willard L. Thorp of
Amherst College has had a career of important public service. In
addition to teaching, he has been an economist in business, and with
the National Bureau of Economic Research. His long list of Gov-
ernment assignments includes top posts in the Department of Com-
merce and 6 years following World War II as Assistant Secretary
of State for Economic Affairs. Today in addition to his post at
Amherst he is the director of the Merrill Center for Economics. Dr.
Thorp is going to speak to us on International Aspects of Economic
Development.

STATEMENT OF WILLARD L. THORP, DEPARTMENT OF ECONOMICS,
AMHERST COLLEGE

Dr. TI-iORP. Mr. Chairman and members of the committee, this title
permits me to talk about almost anything, and in view of Senator
Flanders' interest, I think I will focus mostly on the relevant trade
problems, if I may.

It is a bit unrealistic to talk about countries nowadays as though
they were completely separate units. Certainly every country must
give primary consideration to its economic life and program within its
own boundaries. However, it is very clear that most countries in the
world are unable to go very far alone.

Perhaps the United States and the Soviet Union are the two areas
which come nearest to being self-sufficient. Other countries, because
they lack certain necessary resources, or are so small that they cannot
produce things which must be made on a large scale, or haven't yet
developed the capacity td produce certain goods which at least theo-
retically they should be able to produce, find themselves dependent to
a considerable degree on imports.

It is natural for us in the United States to emphasize the export
side of things, but for most countries in the world the key foreign
trade interest is imports. They need to have goods from abroad,
either to maintain their workshop or to help in their economic
development.

There are a number of different ways in which this trading process
in the world can be organized. I suppose that if there has been any
central core in American policy in recent years, it has been to encour-
age steps toward the development of world markets in which there
are limited barriers, goods are available, and currencies are conver-
tible. In such a world, goods would tend to be produced in the most
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efficient place and sold where purchasers are prepared to offer the
most purchasing power.

Obviously this program has had only partial success. We have
come fairly close to de facto convertibility of currencies at times, if
not de jure. We still have a great many barriers to trade, and yet
I think if one looks at the world one would have to recognize that
today goods tended to flow in considerable measure according to these
broader economic criteria.

Having said this, I must immediately note that, within the total
world picture, there are very decided limitations on world markets.

First are the number of situations in which trade is permitted only
according to bilateral arrangements. This, for example, is the Soviet
pattern.

I remember once arguing with the Russian delegate in the Economic
and Social Council at the U. N. He said this was the fairest way
because the two countries were each dealing with each other, and
therefore it was equality. This never seemed quite clear to me, since
countries are of different sizes and different degrees of pressure. But
their policy has been, by and large, to arrange trade on a strictly
bilateral, virtually a bartering, basis.

But in between the concept of world markets and the narrow bi-
lateral procedure, there have developed certain regional arrangements.
I think it is important that these be given special consideration in the
record today.

The most effective regional arrangment, from the point of view of
an autarky, is that of the Communist countries. The countries which
are now in the Communist bloc used to do something like 25 percent
of their trade with each other, and they now do 80 percent of their
trade within the bloc.

This has been a matter of deliberate policy. In part it was because
of their preoccupation with security and the consequent feeling that
they must be self-sufficient and not in any way dependent upon any
other areas. It was in part because planners don't like to have a
situation in which there is an open end depending upon someone
outside their orbit. If yhou call make a plan with other planners, this
would appear to be a better way of dealing with the situation. It
was clearly the Russia belief that the political integration sought in
this region would be strengthened by economic integration.

It is signiflcant that several months ago there was a newspaper story
that the Soviet Union had offered to buy all of the Polish coal for the
next year. It is true that the Soviet Union is having some difficulties
in meeting its own coal requirements from all I can gather, but I
suspect that the small amount, the small tonnage, which this trans-
action would have involved was mostly for the purpose of reducing
the amount of freedom which Poland had in its economic relations
with other countries.

This autarkic bloc has been able to function with a limited amount
of import from outside. It has had to bring in rubber and wool and
tin, just as we have to in the United States. This is one extreme, in
a sense, of how trading can be organized.

There are some signs that the bloc is now uslng the trade process.
to establish greater relationships outside of the Conununist grouping.
In the last 3 years there have been a good many negotiations with
other countries supported in some cases by extensions of credit. In a
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few cases, such as Afghanistan and BuLrmna. has become important
enough to be dangerous from the point of view of leverage on these
countries. In most other situations, including the Indian one, it is
very small in terms of India's total foreign trade. Furthermore, one
must remember that credits cannot be set against any single year,
but are likely to be spread over several years in their actual impact
on trade.

But this new trace offensive does mean that technicians and ma-
chinery of the Soviet type will have access to other countries. These
programs may have great political impact in that those people in the
country ewho have some tendency toward urging closer relationships
with the Communist group will have something to point to as distinct
from the aid that has been received from the Western countires. It
is an interesting conclusion that autarky may strengthen internal
solidiarity, but it also reduce the use of economic foreign policy to
strengthen foreign relationships.

There is a second political and economic grouping within the world
wvhich has lasted for a long time. That is the sterling area. This
is quite a different sort of thing. So for as trade is concerned, it was
integrated somewhat, at least the British Empire part of it, by tariff
preferences which were set up about 30 years ago. In recent years
it has been tied together mostly by the fact that because there was a
central holding of reserves, there was really a. convertibility among
the members of the sterling area, making possible a sort of a clearing
arrangement through London.

The sterling area operation involves nYo planning, except in terms
of total levels of trade up and down such as may be required to pro-
tect the reserves of the total area. As such, it provides inducements
for its members to trade with each other, but sets up no absolute
barriers.

More recently, we have seen a significant regional development in
Western Europe. This was encouraged by the United States Govern-
ment. In the early days of the Marshall plan, there was a procedure
called conditional aid, which meant we gave assistance to country A
if it would spend it in country B; and then country B, receiving those
dollars, in! turn would get aid from the United States.

This then moved on into the Europea-n Payments Union with
American dollar backing, and a procedure for general clearing and
credits among the W11'estern European countries developed. They re-
duced quotas more or less inl parallel, and their trade with each other
expanded as compared with their trade outside. This procedure
would largely lose its value if convertibility became more general.

Recently there has been the suggestion, which seems to be meeting
a good deal of support in Europe, of the establishment of what is
called a common market. This is not a customs union. This doesn't
mean that there would be the same tariff rates around all the countries.
But as to their trade with each other, there would be no quotas and
there would be no tariff barriers.

The common market is to be achieved over 10 years. If the British
have their way, and I suspect they will because this is not out of line
with the thinking of many other countries, agricultural products,
food and feedstuffs, tobacco and liquid products that are potable,
would still be permitted to have tariff protection.
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It is worth noting that, while the elimination of quotas is not very
important because the remaining quotas are mostly on the agricultural
items, the elimination of tariffs would permit a producer in any one
of these countries to think of the total area as his market.

It is also worth noting that if this common market develops, it will
not affect the agricultural picture. It of course will not add to the
supply of raw materials which the area needs to get from outside.
Its impact would be largely on the manufacturing and industrial
efficiency of the area, providing both the benefits of scale and the
stimulus of an increased amount of competition.

This is important. It would mean that the development of pro-
ductivity in the area would be continued, and it should mean a more
efficient use of such resources as they have. However, it is important
to realize that, unless they increase their tariffs against outside coun-
tries, this does not create any strong tendency to autarky. This
leaves them still with substantial dependence on the rest of the world
for a great many items.

When we talk about developing some sort of a trading region for
Asia and the Far East, we have to remember that this is an area in
which there is only one really industrial country, namely, Japan, and
a lot of other quite underdeveloped countries.

I think it is true, as Professor Cohen said, that Japan has a great
awareness of the possibility of expanding its trade with Asia and the
Far East. This is natural. An Asian Empire, the so-called co-
prosperity sphere, was the dream of the Japanese Empire. It was
the way in which they hoped to meet their great population pressure
and limited resources of raw materials.

Asia for the Asian economies is still a very live idea in the thinking
of Japanese planners and foreign-policy people. A year ago I was
in Japan, and I was amazed to find that most of the people interested
in this field, in the government and outside, were more interested
in talking ivith me about the prospects of trade with Asia than they
were about the situation in the United States.

This seemed to them still to be an area with which they had high
hopes, of developing trade and investment, and yet they couldn't
find much that they could do about it. They were hoping that the
United States might somehow wave a wand in create an Asian area
in which Japan would be the central industrial nation.

There are many difficulties in their -way and Dr. Cohen has already
outlined them to you: The reparations difficulties; the dim prospect
for any substantial trade with China: the harrier to trade with Korea
at the present time. Korea used to be an important market, perhaps
15 percent of their trade. At the present time Japanese-Korean trade
is quite inactive due, so the Japanese say, to Korean policy.

Japan is developing a number of projects with the rest of Asia,
and thev may be indicative of more to come. These range all the way
from a 7-man Japanese team which went to Cambodia to advise them
on how to set up a tourist industry, in which the Japanese are rather
skilled, to planning a powerplant for Southern Vietnam, and to
having an arrangement with India in which they exchange iron ore
for locomotives.

However, there is no real regional development. To be sure, there is
the Colombo plan, but this isn't a plan in the sense that the Euro-
pean Payments Union represented an interlocking program. It is
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a central place where representatives of various countries get to-
gether and discuss their mutual problems. It does some distributing
of technical assistance. It has some limited funds. But as yet, one
sees very little impact of this on expanding introregional trade in the
Asian area. However, given the differing nature of the various econ-
omies, it seems inevitable that more exchange will take place among
them.

In thinking about economic development, we have tended to think
largely in terms of capital and technical assistance and not enough
about the much greater magnitudes involved in trade. As to what
actually can be done through trade, I think it is important to have in
mind that the underdeveloped countries are largely suppliers of new
materials, and the people who have studied world-trade tendencies
are inclined to conclude that the nonindustrial countries are losing
ground. The countries which supply raw materials, at least in recent
years, have not been holding their own in total world trade as against
the development of exchanges among industrial countries.

This is partly because the industrial areas themselves are becom-
ing suppliers of raw materials and fuels. I don't think ewe think of
ourselves as a raw material supplying country, but -we are. The
amount of petroleum, coal, cotton, and wheat which we send abroad
is a major part of the world supply. The United States, while it may
think of itself as an industrial country, is to a very large degree a
raw material supplying country.

Then as far as Asia is concerned, the development of substitutes
has had a drastic effect on its trade prospects. Silk is no longer very
important. We have a very good substitute for rubber. Even tin
is giving way in many uses to aluminum.

And there is one other thing that is interesting to have in mind if
one is looking for general trends, and that is the decline in textiles,
percentagew ise, as far as the world is concerned. Textiles have a
high percentage of raw materials in them, and more and more tex-
tiles are now being produced within the country where they are
consumed.

Actually, the world trade pattern as it now stands has only about
10 percent of trade from nonindustrial countries to other nonindus-
trial countries. After all, they don't have very much to sell to each
other except to equalize out the supplies of food.

The industrial countries, on the other hand, carry on four times
as much trade with each other.

The question, then, of what could be done through trade seems to
me to get back to a problem of the extent to which the need for imports
which these countries have can be satisfied; it is doubtful, in my
mind, whether or not one can anticipate their ability to pay in terms
of exports which they can produce.

We can see the conflict very easily in the United States.
Don Humphrey has estimated that 70 percent of America's im-

ports are things which we have to import. These are tropical, agri-
cultural products, and raw and semiprocessed materials. We allow
these things to come in usually without any interferences, without
tariffs on them. Only 30 percent of our imports represent things
which in any sense can be thought of as competitive.

Presumably, we are already getting what we need in the raw ma-
terials field, and yet there is a substantial demand for American
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goods. They are needed by the underdeveloped countries for their
economic development. In the case of Japan, we are important as a
supplier to them of food and raw materials.

It should be possible over time for the world's trade pattern to
be altered so that other industrial countries will supply more of the
needed industrial products and other countries will supply more of
the raw materials now coming from the United States. So far as
the United States is concerned, this would mean that we would come
into balance by reduced exports of items like rice, wheat, and cotton
and even of capital goods. The alternative route is for us to continue
to supply export items on the basis of admitting competitive imports
or of extending credits or grants. May I suggest that none of these
routes represents a complete solution, nor are they incompatible. For
the immediate future, our policy should involve both trade and aid.

Representative BoL.LING. Dr. Thorp, I think I will have to interrupt
you at that point. Senator Cooper has to leave in a few minutes, and
I know Senator Flanders has some questions lie would like to ask him.

Senator, I know you have a very few minutes left, but if you will
rejoin the panel, I will entertain the questions that Senator Flanders
has particularly to direct to you.

Excuse me.
Dr. THORP. It is all right. I am about done, anyway.
Senator FLANDERS. Senator Cooper, you do not mind my calling

you by that title?
Senator COOPER. No; I am perfectly willing.
Senator FLANDERS. It is a prospective title about which I think

there is now no question.
As you know, I have been very much interested in the first and

second 5-year plans in India. I do not remember whether I have
sent you copies of any of my correspondence with our friend, Dr.
Katsu. Have I done so?

Senator COOPER. Not recently.
Senator FLANDERS. I felt that the first 5-year plan was well directed

and well carried out. I began to be a little dubious about the second
5-year plan, and still more so about suggestions as to the third 5-year
plan that I got from the economic sources here in the Indian Embassy.
Of course, those are not set yet, but the main point seemed to me to be
that any 5-year plan India or any other country, any forward plans
of any sort of our own and current policy should be directed toward
the well-being of the citizen except as military requirements intervene.
There are only those two proper objectives of governmental policy:
the well-being of the citizen and the military defense requirements,
whatever they may be.

WVell, I was just a bit worried about the second 5-year plan, as to
whether it had been traced down through to the food, clothing, shelter,
and education of the individual Indian. I am not sure, I was not sure
that the connection had been made, and that is the objective, because
India is not arming.

Have you had any discussions or any light on that question?
Senator COOPER. Yes; I have. And I have also studied, of course,

the percentages of the proposed development as applied to various
objects. Also, I have studied the announced objectives of India's
so-called socialistic pattern of society, which they distinguish from
socialism.
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As I indicated in my statement, the amount of money wrhich is being
applied to heavy industry in the second 5-year plan is the largest per-
centage of the total amount to be expended.

During the first 5-year plan, the percentage of the total outlay for
agriculture and community development was 13.7 percent.

During the second 5-year plan, it is estimated at 11.8 percent.
Of course, there is a larger expenditure, and the total expenditure is

greater.
For irrigation and power, the first 5-year plan provided 31.5 per-

cenit: the second 5-year plan, 19 percent.
For tranLsportationi-commliuntications, the first 5-year plan was 26.1

and the second 5-year plan, 28.9 percent.
That does bear upon the problem of being able to balance their econ-

omy because of the necessity for transportation of goods and food
to various parts of the Republic.

Social services, in the first 5-year plan, took 21.9 percent. In the
second 5-year plan, 19.7 percent.

This is the point to which you may be referring. Industries and
milning, in the first 5-year plan, came to 3.8 percent, and in the second
.5-year plan it rose to 18.5 percent. But it is only 18.5 percent of the
total, and not all of that is in large industry. A very great part of it is
in small industry.

Those are just figures. But then I said something about the ob-
jectives of the plan, the major objective of which is to raise the
gross national product, to supply the people, to increase the average
earnings of the individual from about $55 a year to $66 a year, to
increase the consumption of the individual by 12 to 20 percent, from
about 1,900 calories, currently.

So I think if you would ask the Indian Government or those who
are working on this plan, they would emphasize that its purpose is
still moving it toward an increase in living standards.

Now, maybe they have reached a place -where it is necessary to
build a certain amount of heavy industry, to expand steel production,
for example, from about 1,200,000 tons to 41/2 million tons; to expand
cement production to build a tile industry which can supply other
industry, if they are to make any progress at all, if they are to go
forward at all.

I think another point which has to be kept in mind is that one
purpose of this second 5-year plan is to actually give employment
to the new labor force which they estimate at about 8 million people.
They would claim themselves-as they have stated-that the basic
criterion for determining the lines of advance is social gain.

The real problem about the plan, as I see it, is whether or not it
may be too ambitious, and whether or not they will be able to carry
it out in 5 years.

If they cannot secure the foreign exchange, then whatever they do
internally they cannot supply the tools and the capital goods which
will make their internal expenditures effective. That would mean
either that the plan would be extended for another year or several
years, or in fact it might mean the actual stopping of some projects
that have already gotten under way.

Senator FLANDERS. I might say one of the things that bothered
me was the emphasis on millions of tons of steel, and I was afraid
that they had been contaminated by the statistical achievements of
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Chinese and Russian communism, which measures their industrial
advance in tons of steel instead of in the well-being of the people.

Senator COOPER. I think the committee will have to compare the
objectives and the percentages of development in, for example, China,
with what is being done in India. I can only say, again, that they
are not using forced saving, they are not keeping down the consump-
tion of the people. They a-re trying to increase the consumption of
the people.

They are trying to provide additional cloth for the people for
clothes. The two main needs are food and cloth.

They are not using the methods that were used in China and in
Russia. The real problem, I think, is whether or not they will have
the ability to carry out this plan.

As to their objectives, I don't think that they are what you suspect.
I don't say "what you suspect"; what you intimated by your ques-
tioning.

Senator FLANDERS. I am only questioning whether they have car-
ried through tons of steel to the individual well-being of the individual
citizen. The pertinence of this to our study, as I see it, Mr. Chairman,
is that the Indians are going to feel that we need to help them finance
this second 5-year plan. That is why it comes within the purview of
the work of oiur committee.

Senator COOPER. I did not talk about that at all, because I did not
think that was the problem you wanted.

Senator FLANDERS. You do not need to.
Senator COOPER. I was talking about the problem of the plan itself.
Representative BOLLING. We understand you must leave, and I do

not want to delay you.
Thank you very much.
Senator COOPER. I will leave it now to the real economists.
Representative BOLLING. Dr. Thorp, I apologize for the interrup-

tion, but the exigencies of the situation required it.
Dr. THORP. I think I would rather not pick up the discussion at

this point, because I am sure if there are further points that I want
to make, I will have a chance to do so.

Representative BOLLING. You will have one right now, because I
will ask the panel if any of the things that other members of the
panel have said cause them to desire to make any further comments at
this point.

If not, Senator Flanders, will you ask any questions you desire?
Senator FLANDERS. I noted that Dr. Eckstein, on page 5, in con-

nection with his analysis of Communist China, the first paragraph
beginning on that page, does raise the question of consumption as be-
ing a criterion. That, plus military and war-waging potential, are the
two economic end products of a country's activity. I am interested to
see that so far as Communist China is concerned, that analysis of the
consumption, which seems to bring evidence that the military and
war-waging potential plays, as it does in the Soviet Government, a
large part of the purpose of the economy.

Now, on page 9-I did not ask a question, did I? I made a statement.
That is what Senators, as distinguished from Representatives, are
inclined to do.

Representative BOLLING. This is a distinction that does not always
hold up.
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Senator FLANDERS. On page. 9, a little way down in the paragraph
which begins on that page:

However, on the basis of all the available evidence, the preponderant bulk
of these imports seems to be paid for with Chinese exports.

I am wondering what large-scale exports can be made from China
that are not taken out of the skins of the Chinese people.

Dr. EcsrTEiN-. Senator, I think the points you pointed up are among
the most essential which need to be made. There is no question that
the whole policy and the whole progran, the whole goal of the Chinese
Communists' 5-year plan is very different from that of India, and it
is, of course, very true that one of the keys in this program is to
extract, to obtain as high a rate of extraction from agriculture in the
form of taxation, in the form of manipulating the price relations or
the parity position, if you like, of agriculture, in such a way that it is
unfavorable to agriculture.

Through these various devices, the rate of extraction from agricul-
ture is, of course, very high, and some of this or a certain proportion
of this goes into exports. The bulk of Chinese exports are agricultural
exports.

How-ever, much of these are exports that always used to be Chinese
exports products, such as soybeans, for instance. Then, too, varying
other types of comparatively minor products, such as tea. for instance,
play a certain importance in the trade with the Soviet Union.

Relatively small proportion of the large staples, such as rice or
wheat, which are the major food staples of the peasantry, go into
exports.

But it is doubtless true, at least as far as we know, that the bulk
of the saving, the bulk of the capital mobilized in the Chinese economy,
is mobilized out of agricu]ture, and that some of this takes the form
of exports in order to import capital goods.

So, in effect, you have a mechanism through which savings out of
agriculture, forced savings, are transformed into capital development
through the mechanism of exports of agricultural goods for imports
of capital.

Senator FLANDERS. Would you consider that China is now a, self-
sufficient area in food supply ?

Dr. EcKsTLIN. While hina. used to import a certain amount of
foodstuffs even before the war, the bulk of her exports were also farm
products. The imports wvere mostly to a few port cities, particularly
Shanghai, and were to a, large extent a function of very poor internal
communications: for instance, it was cheaper to import wheat to
Shanghai from the United States than it was to import wheat from
the countryside of China itself.

This sitnration has radically altered now with the administrative
and political unification of the country, with absence of civil war and
with the transportation system more or less rehabilitated.

So that one could say that China has always been more or less self-
sufficient in food. The margin of exports and imports was always
very small in relation to total production, and for the food staples
this is still the case even today.

Senator FLANDERS. As I get it, then. you feel that with good
transportation, China can be self-sufficient in foods and still have a
surplus of various agricultural commodities to export?
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Dr. ECKiSTEIN. Certain things, such as soybeans, tea, a series of
so-called native products, certain livestock products.

This isn't a function of the fact that the Chinese peasant is so
well off. It is a function of the fact that the Chinese have to export
in order to be able to import.

Senator FLANDERS. I was just asking whether it came out of the
skins of the Chinese citizens.

Dr. ECKSTEIN. Yes, I think to some extent, or to a large extent,
that is true. But even in the absence of a Chiniese Communist regime,
some of this trade would take place, altboughl perlnLl)s not at the
same level.

Senator FLANDERS. Yes.
That covers the points that I wished to ask Dr. Eckstein.
I was particularly interested in the available exports from China,

from the standpoint of what would happen if freedom of trade would
develop between Japan and China, for instance. If she Dwas willing
to let coal and iron ore go in Manchuria, of course, and accept manu-
factured goods, there would be a lively trade between Manchuria and
Japan. Manchuria, was a food surplus area before the war.

Dr. ECKSTEIN. AIuch of these exports, even now, come from Man-
churia. Soybeans, for instance, are mostly from Mfanchuria.

Senator FLANDERS. Now, I would like to ask a question or two of
Dr. Cohen.

First let me say that-I might as well say it now-in connection
with your use of the word "autarky," I want everyone who has a copy
of my memorandum of November 14 to replace "cel" with "k" whetever
you find it. There is a vast difference in the definitions of those
words. Someone in mv office thought '"k" was a mistake, but it
wasift, when I handed cloown the manuscript.

Dr. THORP. I have had the same struggle with a secretary for some
time.

Senator FLANDERS. Turning to page 30-I have to turn quite a, ways
to get to page 30. but I finally arrived at that.

A larger number of pages as full of mneat as your 37 pages are, is
seldom offered to the committee.

Dr. Coin,-N-. Thank you, sir.
Senator FLANDERS. Thirty-sevell pages are a good record.
Under page 30, the bottom paragraph, I wonder why there should

not be a lively export between Japan and Indonesia. Why should
there not be a lively export of petroleum products and rubber?
They have fallen to about one-half.

Dr. Co1-lEN-. I would say that basically a broad, overall reason is
that the income level of the average Indonesian is so low. let's say
about $40 to $45 per year per capita, that there is just no mass civilian
purchasing power to take the products that Japan sells, other than
textiles.

The individual peasants can't even buy a cheap radio. Perhaps the
village can, but the individual can't.

Senator FLANDERS. So it is due to the lack of purchasing power in
Indonesia, rather than the needs of Japan; is that what you are
saying?

Dr. COiitN-. Yes, in part.
Senator FLA.kNDERS. You say:
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Inldoneesia's inability to pay, either in goods or foreign exchange, caused Japan
to reduce the exports.

That brings me down to No. 9 in my memiorandumi, which relates
to the Greater East Asia Co-Prosperity Sphere, which was, it seemed
to me, an economically sound idea. The accomplishing of it by mili-
tary means was a disaster. Aind I have to bring Dr. Thorp into this
discussion. He seemed to think that there was nothing much we could
do about that.

1 wonder if that is true. Something, I think, has to be done, because
we are not going to allow continuously certain important industries in
this country to be underniined by Japanese imports. We are just
not going to allow it to be done. So we have to find some substitute
and put in some thought and some work, and perhaps some financing
into it.

It seems to me. as I said here, that if you could take the whole area
of eastern and southern Asia from Pakistan to Japan, you could build
up all integrated economy that would solve a number of problems.

I might just mention one of them, and that is that the Japanese are
unacceptable as merchants, practically anywhere in the world. On
the other hand. the Indians are fairly acceptable. They are not quite
as adept as the Chinese; yet the Indian merchants throughout the
whole Asian, the Pacific area and the Asian area, do fairly well.

When I suggested here that the free nations in this area largely
supplement and complement each other economically, and can move
forward in cooperation rather than in competition, it seems to me that
one of the resources that India has to bring to that is a commercial
ability and a commercial acceptability which might help to move
products more freely between the countries involved.

Thero must be some way-found to make Japan economically viable,
and to increase India's range of exports and imports, without doing
it at the expense of American industry.

Tlhat is at least my conviction, and I am wondering whether we are
helpless in the matter and whether the whole thing must be left to
decay on the vine.

I ask the same question of you two men.
Dr. THORP. I will take it first, and then Dr. Cohen will probably

give you a fuller answer.
'What I intended to say was that I'was bothered by the degree to

which the Japanese were, in a sense, hoping that-we would be able
to resolve this problem for them. I didn't mean to say that there
weren't thilrs which we could do, nor to say that this isn't a regional
trade develop)ment which has real possibilities.

I did mean to suggest that it wvould take some time to bring it about.
I think we have alreadv taken some steps. For example, wve have

triel to get trade barriers dowiY in all countries against Japanese
goods by supporting the entrance of Japan into GATT. I was our
representative in GATT when this proposal first came up, and it took
several years of continual argument on our part before any consider-
able number of the nations were willing to accept their admittance.

But this was to open up all markets to the .Tapanese. It didn't focus
exclusively on the coprosperity sphere, although many of those coun-
tries were included, and India was one of the countries that went along
with respect to the program.
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There have been a number of suggestions for stimulating Asian
trade which haven't developed, but which I think are possible, in
terms of some sort of triangular arrangement whereby, let us say,
the United States might finance a development of iron mines in some
Asian country, with the expectation that this would provide iron ore
that would eventually go to Japan.

There is also the possibility that we might make funds available to
Japan for her to extend credit in terms of developing industries in the
Asian area.

I think if we are prepared to use credit facilities, and not tie them
exclusively to American goods, such a triangular arrangement is a
possibility. One of our difficulties is that the Export-Import Bank
must extend credit when it will directly facilitate American trade.

Senator FLANDERS. If you will excuse me a minute, there is a ques-
tion I wanted to ask Senator Cooper, and you may be able to answer it.

What happened to the financing of Tata, which fell between two
schools when I was in India, the one being the Export-Import Bank,
to use American equipment which would cost a lot more, and the other
was the unwillingness of the Tata Iron Works to work through the
World Bank.

What was the situation there?
Dr. THORP. I believe the World Bank has finally worked out an

arrangement with them to provide this development. But I think it
is also true that the long delay there was in getting assistance from
either private or public sources in this country, had something to do
with the Indians searching in other directions.

We came along rather late in the procession rather than early in it.
It might have been a rather different picture if we had been in it at
an earlier point.

Senator FLANDERS. I am afraid I interrupted. You were talking
about a triangular arrangement.

Dr. TouRp. Yes.
If it were a development of iron mines in an area, if our credit for

that could be related to the purchase of the necessary equipment from
Japan, then this would start a relationship within the area which
might be useful. But at the present time we would require that
American equipment be sent, and therefore Japan would only hope to
get byproduct benefits from it when the final product was available.

I think there are things of that sort that could be done that would
help in the development of the area, and Japan is a natural market for
raw materials that are produced there.

I should also hope that we will continue to give support to the
Colombo plan.

Senator FLANDERS. WX~hat do you think the chances are of getting
the Congress to agree to this kind of a solution of the Japanese
problem which does not seem immediately to advantage the United
States, but is it a long-range advantage?

Dr. THORP. You can set this problem up in terms of advantage to
the United States. In other words, somehow we must make Japan
viable without being dependent Upon us. I should think some Mem-
bers of the Congress might be rather sympathetic to that objective.

Senator FLANDERS. That is the argument.
Dr. THORP. Yes.
Senator FLANDERS. That is the argument to use.
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Will someone-Dr. Cohen, will you tell me what a hectare is? I do
not have my conversion table handy.

Dr. CoaEN. 2.45 acres.
Dr. ECKSTEIN. Almost 21/, acres.
Senator FLANDERS. Almost 21/2 acres to a hectare. All right, thank

you.
I still do not see, Dr. Cohen, why the trade between Japan and

Indonesia should not be lively, since Japan needs rubber and oil.
Does that mean that the sums which Japan or any other country
pays for rubber and oil do not stay in Indonesia?

Dr. COREN. I am not an expect on the Indonesian economy. Most
of the Indonesian oil which is extracted by foreign companies goes
to Western Europe, it doesn't go to Japan. The oil which goes to
Japan is largely dollar oil which American companies send to Japan.

You will have to look very thoroughly into the question of interna-
tional cartels and arrangements in the oil industry to explain why
Indonesian oil should go mainly to Western Europe and Arabian oil
should come to Japan, but that is the way it is; I believe that is the
way it works.

Senator FLANDERS. That is an interesting sidelight.
I just want to say that I had an article in the Atlantic Monthly

in September of 1931, 25 years ago. and I didn't use that -word "au-
tarky." I used "natural economic empires." I think perhaps that is
a better phrase, particularly in view of the misspelling.

And the suggestion is made that the Indonesians need capital goods
according to their plan of development, and Japan is able to supply
them. It seems too bad that they cannot find a natural exchange
between goods that are so much needed in both places.

Dr. COHEN. There is another factor that ought to be mentioned,
and Professor Thorp suggests it. There has been no reparations set-
tlement between Indonesia and Japan. Under these circumstances,
Japan is reluctant to grant credits. Indonesia needs long-term credits
to buy the goods which Japan can supply.

The Japanese are quite worried that any credits that are tied up
in Indonesia may be seized by the Indonesians as part and parcel of
a reparations settlement, so credit facilities between the two countries
are difficult.

Senator FLANDERS. That is a case in point.
Now, I would like to make one more short speech.
Representative BOLLING. Proceed, sir.
Senator FLANDERS. I would like to tell Dr. Thorp the reasons for

my doubt about going further with the established trade policy of
this and the previous administration without further illumination,
and I want to suggest that after I have made the statement of my
reasons, that if he would be willing to reply to them, preferably by
a brief manuscript, and have them incorporated in the record, it
might not do any good to anybody else, but it might do me some good.

Representative BOLLING. I am sure it might do us all some good
if Dr. Thorp would do this.

Senator FLANDERS. All right.
This memorandum results from a growing concern with our trade

policy, and has developed from what seemed to me to be three changes
in world trade which are not taken into account in the policies for
freer trade or virtually free trade.
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The first change is that for that policy, that theory, to be valid,
it has to assume a peaceful world, which no longer exists. That is
item No. 1.

Item No. 2 is that it is supposed that the dollar, for instance, with
which Eve buy foreign goods, has no value except as it is returned to
us in the purchase of American goods. I would like to inquire
whether that still holds good, in view of the fact that dollar balances
are so tremendously desirable that every effort is made to hold the
dollars and keep them from coming back to us. It seems to me that
represents a change in conditions.

And the third change is that American industry has now and is now
developing into the sort in which a comparatively free export of
American capital and a comparatively free export of American know-
how cani make use of low-income labor without special training. And,
as we know, there is a great movement of American industry into
other areas of the world, and it seems to me that poses a problem and
raises a question, which I think-yes, that is No. 3 here-as to just
what industries would survive under free conditions.

I suggest the products of our expensive agriculture would survive
if we were willing to put them into free competition, which at present
we are not.

And there are other questions raised, also, which I hope you will
touch on, and I raised them at a round table last year in an. introduc-
tory way.

Supposing a great part of our production here could be more effi-
ciently produced abroad? Is there any effective balance that comes
into operation in connection with inflation, deflation, and the rates
of convertibility? And, if so, vwhat effect does that correction in the
value of international funds and exchange have on our economy and
the prosperity of our people?

I think there is an area there -which would be useful to have incor-
porated in our report. So I nominate Willard Thorp or any of the
others who wish to dip into that. *WhTv not have this a free-for-all?
Anybody can get in. Not "or" but "and."

That is the end of what I had in mind, Mr. Chairman.
Representative I3O0LINEi. Thank you, Senator Flanders. I hope.

Dr. Thorp, you will be able to respond.
Dr. THORP. I have never been able to refuse any request from Sena-

tor Flanders. I will be glad to try it.
(The information referred to follows:)

MEnORLANDUM SUPPLIEDI BY WILLIARD L. ToR1 rTo TILE JOINT EcoNoMIc Co3I-
ITTEE IN 1RESPONSE 10 THREE QUESrIONS BY SENATOR FLANDERS

1. How should trade policy be altered in the light of the importance of security
objectives today?

Security considerations place emphasis on two aspects of trade policy. Tile
first relates to the mobilization base alnd the second to our relationship with
our allies.

There can be no argument as to the necessity of being prepared for war.
This includes not only an adequate defense establishment but an economy able
to meet the requirements of war. The first question obviously is that of the
kind of war envisaged. If it is an atomic wvar, then the only thing that counts
is imlllediate offensive and defensive capability. Only if it is to be the kind of
war of attrition with vhich we are unforturtately familiar lvill economic capacity
have any imilortailt significance. In that case, the most critical area would
scent to be that of foreign snpplies. For this punrlose, probably the most im-
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l
portanit requirement is an adequate stockpile program. To the extent that there

are essential and strategic domestic industries which are endangered by foreign

competition, and under any rigorous test this would be an extremely short list,

we should not rely on the inexact instruments of protection. These give no

assurance that we will have the kind, amount, and location of capacity which

is essential. Other means, such as Government contracts or Government rather

than consumer subsidies, can be used to achieve such a result with certainty,

alnd certainty is what one desires. Actually. most industries which are im-

porlant for security purposes are the very ones in which we excel.

But modern security involves the strength of the entire free world. Restrictive

trade policy will almost inevitably injure one or another of our allies and our

relationship with them. If security is to he achieved by a cooperative effort, the

saute atmosphere immist pervade trade relationships. Anid if we are concerned

about the economic strength of our allies, we must remember that they are much

more dependent upon foreign trade than we are, and that measures which inter-

fere with their ability to earn foreign exchantge can seriously impair their eco-

noiuc capabilities. We have recognized this in our assistance programs by

including certain economic requirements in our calculations of contributions to

and allocations for mutual security. The considerations which were so clear in

the Iceland fish fillet case are present in less sharp outline in all proposals for

trade restriction whenever the proposed barriers are to be raised against one

of our allies.
'The Communist bloc has a central planning agency which arranges trade pat-

terns among its members. The free world has no such centralized direction, and

the danger is that each member will view its prospective foreign economic policy

actions in domestic terms and not in terms of the total impact upon the free

world. Trade barriers tend to be established strictly for domestic considerations.

and these are often quite limited in scope. "he appropriate policy for maximnilni

security purposes would seem to be one which was based not upon national pro-

grains of protection but upon the most efficient use of resources through the ready

access to goods and to markets within the free world, and one which strengthens

the feeling of cooperation aid mutual interest internationally.

2. IR the theory that ItCreased imports cill 7ead to increased exports disprovecd

by the preent accionlhllatioii of (do7lar balances abroad7?

The balance of payments for any countiy involves its trade in commodities:

trade in current invisible items, such as travel. shipping, interest payments, and

the like: and capital transfers. Thus, if more funds become available to a

foreign country it may use them for any of these purposes.

During the prewar and war years the gold and dollar balances of the European

countries were greatly reduced and American reserves increased. IBecause of the

shortage of reserves, currencies have had to be specially protected. One of the

hopees for improvinu the functioning of the world economy is for currencies once

again to be convertible. The importance of convertibility is that it permits multi-

literaltradethirouighiakind ofoverall clcaluingofaccounts. Atfirst thepostwal

shortages were so extreme that all available funds had to be used at once for the

import of goods. Once this stringency was passed, the importance of building

up reserves was recognized, and efforts have been made in that direction. To

that extent. it is true that dollar earnings have not been completely reflected in

increased American exports. The additional dollars placed by the United States

in the International Mlonetary Fund are also a kind of reserve available to memn-

bers to meet temporary balance of payment difficulties.
In a sense, this situation is caused by the fact that existing reserves were

exhausted in purchasing American goods during the thirties and forties. It is

important that reserve positions be reestablished to permit convertibility again.

Although various countries are restricting the demand for American goods in

order to protect and build reserves, this is not a policy without end, nor one which

can be very large in relation to total trade. It would he economically unwise

for them to build up reserves, which are essentially nonproductive, beyond the

point wheme they are adequate.
In the world today, the great worry of most countries is their requirement for

payment to the dollar countries. Their supply of dollars is dependent upon

American prosperity, our military spending abroad, and economic-assistance pro-

grams. In fact, reserves today are thought of in foreign countries as being

accumulated for use in payment to the United States in case some one or more

of these or other sources of current funds should be reduced. The reserves thus
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might actually serve as something like a stabilization fund, in case the American
economy should repeat recessive patterns such as those of 1949 or 1954.
3. What would happen if a great part of our production could be more effi-

ciently produced abroad in terms of balancing forces and their impact on
our economy and the prosperity of our people?

One implication of the assumptions of the question has to do with the impact
of the rise in productivity on the other economies. Incomes are the reflection
of productivity and therefore one should expect a rapid rise in individual incomes
and national incomes. The greatest volume of foreign trade is carried on
between the countries where incomes are highest. While it might be expected
that this tremendous increase in markets might be captured in large part by these
new producers, the result might not be a loss but even an increase in American
exports.

A second impact on trade from these assumed conditions arises from the fact
that real costs of production are not only dependent upon technology, but will
vary according to the availability of the factors of production-resources, labor,
capital, etc. Since we do not have mobility of these factors, the efficiency of
various economies in producing particular products will depend upon the propor-
tions of the factors required in the products. Thus products requiring large
capital investment may be low cost in the United States while labor-intensive
products may be low cost in other countries, even assuming that the same tech-
nology is used in both places. When the difference in resources is taken into
account, it is clear that a basis for trade will exist, even with universal tech-
nological equality (though this itself is an extreme assumption).

If the question disregards these considerations and is taken simply to mean
that our exports would fall and our imports would rise under these new circum-
stances, the first result would be a tendency for gold or dollars to go abroad, or
for foreign accounts to build up in our banks. The converse would happen in
foreign countries. As a result, foreign price levels might rise compared with the
American price level, thus tending to discourage imports to the United States
and encourage our exports until a new balance is reached. Another equilibrating
force would be that increased incomes abroad would encourage foreign buying
while the reduction in our exports, by reducing incomes at home, would reduce
the demand for imports. Furthermore, the tightening of credit in this country
relative to other money markets, might induce a flow of capital to this country
and reduce the attractiveness of foreign investments or foreign bank deposits byAmericans. In other words, through various balancing factors such as those
indicated, there would be a tendency for exports and imports (in total balance
of payments terms) to come into a balanced relationship. This balance might
well be at a higher level of trade than at present. It probably would require
some structural changes and consequent expanded foreign markets for some
American industries and increased foreign competition in the case of others.

At least two additional elements in the problem need to be noted. First, the
impact of foreign trade on the American economy is so small that the adjusting
forces might work rather more at the other end than here. Forces of infla-
tion in the foreign country might actually be the controlling ones. Secondly,
with present-day political insistence on the maintenance of employment, no
one can forecast the degree to which the basic policy of domestic stabili-
zation will override the balancing of foreign payments by the monetary-income
forces.

As to the basic situation forecast, the immediate impact of increased efficiency
in other countries would not be so much an invasion of the American market
as a more vigorous competition in third markets, and an improvement in the
economic position of Western Europe and Japan.

However, at the same time, we should not assume that the United States will
be standing still. In fact. the new situation might have real value for us. Our
own productivity is not entirely the result of our own inventiveness and skill.
If we have a rapidly expanding world, with many people in many countries
active in improving processes, our own productivity is certain to benefit.

Representative BOLLING. As the Senator said, if the spirit moves
any of the others of you, we would be delighted to receive your
conmients.

I would like right now to have Dr. Thorp or some of the other
members of the panel comment on the 11th question of Senator
Flanders: 11rhy not adopt the slogan, "Aid. not trade"?
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Dr. TniORP. I think that question is basic, the answer starts with
the fact that we rrobably don't need as much in the way of imports
as other countries would like to have of American goods. Perhaps
one could even say, they need, if one recognizes economic development
as a part of the requirements of the world at the present time.

And, Given this situation, if we hope to make progress in the free
world, the problem is to support the flow of American goods. If one
is thinking in terms of the other countries arid the goods which they
require, the key is whether or not they receive those goods or not.
The question of trade or aid is then secondary.

I suppose most people who have argued for trade rather than aid
have had two reasons for it. One is a feeling that it is not a healthy
kind of relationship for one country to be the world's philanthropist,
and other countries to be receiving assistance. And therefore, we
want to get away, as far as we can, from the situation in which the
United States is continually giving and the other countries were in a
position of continually receiving.

The aid process includes psychological difficulties, and difficulties
in international relations.

Senator FIANIDE1S. 'that is a perfectly proper observation.
Dr. Ti-IoRP. I think the other reasoni is perhaps one that is more

related to the fundamental approach of an economist, namely, that
normal economic life involves being paid for what you provide, and
that we ought to be able to be ingenious enough to figure out ways
in which we can get something as a return for these things which
we are giving; some things we clearly need because we cannot produce
them. Other things we might benefit from by the principles of com-
parative advantage. It should be possible for us to get something in
return for these goods which we send abroad.

In other words, one is sort of a psychological argument, and the
other is the desire that there would be a payment, in the form of
expanded trade.

I think it is amazing that our trade has expanded in the last decade
to the degree to which it has with such a very small amount of diffi-
culty. This difficulty is certainly intense at particular spots, but I
suspect if one took the total billions of goods that have come in and
tried to figure out how much of that actually was threatening Ameri-
can industry or particular industries, we would find that it is a rather
limited total.

The questions are whether there is some way of modifying such
disturbances as are created; whether our economy isn't, by and large,
an economy that makes progress by being disturbed and by competi-
tion; whether we may not actually be carrying on inefficient opera-
tions, expensive operations, with protection as a form of subsidy.
Perhaps we ought to find other ways of doing it if we are going
to subsidize them, rather than put the burden on the consumer.

But I think these are the two general areas that I would suggest:
One, the psychological one; and the other, the feeling that as an
economy we should try to have resources coming in as an offset to
whatever resources go out.

Representative BOLLING. Dr. Eckstein?
Dr. ECESTEPIN. I Was just going to say something, but please

proceed.
Representative BOLLING. Proceed.

illl
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Dr. Ecis'r]i.,. I very much agree with what Dr. Thorp has just
said. I would like to uinderline 1 or 2 things which seem to me pcr-
ticularly important on the psychological and political side, that is,
in terms of aid and what effects aid may have had in the under-
developed countries.

And it seems to me it is important to make a distinction there be-
tween grants-in-aid and loans. I think, again, there is a very im-
portant psychological difference between the two. And if one
compares this with what the Soviets are currently doing in these
underdeveloped areas, it is particilarly important, as I am sure Dr.
Aubrey 'will agree.

You have a situation where our aid programis are particularlv
of a character swhere we send ICA or ECA missions to countries, the
countries have to present their programs to the missions, they have
to justify these programs.

There is a great deal of back-and-fortlh about what are economically
rational projects, and so on and so forth, which in some respects may
seem to be a very good procedure to make sure that these funds are
properly used, but politically and psychologically may be very dis-
advantageous because it creates tremendous frictions and frustrations.
While if you give a loan, which has to be justified in terms of strictly
rational economic criteria, it is a give-aiud-take proposition; you
don't have the same kind of factors involved, it seems to me, that you
have in the case of grants-in-aid, and this, of course, is even more
true if you have trade and as part and parcel of trade you render
some technical assistance.

So I would very strongly plead against future grants-in-aid funds
for underdeveloped areas.

Representative B3OimING. I would like to throw in this question.
1 do not understand how, under this concept of loan, such things as
roads, that are so necessary in the initial developmental stage in build-
ing up an industrial economy, could be taken care of. I do not think
there is an economic way to make a loan on a road.

There are many other things that fall in this category. You know
what I mean.

Dr. THORiP. I don't completely agree on that. I think what you.
do then is make a loan to the government. This is a loan against
the total economy which it uses for roads. On the theory which you
suggest, a State government shouldn't borrow for a road, it is not
productive, but it does against its general credit. Likewise, I would
think that a foreign government could borrowv on its general credit,
so to speak.

Representative BOI.ixNG. Let's take India, for example, trying very
hard to squeeze out the $10 billion of Governnment funds over its next
5-year plan. Do you think that y-ou could devise a loan which would
be economically sound? I would be very pleased if you could.

Dr. ToniRP. I think the problem that is created by loans is the
obvious one. You would have to set up a program of aid and future
trade.

This is where you would come out.
Senator FLANDERS. May I say that that slogan "Aid, not trade,"

was put in there to be provocative.
Representative BoLLING. It succeeded.
Dr. Aubrey, you wanted to make a comment?
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Dr. AuIBREY. I wanted to make a brief remark with regard to Sena-
tor Flanders' profound question, which is very provocative, indeed.
It is more an observation rather than attempting to answer it.

It is a queer situation, in a way, that the Russians have taken away
what for a time was a western slogan, "Trade, not aid." And they
are the ones that are now stressing their preference for trade because
it made for more equal relations.

As a mattel of fact, they almost present trade as if it were aid
when they buy stuff which certain producing countries cannot sell
otherwise.

One of the aspects of turning the thing around would be, then,
this: Would there be a possibility-I am not saying it would be desir-
able or a necessary outcome-of a division of labor in the international
scene in the way that the Russians would be doing more trade than aid,
the way they are attempting to do-it also happens to be cheaper-and
that we would be doing more aid than trade, and that the under-
developed countries would find something perhaps attractive in such
a division of labor?

I should not like to be misunderstood. I am simply asking a sub-
sidiary question to one that merits a great deal of attention. I am
not trying to point to this as the likely or the desirable outcome.

Represenative BOLLING.. Did you have a comment?
Dr. COHEN. Yes.
Representative BOLUXG. Proceed.
Dr. COIHEN. If I may.
It seems to me that wve are taking this 11th point too seriously, and

I don't think Senator Flanders meant. it to be taken too seriously.
At first, until he grinned, I was a bit sad to feel that he had suc-

cumbed to the Madison Avenue technique which the present adminis-
tration has used.

Representative BOLLING. Those of us who know Senator Flanders
know this was meant to be humorous.

Dr. Coi EN. The original slogan was "Trade, not aid." This was
one extreme, which the present administration did not live up to,
because they continued with aid for 4 years.

This slogan. "Aid, not trade," is the other extreme, which is equally
untenable and unfeasible. Obviously, a country as large and powver-
ful and as important in world trade as we are, must use both factors.
The question is: What mix? What combination is best? This is
the basic issue.

I don't think we ought really seriously to treat either extreme al-
ternative as a real possibility, because in fact when you get down to it,
neither of them are.

Representative 13BLLING. That is particularly true in view of the
point that ex-Senator Cooper made, that in certain cases neither is
at all effective. He made the point that if you made a grant or a loan,
and the capital goods or the raw material that was desired was not
obtainable under the terms, then this was a situation where the aid
or trade was totally ineffective.

That raises another question in my mind. I know in wartime, steps
are taken to see that resources go where they are considered to be most
urgently needed for the, national interest. And Senator Cooper's
followup remark, that this must be done in a voluntary and coopera-
tive way, certainly that must be tried first..
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But suppose this were to fail. Suppose we considered it a crucial
matter of national policy that in what appears to be some sort of an
economic and other competition between India and China, in Asia,
suppose we came to the conclusion that it was a crucial question, as I
think it is, that one rather than the other, or that at least both succeed;
would it not be a rational policy for us to go beyond the voluntary
and the cooperative if the voluntary and cooperative did not succeed
in getting for these underdeveloped nations the resources that they
must have?

Dr. THORP. I think it would be worth just remembering that the
war powers continued long enough so the early years of the Marshall
plan were made effective by United States Government control over
exports.

I can recall, for example, meeting with the people in the industry
producing electrical equipment and talking with them about how
much of this should go abroad. There was a tremendous need for it in
the United States, and as far as they were concerned, they preferred
the American market.

This was where their customers were closest, and it required Govern-
ment action to get the necessary exports.

As a matter of fact, this same thing happened with the textile in-
dustry in terms of textile exports in the immediate postwar period.
They were very uncertain about whether they were going to have any
considerable foreign markets, and it required action by the Govern-
ment to meet demands from abroad; so that this has happened in
peacetime, although with the benefit of carryover war authority.

I would think it would be particularly important to have in mind
if anything of the sort that is implied in some of Senator Flander's
questions should happen, that is, if we decided to plan imports, then
we would have to p)lan exports to keep our international account
straight, if for no other reason.

But this problem of the Indian steel is a tough one. There is no
doubt about it. They tried to buy it in the United States, and they
couldn't get on the order books. The order books were full. So now
the steel is being bought in the Soviet Union.

This is an authority which the Government doesn't have at the
present time, as I understand it. And it conceivably could be neces-
sary, although perhaps normally the United States has sufficient ca-
pacity so that it can meet demands without runing into difficulties.

Representative BOlLING. If we were to adopt the approach sug-
gested by Senator Flanders' questions, eve would in effect, because of
our power in the world, be creating a planned, highly organized, doing
much to create a planned, highly organized world economy.

How long would our ownl mixed, basic economy of the market
place inside the United States last under these conditions?

Dr. TiiORP. We are rather rugged individualists, in general, but
certainly this would require that the Government take responsibility
for bringing in and distributing and reselling these items, if one
were really to do it effectively. This would create much the same
kind of allocation of materials that we had to do during the war.

This would be limited to the raw materials which we import, and
wouldn't necessarily affect the whole economy, but it would mean a
slice of our economy which moved over into very clear-cut Govern-
ment planning, I would think.
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Representative BOLLING. The impact of those imports, unless I mis-
understand, is at least indirectly very widespread. And it seems to
me that if to make certain kinds of steel we had to import certain
kinds of this or that, that then the tendency would be for this to
roll up; that if you had an involvement in the original product, that
then you might have a concern about the end product, and so on.

This does not necessarily follow, but it is not at all inconceivable that
it would.

Dr. THORP. I would assume that in this kind of picture, the Govern-
ment would overbuy for a period of time and build up a stockpile in
this country. This would seem to me the business way to handle it.

Then again you run into all the worries on the part of businessmen
when they feel that the Government has a stockpile, and the release
of that stockpile might disturb the commodity prices.

Senator FLANDERS. Mr. Chairman, I am being led by this discussion
along paths which I do not choose to follow, nor am I sure that it is
necessary for me to follow them, but I doubt that we work that dis-
cussion out today.

Representative BOLINO. I am delighted to hear it.
Dr. Eckstein, I have one question.
Dr. EcKsTEIN . Yes, sir.
Representative BOLLING. You spoke of the relationship of the Chi-

nese economy to the Soviet economy. I am curious to know if there
are any or many signs of the Chinese Government using economic
policy as an instrument of foreign policy, aside from this major
relationship.

Dr. ECKSrEIN. Well, there are 2 or 3 instances of that. Two in-
stances are the case of North Korea and North Vietnam, which are,
of course, members of the bloc, but for which China carries the major
responsibility as compared to the Soviet Union. That is both politi-
cally and economically. This expresses itself in the form that it is the
Chinese that carry the major burden of aiding North Vietnam and
North Korea, rather than the Soviets, although the Soviets are also
making a contribution.

Another very important problem there is Japan, as Dr. Cohen
I am sure would testify. I think the Chinese would like to use foreign
trade and foreign economic policy as a weapon or as a tool in their
relations with Japan. That is, it seems to me that the drive for
greater Sino-Japanese trade not only has an economic tradition and
is not only economically based and motivated, but that it has certain
political motivations, both on the Chinese side and, to some extent,
also as far as certain political elements in Japan are concerned.

I wouldn't like to be misunderstood. I wouldn't suggest that an
increased level of trade between China and Japan would not have a
very definite economic rationale. I am saying that over and above the
economic rationale there are strong political undercurrents which are
present here that the Chinese wish to use and, to some extent, are
using as a political weapon in Japan.

Representative BOLLING. Are they in part stopped from using it
more by their own stage of development?

Dr. ECKSTEIN. It seems to me that sort of operates both ways, in
a sense. That is, if you consider coal and iron ore, for instance, which
are the commodities that Senator Flanders mentioned before, and that
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iused to be aonoiig the major export comlmodlities from China to Japan,
well, coal production in China seems to be expanding fairly rapidly.

If it continues to expand at this rate or at the projected rate,
then the Chinese should have enough left over, over and above their
own industrialization needs, to meet export commitments to Japan
at higher levels than in the recent past.

It seems to me this is much less true in the case of iron ore. How-
ever, this can, of course, be altered if. for instance, Japan and China
slould enter into an agreement whereby Japan would send mining
equipment and help to modernize manyl of the Chinese minin ingethl-
ods, which wouild increase the productivity of mining in China, in
return for, let us say, some increased exports of iron and coal from
China.

I dont know what Dr. Cohen's views on this are.
Dr. COhEN. They are on1 pages 32 to 37 of the paper, and I don't

want to delay the proceedings with them now, MAr. Chairman.
Dr. Tiioiip. I would like to emphasize one thing in this, though:

The political implication of not trading in this case.
In Japan, the state of mind is, as created by the Chinese, that there

would be a grreat volune of trade if it were free, and it is the United
States \which is standing in the way: and, therefore, the dilemma has
the usual two horns-the problems if there were trade, that Dr. Eck-
stein mentioned, but also the ploblem, as long as there isn't trade,
of that fact being used as the basis for an anti-American attitude.

Representative BOLLTNG. Thank you.
W~re thank you all for your time. It has been a great help.
With that, the subcommittee will adjourn until tomorrow at 10

o'clock in this same room, and the subject will be The Challenge of
*World Economic Conmpetition and Growth.

(W/hereupon, at 12 :50 p. mn., the subcommittee recessed, to reconvene
at 10 a. in., Thursday, December 13,1956.)
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THURSDAY, DECEMBER 13, 1956

CONGRESS OF THlE UNITED STATES,

SiuncoNrvi'rL'rE oN FOREIGN Eco\oNric POLICY OF THE
JOINT EcoN-O3hIc Co-nrI'IMrE,

Vaslhington, D. C.

The subcoimmittee met, pursuant to adjournment, at 10: 10 a. m.,
in room 1301, New -lHouse Office Building, Washington, D. C., Hon.
Richard Bolling presiding.

Present: Senator Ralph E. Flanders.
Also present: Charles S. Sheldon II, staff economist; Grover W.

Ensley, executive director; and James W. Knowles, staff economist.
Representative BOLLING. The subcommittee will be in order.

This is the third and final dav in the current series of hearings on
world economic growth and competition for the Subcommittee on
Foreign Economic Policy. Last Mlonday we reviewed economic
growth trends in the industrial nations. Wednesday our attention
focused on the underdeveloped areas, and particularly on those trade
problems of the Far East related to economic progress. The 10
witnesses who appeared have developed for us in orderly fashion key
points of the analysis and facts of economic growth.

Sufficient material has been presented already that combined with
today's presentations. some weeks of study and review of this infor-
ination will be required on the part of the subcommittee. I believe
I am correct in stating that the results of this effort probably will be
incorporated in the report of the full committee early next year when
the Presidents Economic Report undergoes its annual assessment.
Certain supplemental materials for the record have been requested
during the course of these hearings, and I will order that these and a
limited number of other pertinent materials be made a part of the
record.

On this third day of the hearings, we are fortunate in having another
high-caliber group of men to help us explore some of the implications
for the United States of the world economic growth we have under
study. We are concerned as to how both the relative growth of rival
economies, and their absolute levels of attainment will affect us and
the policies we should pursue in the broad realm of our economic
strategy both at home and abroad.

The IJnited States is interested in promoting peace with justice, and
economic progress with sustainable increases in well-being for indi-
vidual people both in our own country and abroad. But we are also
conscious of the presures of some international rivalries, and know
that the realities and dangers in some parts of the world will demand
special economic responses from uis that would not otherwise obtain.
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I3efore proceeding to the first witness, Senator Flanders, do you
have a comment you would like to make?

Senator FLANDERS. iMy comments are getting shorter and shorter
and shorter each morning. I may have occasion in questioning, Mr.
Chairman, to refer to certain questions that I have been posing which
do not always bear directly on the subjects of these panels, but I am
going to ask to have these questions put in front of each member of
the panel so that if I happen to raise any questions, they will have
them before them.

Representative BOLLING. I think that is being done, Senator.
Thank you, Senator.
Our first witness this morning is Prof. Henry L. Roberts, director

of the Russian Institute of Columbia University. Dr. Roberts has
earned advanced degrees on both sides of the Atlantic, and has served
our Government both in war and peace as a specialist oln European
and Communist affairs. After first heading the program on East
Central Europe at Columbia, he has now become head of the notable
Russian Institute. We look to him this morning to bring us per-
spectives on the Soviet use of economic growth for military and
political purposes.

Dr. Roberts, you may proceed as you wish.

STATEMENT OF HENRY L. ROBERTS, DIRECTOR, RUSSIAN
INSTITUTE, COLUMBIA UNIVERSITY

Dr. ROBERTS. Thank you.
After having accepted the invitation to participate in these hear-

ings, I must confess I developed serious doubts as to whether I had
much to contribute, more so after I saw the names of the very ex-
cellent and informed people who are contributing. I am neither an
economist nor a military expert; I am a historian trying to think in the
future, and in my few remarks this morning, I shall doubtless raise
more problems than answers, but that is perhaps a useful task espe-
cially as I am the first on the panel.

I assume that there is no need for me to dilate on the general
question of Soviet aims and purposes. I am willing to accept Stalin's
statement that the fundamental problem of Leninism is the problem
of power, to which I should add, power organized in the service of
an ideology, communism.

The Soviet Union is still, and explicitly Leninist. Hence, I would
simply propose as a starting point that the U. S. S. R. will attempt to
utilize and organize all available components of power-economic,
military, political, and psychological-in the pursuit of its purposes,
the preservation of the present Communist base, and the further
expansion abroad.

I would personally be reluctant to accept any other premise as a
working assumption.

Hence I take it that my task is to look at the problem of the particu-
lar ways in which the growth of the Soviet economy may be effectively
translated into power factors, whether military or political, that can
promote the general Communist objectives. I gather that you have
already discussed on Monday the general question of Soviet economic
growthi, in absolute and percentage terms, and in comparison with
the United States. Therefore, I shall only state my own understand-
ing of the situation without any attempt to elaborate.
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First, that Soviet economic growth has been rapid, more rapid than
that of the United States, that the rate may slacken in the future,
but could well remain above our own.

Second, that in absolute terms, American production remains much
greater, perhaps in the order of 3 to 1, and that this difference is such
that for the next several years. the absolute difference between Amner-
ican and Soviet production will increase rather than diminish despite
my expectation of an unfavorable rate differential.

In the long run, of course, if present projections of the rate of the
growth continued, this advantage would disappear.

In other words, as a first general statement, I should say that the
Soviet Union, in terms of its own past and present, should be in an
increasingly favorable position to take advantage of its economy
growth for military and political purposes. Though when this is said
in terms of comparison with the United States, the picture is at once
more complicated. I think that in this particular topic with which I
am dealing, comparison is of the essence.

This, of course, is too general, and we have to turn to the use to
which this growth may be put. One obvious use and one that has
raised much interest is the possibility of achieving political gains
abroad through increasing activity in foreign trade, technical assist-
ance, capital export, and the like, to Wiin friends or to ensnare them.
Inasmuch as, however, Mr. Heymann is slated to discuss trade and
technical assistance, I shall not pursue this topic myself.

A second and possibly related way is via what we call economic
warfare, that is, using the economic capabilities abroad for directly
disruptive purposes rather than for apparent construction: dumping,
dislocating markets, using gold stocks, and the like.

I am not persuaded that this is a particularly significant possibility,
at least under present circumstances. In the first place, it would run
counter to the effects hoped for in the first use, and I doubt if it would
be particularly effective. Perhaps I underestimate this possibility, but
it would seem to me to be of rather marginal importance at this time.

Rather than to develop these and possibly other themes of economic
activities abroad, to take advantage of economic growth for political
and military purposes, I should rather stress the more direct transla-
tion of this growing economic potential into military and political
capabilities. With respect to military power, I think the first thing
to say is that because of the tremendous impact of recent technology
on military affairs in the area of armaments, strategy, bases, and
logistics, it is next to impossible, certainly for a layman, to gain a
clear picture of the relation of economic to military strength.

I think that the most I can do is list some considerations. First,
under the conditions of thermonuclear conflict, economic potential
may not correspond, through its conversion, to military potential,
since, it might be totally destroyed.

Moreover, there is the question as to the requirements in economic
potential when both sides enjoy what has been called atomic plenty
and the means of delivery.

However, these considerations do not dispose of the competitive
economic and technological race before any such war, nor of a war
fought by other means, nor of a situation in which a war does not
occur, but weapons still serve an important political and strengthening
role as a deterrent, as a means of blackmail, as bluff.
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IHence, I would conclude that it is not correct to assume that thermo-
nuclear power makes economic growth irrelevant with respect to mili-
tary capabilities.

Second, while it is extremely difficult to anticipate the nature of war
in the future, if there is to be such, our very uncertainty suggests that
the growth of the economic base is of the greatest importance in pre-
paring a state for a variety of military needs and contingencies, and
in this respect the continual growth of the Soviet economy clearly, if
only in this general sense, contributes to its military potential.

Moreover, when we look at those sectors of Soviet economic growth
which appear most relevant to military potential, the more formida-
ble does the Soviet position appear. In comparing Soviet and Ameri-
can production, we find on the whole that the more immediate relevant
the economic measurement is to actual military capabilities the less
favorable is the ratio to the United States.

That is, as we proceed in our comparison from gross national prod-
uict to industry, to war supporting industries, to military end items,
the relative picture is increasingly favorable, I believe, to the Soviet
Union.

Fourth, given the relatively great capacity of the Soviet Union to
determine its sectors of most intensive growths, we should anticipate
an improvement in their situation, that is, greater flexibility in meet-
ing the manifold requirements of an uncertain and changing mili-
tary-technological situation.

Fifth, against this, however, is the growing cost of military equip-
inent and armaments as the art of war becomes increasingly technical
and technological. Here, given the fact that the creation of armed
strength is on a competitive basis, this rapid growth of costs of equip-
ment could work to the disadvantage of the Soviet Union because of its
smaller, absolute production and hence, limit its flexibility.

That is, a crash program, for example, to develop a certain weapon
or range of weapons could be a greater strain on the Soviet Union than
on the United States despite its greater relative leeway in allocating
effort and resources.

With respect to political power, this is, of course, a rather intangible
field. One can make a general statement that Soviet economic growth
obviously serves to back up and strengthen its various political instru-
ments in the areas of political warfare, propaganda programs, and the
like. In my judgment, however, the greatest value here is simply
the fact of economic growth, its political and psychological impact
upon the rest of the world, this image of a relatively poor country
pulling itself up by its bootstraps to being the second industrial power
an the world, bidding to overtake us.

This itself is an enormous political instrumentality in bolstering
communism claims, in making the Soviet Union appear to be, for all its
nasty features, an effective and vigorous going concern.

As one last point, I should like to raise a question I touched on pre-
viously, the meaning in power-political terms of a situation in which
the Soviet Union is growing more rapidly percentagewise than the
United States, but because of our headstart and greater absolute pro-
duction, our absolute advantage continues, for a time at least, to in-
crease and improve.
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That is, to put it arithmetically, while A divided by B is diminishing
A. minus B is increasing. The question arises, Who is gaining in this
situation?

You have doubtless found people taking both sides of this particular
question. In general, I would conclude that it depends on the question
whether there is a specific use to which this growth may be applied.

If it is just a matter of general relative situations, building up of
general potentiality, then it seems to me the Soviet Union clearly gains
through acquiring greater leeway, flexibility, and margin for its poli-
cies, whatever they may be.

If, however, it is a matter of a specific objective which is to be
reached, for example, as I have suggested, a crash program to develop
a new weapon or weapons systems, particular competition in a certain
field, say, of technical assistance, then it seems to me our growing abso-
lute advantage could well work to our benefit as against the Soviet
Union.

Representative BOLLING. Thank you very much, Dr. Roberts.
Our next witness this morning is Mir. Hans IIeymann, Jr., the rep-

resentative of the economics division of the Rand Corp., that unique
organization which combines manyc disciplines for assault on the
most knotty problems of concern to the defense of the United States.

Of necessity, however, Air. IIeymann today speaks only for him-
self. His own record of research and publication, including coauthor-
ship with Prof. Abram Bergson of a major study on Soviet national
income and product, makes him a good choice to analyze for us a vital
problem. his subject is, Soviet Economic Growth as a Base for Trade
and Technical Assistance.

AIr. Heymann, you may proceed as you wish.
AIr. HEYMANN. Thank you very much, Mir. Chairman.

STATEMENT OF HANS HEYMANN, JR., REPRESENTATIVE,
ECONOMICS DIVISION, THE RAND CORP.

AIM. IIEYMANN. I welcome the opportunity to testify before this
committee oin the relationship between the growth of the Soviet
economy and its participation in foreign trade and technical assist-
ance, because I believe that this is an important subject, and one
about which there appears to be currently some misapprehension.
Is there a necessary connection between the growth of the Soviet
economy, and the extent and nature of its involvement in foreign
trade?

In the course of the last 2 or 3 years. the Soviet bloc has appeared
uite dramatically as a supplier of capital goods and technical know-

how to the underdeveloped areas, in exchanglae for some agricultural
and raw material surpluses of those areas.

This development has given rise to some interesting speculation as
to the meaning of the newv policy for the future of Soviet foreign
trade. The Soviet economy, it is argued, is approaching maturity.
For more than 25 years the Soviet Union has consistently devoted its
best resources to the development of the capital-goods industries.
while neglecting its agricultural sector: as a result, the Soviet economy
has experienced a shift in its cost structure. so that now it enjoys a

o(Jnip. rative niy;ltlttgre ii the produition of capital goods and suffers
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a comparative disadvantage in agricultural and raw-material com-
modities.

Because of this, the argument continues, the Soviet Union now finids
it economic to export capital goods and to import raw materials and
food products; the new economic reality is causing the Soviet Union
to abandon its traditional insistence on autarlk, to depend more andmore on foreign sources of supply for a significant part of its agri-
cultural and raw-material needs, and to emerge rapidly as a major
supplier of capital goods in the world market.

o runs the argument. If true, it would be a momentous develop--
ment indeed, calling for a drastic reassessment of the Soviet Union
as a formidable economnic competitor with the West. But is it true?
Is there any indication that the Soviet economy is in fact dismantlingt
its autarkic barricades and embracing radically new attitudes and
patterns of trade?

I believe that even a cursory look at the size, direction, and composi-
tion of recent Soviet trade activities is sufficient to dispel this notion,
and to suggest that the Soviet trade and aid potential is, at least
quantitatively, still quite limited.

In looking at recent Soviet economic activities abroad, we tend per-
lhaps to be overly impressed with one aspect of these activities, name-
ly, its new venture into the realm of foreign aid, and we tend to loseour sense of perspective as to the dimensions of this venture and its
place in the overall volume of Soviet trade. The aid efforts of theCommunist bloc are certainly novel and spectacular, but the magni-
tudes involved are still relatively modest.

I have here attached to my statement a tabulation of all of the
agreements concluded to date, and I believe this tabulation is up to
date. I respectfully submit it for the record.

Representative BOLLING. Thereby accepted in the record.
(The document referred to was inserted as follows:)

Foreign aid and credit8 of the U. S. S. R. to underdeveloped countrie8'

Country and project Date of Amount Interest Duration Brlef description
agreement rate of credit of project

1. Afghanistan: Vil. dol. Percent Years
(a) Grain elevators, flour Jan. 27, 1954 3. 5 3 5 Credit to cover Sovietmilling and baking equipment and serv-plants. ices of technicians.(b) Oil storage tanks ----- July 1954 1.0 ------ 1----- )O.
(c) Asphalt plant and pav- Oct. 5.1954 2.1 - - - Do.Ing project.
(d) Economic develop- Jan. 28,1956 100.0 2 30 Credit to finance sev-ment loan. eral economic proj-

ects.(e) Arms credit - - - -- 8 Reported in PM
(Daud) address
made on Aug. 25,

2. India:19 .
(a) Steel mill project -- Feb. 2,19552 115.0 2.5 12 Credit to pay for

Soviet blueprint,
equipment, and
technicians used In
the construction of
the steel plant (1
million tons).(b) Industrial diamond June 19.1955 ---- Soviet machinery tomining project. be supplied on credit
to owners.(c) Plantforfilesandrasps Oct. 24.195 ---- Contract with private

firm for Soviet equip-
ment.(d) Commodity credit. -- Nov. 15,1956 126 2.5 12 To cover purchase of
Soviet heavy indus-
trial~machinery.
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Foreign aid and credits of the U. S. S. R. to underdeveloped countries '-Con.

Country and project Date of Amount Interest Duration Brief description
agreement rate of credit of project

Feh. 7,1

3. Finland:
(a) Gold (or free exchange)
(b) Gold (or free exchange

loans).
4. Yugoslavia:

(a) Industrial development
(fertilizer production).

Feb. 7,1954
Jan. 25,1955

Jan. 13.1956

(b) Raw materials credit -- Feb. 2,1956

(') Gold (or free exchange) - ---
loan. I

Mit. dot.

10
10

110

.54

30

(d) Atomicenergyreactor Jan. 28,1956
(e) Industrial develop- Aug. 3,1950 40

ment.
3

(f) Aluminum combine 5
(50,000 to 100,900
tons).

----- do -----

5. Burma:
(a) Technological Institutej Dec. 0,1955

(b) Hospital, theater,
sports stadium.

(c) Industrial develop-
ment.

6. Eg t
(a) Laboratory nuclear

physics.

7. Indonesia

175

Apr. 1, 1951

De. 01955 ----

Feb. 10, 1956-

Sept. 15,1956 100

Percent

2.5
2.5

2

2

2

2. 5

Years

10

10

10

10

(4)

12

Soviet equipment on
credit for 2 plants, I
power station.

Credit to cover Soviet
shipments of raw ma-
terials during 1950-58.

For use during 1956-58
to be repaid In 10
years, beginning Jan.
1, 1959.

For coal, shipbuilding,
oil and gas, reclama-
tion, agriculture.

Project to include alu-
minum plants, hy-
droelectric power sta-
tions, bauxite mines.

Soviet assistance in
construction to be
paid in rice.

Do.

Announced in general
terms: agreement still
to come.

Covers Soviet equip-
msent and exchange
of technical person-
nel.

To cover several un-
specified industrial
projects, Indonesia
given 8 years to
spend credit on
specific projects.

I From the files of U. S. Department of Commerce.
2 Indian Government accepted Soviet project study on Mar. 8, 1956.
3 Further utilization January 1956 industrial development credit.
4 Long term.
A In conjunction with GDR; this credit covers first installment of deliveries to be made in 2 stages.

Mr. HEYMANN. This tabulation shows the credit agreements ac-
tually concluded by the bloc now aggregate roughly $900 million (ex-
clusive of military credits). Most of these agreements were concluded
during 1956 and the credits will be drawn on over a period of about
5 years, so that the annual flow of trade resulting from these arrange-
ments is not really going to be large.

Moreover, both this and other Soviet efforts to promote trade with
the underdeveloped countries have been launched from an extremely
slender base of existing commodity exchange, so that despite these
new trade and aid arrangements, hardly any underdeveloped country
as yet conducts more than 10 percent of its trade with the bloc.

I do not wish to imply that the Soviet effort in this area may not
be highly effective. As I shall point out later, I happen to think
that it is. But it certainly does not derive its effectiveness from its
size.

Another point to bear in mind is the fact that the Soviet excursion
into the underdeveloped areas represents only a small portion, and a
quite unrepresentative portion, of overall Soviet trade activities.
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The overwhelming bulk of Soviet trade (more than 90 percent) is
conducted within its own bloc and, to a lesser extent, with the countries
of Western Europe. It is here that we must look for a clue as to
whether Soviet trade is in fact undergoing a transformation. What
do we find when we look at the commodity composition of this trade?

Within its own bloc, we find the Soviet Union a net importer of
capital equipment, absorbing nearly half the capital goods exported
by the satellites, while the bulk of Soviet exports is made up of raw
materials, fuels, and food. This at least was the case in 1954, the last
year for which such estimates are available.

But I can think of no reason why this relationship should have
been reversed since then; on the contrary, recent events in Eastern
Europe would be more likely to have intensified it. Wihen we look
at Soviet trade with the West, we similarly find that its exports con-
tinue to be dominated by the same food, fuel, and crude materials
that have been the traditional export staples of Russia for decades,
and that its imports continue to be predominantly manufactured
products.

Soviet imports of machinery and equipment, particularly, have
been growing steadily while its exports in this category remain quite
small.

I have a small tabulation here from the Department of Commerce
which shows the extent to which the Soviet economy is still a net
importer of machinery and equipment.

Soviet trade with the free world

[In millions of dollars]

1953 1954 1955

Soviet imports of machinery and equipment - 106.7 145.1 184. 7
Soviet exports of machinery and equipment - 3.6 11.4 15.9

In other words, when we look at what has actually been happening
to the commodity structure of Soviet trade, we find very little, if any,
shift away from the traditional pattern. And yet, in terms of current
Soviet economic needs, such a shift would seem to be very much in
order.

There can be no doubt that the steady growth in the scale of indus-
trial production both in the U. S. S. R. and more recently in the satel-
lites, has increased considerably the bloc's needs for imported raw
materials.

The stagnation of agriculture, which is also a blocwide phenome-
non, similarly would seem to argue for a greater Soviet reliance on
imports in this sector. At the same time, clearly, the Soviet economy
now produces machinery and industrial equipment on a vast scale
and in great variety.

It may in fact now have a comparative advantage in the production
of this type of goods relative to agricultural and crude products. One
would expect that the existence of the ever-growing annual pool of
industrial goods would have long since led to a significant net flow of
industrial exports to the outside world. Why has this not occurred,
and why, in my view, is it not likely to occur on a really substantial
scale in the near future?
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In part, the answer can be found in the critical equipment needs of
the domestic Soviet economy, engendered by the ambitious growth
rates of the 5-year plan, by the necessity to achieve rapid productivity
gains, by the ever-multiplying requirements of a modern defense
industry.

In part, the answer lies in the heavy claims on Soviet machinery
production of the developing economies of Eastern Europe and China.
But most important, it seems to me, is the underlying reluctance of
the Soviet leaders to abandon their long-held doctrinal ideal of
autarky.

At this stage in its development, the Soviet economy could certainly
enjoy more of the benefits of foreign trade, if only it were willing to
tolerate even a modest degree of dependence on external supplies of
food and raw materials. But such a fundamental revision in the
Soviet attitude toward foreign trade has not taken place.

True, there appears to be now some official recognition of the ad-
vantages of international specialization, and some efforts on the part
of Soviet economists to promote at least an intrabloc division of labor;
moreover, the current economic offensive in the underdeveloped coun-
tries indicates an important trend toward a more flexible and confi-
dent Soviet behavior in international economic affairs. But while the
Soviet planners no doubt have considerable latitude for expanding
trade within the limits of the principle of autarky, the principle con-
tinues to be very much in force and to exercise an important limiting
influence on the magnitude and normal growth of Soviet foreign trade.

I have, so far, concentrated only on the magnitude and growth
aspects of the Soviet trade offensive, and I have suggested that it is
not now large, nor has it so far shown much promise of becoming
large. But it would be a grave error if we were to consider only these
quantitative aspects of the Soviet effort. We would be foolhardy
to draw comfort from its modest dimensions, and ignore the highly
effective way in which the Russians have deployed their limited aid
resources.

In this respect one cannot help but be impressed with several fea-
tures of the Soviet program:

1. The shrewdness with which the Soviet planners have selected
their economic aid targets and weapons, to achieve maximum political
impact at an acceptable cost. Instead of frittering away their re-
sources on numerous countries and projects, they have carefully con-
served their main effort for use in 4 or 5 key areas, Afghanistan,
India, Yugoslavia, Indonesia, certainly, and possibly Egypt and
Burma as well; and, within each of these areas, they have concentrated
their support on a few spectacular projects dear to the hearts of the
local population. Moreover, Soviet preference runs distinctly toward
long-term economic aid arrangements rather than a straightforward
expansion of normal trade, since the aid approach does not involve
them in a large immediate export commitment, but allows them to
string out their shipments over a much longer period of time, thus
reducing the immediate burden on their hard-pressed equipment
industry.

2. The adroitness of Soviet policies in exploiting some of the weak-
nesses of existing western aid programs. Recent Soviet loans, for
example, uniformly carry an interest rate of 2 to 2.5 percent, about
half the rate at which such credits are available from the West.

85589-57-9
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More important, repayment terms tend to be attractive to the under-
developed countries since the Soviet Union is willing to take repay-
ment in the form of local export goods. Moreover, in the process, the
Soviet Government has shown itself prepared to help the recipient
countries dispose of agricultural surpluses, which could not be readily
disposed of in the world market.

But above all, the Soviet salesmen have conspicuously abstained
from tying their commercial undertaking to demands for political
loyalty or military alliance. This "no strings" approach to aid has
no doubt struck a strong responsive chord in the uncommitted part
of the world.

3. And this brings me to the final aspect of the Soviet program to
which I should like to call attention. It is the perceptiveness of the
Soviet leaders in knowing how to appeal to the pride and sensibilities
of the underdeveloped countries. Recognizing the desire of the newly
independent countries for status and respect, the Russians have spared
no cost in sending top-ranking Soviet officials to carry out negotia-
tions and conduct technical programs.

To head the Soviet steel mill project in India, the Russians sent no
less an authority than a Deputy Minister of Construction of Chemical
and Metallurgical Enterprises of the U. S. S. R. Great emphasis has
been placed in the Soviet aid program on the provision of technical
training of local specialists, on extending opportunities for educating
local technicians in Soviet institutes, on establishing research centers
and technical schools in the local areas; this effort cannot help but
exert a powerful influence on the intelligentsia in each of the target
countries.

In the short run, there can be no doubt that the modest but ingeni-
ously designed Soviet effort has reaped large political rewards, quite
out of proportion to its size.

Whether this performance can be sustained in the long run, as the
program develops and suffers inevitable bureaucratization, remains to
be seen.

Representative BOLLING. Thank you, Mr. Heymann.
Our next witness is Prof. Walter W. Rostow who is a product of

both our university system and Oxford University. Dr. Rostow
served in the United States Army in World War II, has been an
official of the Department of State, a professor on both sides of the
Atlantic, and a prolific author of books on economic growth, including
studies on both the Soviet Union and Red China. He is now teaching
at the Massachusetts Institute of Technology in the Center for Inter-
national Studies. His subject this morning is United States-
Communist Struggle in the Underdeveloped Areas.

STATEMENT OF W. W. ROSTOW, CENTER FOR INTERNATIONAL
STUDIES, MASSACHUSETTS INSTITUTE OF TECHNOLOGY

Dr. ROSTOW. Mr. Chairman, my subject is so broad that I submitted
a formal statement (The United States-Communist Struggle in the
Underdeveloped Areas). I suspect that statement contains little that
will be new to you, and it is not worth reading this morning at length.

If there is any virtue in including in your series of statements one on
so broad a subject as mine it is, I suspect, only that the military.
political, and economic strands in the problem of our struggle with
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communism in the underdeveloped areas be brought together and,
especially, that certain of the relationships among those strands be
examined. In the light of that view I shall only briefly summarize
the main lines of my formal statement and devote the balance of my
time this morning to making some off-the-cuff extensions of the fourth
part of that statement, which concerns American policy.

The statement begins with an attempt to summarize the nature of
the American interest in the evolution of the underdeveloped areas.
Three interests are identified: one of them is the direct American
military interest, that these areas not pass into the hands of com-
munism or otherwise go hostile to us. Their location, population,
resources, and future prospects make them, quite simply, a balance of
power area in Eurasia and therefore of direct strategic interest to the
Soviet Union whose stable aim is to disengage the United States and
the free world from the balance of power that we precariously hold.
Therefore the evolution of the underdeveloped areas has a direct
military bearing on our status in the world.

Second-and I would rate this as of equivalent importance-
should these areas go politically totalitarian or Communlist, they
would be lost to the part of the world which is loyal to the pursuit
of democratic values. Their ideological loss would tend to make the
United States an island in a totalitarian sea, with very grave costs
for the quality of our domestic life.

The third relationship of the United States to these areas is not
very hard to perceive as one reads the papers these days. It hinges
simply upon the relationship of these areas to our other allies; namely,
the industrialized countries of Western Europe and Japan. Their
political destiny and their economic viability hinge on the mainte-
nance of some kind of unity in the free world between its industrial-
ized and underdeveloped parts.

When that unity is shattered-as it has been over the Suez issue
and oil-we can see the extreme consequences for Western Europe.
The Atlantic Alliance, instead of being a part of the world alliance,
is thrownr back into a limited orbit; and the free world's hold on
the world balance of power is put in jeopardy.

These are, then, the three substantial American interests in the
evolution of Asia, the Middle East, and Africa.

The second thing I tried to do in my formal submission was to
characterize, in general, the forces at work in these underdeveloped
areas. I tried to find a way of talking about these areas in general;
because it is evident that India is a very different place from South
Korea, which is a very different place from Egypt, and so on.

There is, however, one central clue which has, in the end, a special
meaning for American policy. The key characteristic of these areas
is that they are in a process of political transition toward status as
effective modern states. They are evolving toward modern statehood
out of forms of politics and society based on regions, where power lay
usually in one form or another of land-based, regional authority.
What we are seeing in the world is a massive version of the transition
which Western Europe itself had to make in postmedieval history.

If you start with that familiar and very broad generalization, cer-
tain things become clear. One thing that becomes clear is the reason
why we tend to find in these areas forms of politics that are not very
democratic. What is happening in these areas is that those groups
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who feel they have a vested interest in making strong modern states
form coalitions. The elements in these coalitions are without stable,
long political roots, without clear common interests. These coalitions
are ad hoc groupings: their one point of agreement being that they
want to convert these regional societies into effective modern states.

The common motive is nationalism; but nationalism has many facets.
One group which has figured in virtually all the modernization efforts
that one can think of, for example, Attaturk's in Turkey, the earlier
Japanese effort, Bismarck's creation of the modern German nation-
has been the military, whose motive was to see their nation estab-
lish a position of dignity on the world scene. There is a continuity
from Germany and Japan in the 19th century to Nasser and his
colonels, and the military officers we are training in South Korea.

Another group has been made up of commercial men whose
national interest was in free trade on a national basis, and who found
the regional organization of the country awkward.

These ad hoc national coalitions we can see around the world
struggling toward modern nationhood can move in any 1 of 3 direc-
tions. They can move to try to redress old national humiliations by
having external ventures. We see that acutely in the present stage of
Nasser's policy. But we can see it also in the manner in which the
Kashmir issue hangs over Pakistan and India, and the issue of West
Irian generally hangs in the balance of politics in Indonesia. And
to go back to Ataturk, who is a good model of the process, we can re-
call his trouble with the Greeks. This is a classic form for the ex-
pression of the new nationalism.

The second is the use of the nationalist spirit, energy, and resources
to consolidate the domestic base. We have seen this in Diem's exer-
cise in South Vietnam, in his cleaning up the sects, a phase of con-
solidation which has the equivalent in all these nations.

Finally, the nationalist leaders can turn to modernizing their econ-
omy, their educational system, and their society in its widest sense.

These are the three basic directions in which nationalism can go;
and I believe it is possible to characterize the nations of the under-
developed areas with respect to the proportion of their energies that
go in each of these three directions.

A reason for this somewhat abstract and academic description
is that I think it gives some insight into the way the Communists are
operating in these areas and into the way we should operate.

Communist policy is based on an attempt to exploit whatever strands
and directions nationalism is taking to disrupt the unity of the free
world; to draw these nations as far as they can be drawn toward
communism in the short run; and to prepare the way for Communist
takeover in the long run. Communist policy is extremely flexible in
this respect. Where they find a Nasser-or any national which has an
acutely felt external objective or grievance-the aim of Moscow is to
aline itself if possible with that grievance, and thus to produce con-
flict in the free world and exploit that conflict when it is brought
about. Where Communists find relatively stable states, like India,
they try to detach these from the free world by associating themselves
with their aspirations for economic growth, with their general senti-
ments against colonialism and for peace. Where Communists find
areas that are susceptible to guerrilla operations they continue-as in
Malaya and in Burma-to prevent the consolidation of these new
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nations by tactics which draw away their energies on the negative
tasks of defense.

Mr. Heymann has described with great accuracy and with fresh and
important data one facet of Communist policy: the policy of ex-
panded trade, loans, and technical assistance. I think it is extremely
important, however, to realize that Communist policy is playing the
whole spectrum of possibilities opened up by the transitional state of
the underdeveloped areas, not merely the possibility of attracting the
new nations by assisting their economies.

In terms of this quick view of a large matter what is the task for
American policy?

First, we must make it as unattractive as possible for either Com-
munists or non-Communists to seek their objectives in these regions
by means of force.

An ability to deliver H-bombs is not a sufficient deterrent against
limited hostilities generated either by communism or by the acute
nationalist aspirations of certain of the underdeveloped areas. And I
would add that support for the U. N. without an American force in
being and the evident will to use it if necessary will not for long hold
the line against the destructive forces which exist or which may be
stirred up in the transitional areas. The first prescription that flows
from this definition of the transition is, then, a military one: we re-
quire in being a force for limited hostilities, a force sufficient to make
itmightily unattractive either for Communists to stir up limited war
or for certain 'of the more ardent nationalist leaders to believe it to
be safe and profitable to engage their forces beyond their borders.

Put another way I think we must have a spectrum of deterrence
which includes not merely deterrence against Soviet delivery of H-
bombs but force in being sufficient to make it mightily unattractive
for anyone in these areas to envisage the substantial use of force.

Our second job is this: we must make it as attractive as possible
for the political leaders of the transitional nations to concentrate their
own energies and the powerful nationalist sentiments of their people
on the thiird job I described; that is, on the domestic tasks of
modernization.

Here, evidently, we require a pool of loans and technical assistance
available not merely for those nations who join us in military alliance,
or for those who have already been brought to crisis by Communist
tactics, but also for all those nations prepared to move forward peace-
fully and with reasonable efficiency on the road to modernization.

I would say that our difficulty in the Middle East crisis has been
that we had neither a stick nor a carrot capable of controlling and
guiding the forces at work in that area; and I would add that I can
envisage no solution to the Middle East crisis which does not involve
the generation by the United States of both a new stick and a new
carrot.

Let me refer now to a third problem which perhaps should rank
with the other two. It is a more subtle problem. It concerns those
transitional areas which face serious military problems. I am think-
ing, for the moment, of the problem of South Korea, counterpoised
against the great Communist weight across its border; of Southern
Vietnam and the SEATO area; of the problem- of Taiwan across the
water from Communist China; and of certain others among our mili-
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tary allies into whose economies and societies we have invested the
bulk of our foreign-aid resources in recent years.

I think we should be clear that, in general, the maintenance of
these large military establishments are a cost to the modernization
of those societies. They may well be a necessary cost; but it is worth
looking and relooking at the military calculus very closely to see if
we cannot find ways cheaper in their energy and resources to guar-
antee their security, so that a higher proportion of their energy can
be diverted on to the tasks of modernization. MAnd we should be
very clear as to whether, in fact, establishments on the scale that
they now maintain are necessary, or whether the maintenance of
an American pool of mobile force might not permit them to cut down,
to a degree, their present military commitments and devote a higher
proportion of their resources, energy, and talents to the tasks of
modernization. This is a matter of degree, a calculus as between
alternative objectives; but it is one we should honestly face, because
the maintenance of these very large local military establishments
are, in general, a drain on limited energies, talents, and resources
needed for other purposes.

And where we must, in the common interest, maintain substantial
military establishments in the transitional areas we should be more
imaginative than we have been in the past in trying to make those
establishments contribute constructively to the modernization of
their societies. I have in mind an analogy with the history of our
own Corps of Army Engineers which played a distinguished role
in th'e building up of this economy in the 19th century, helping to
lay out the railways, clear the rivers, build the canals; and I believe
we should try to pass along, as one of the most valuable bits of lore
in American history relevant to the development of these societies, the

ossibility of using in democratic ways a military establishment to
hlp an underdeveloped country onto its feet. In other words, where
we must maintain with these peoples major military establishments,
we should try to make those military establishments contribute in
so far as possible to the total movement toward modernization.

Generally speaking, then, I conclude that we need a usable stick
and a readily available carrot if we are to deal constructively with
the powerful forces at work in the transitional areas. A stick to
convince one and all that the use of force outside of international
agreements is likely to be expensive and ineffective, a carrot to help
draw the energies and attention of men onto the great acts of con-
struction on which the fulfillment of their ambitions depend.

The central task of American foreign policy in the underdeveloped
areas is to create an environment in which the use of military force
is ruled out, and within that peaceful area then to help men face
and conquer the problems which must be solved if the transition of
their societies to modern status is to be achieved without recourse to
totalitarian methods.

This is a job I believe required urgently by the American interest;
it lies fully within our economic and military capabilities; and it is
consistent with our deepest national traditions and values. It is
time we got on with it.
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(The document referred to is as follows:)

STATEMENT BY W. W. RosTow, MASSACHUSETTS INSTITUTE OF TECHNOLOGY

THE UrNITED STATES-COMMUNIST STRUGGLE IN THE UNDERDEVELOPED AREAS

The American interest in the evolution of the underdeveloped areas of Asia,
the Middle East, and Africa is both direct and indirect.

Directly, the evolution of the underdeveloped areas is likely to determine the
outcome of the power struggle between the United States on the one hand, the
Soviet Union and Communist China on the other. The location, natural re-
sources, and populations of the underdeveloped areas are such that, should
they become effectively attached to the Communist bloc, the United States
would become the second power in the world. More immediately, of course,
these losses would directly affect our military base structure and would make
more expensive and difficult the maintenance of an atomic striking force capable
of continuing to deter a Soviet effort to take out American retaliatory power at
a blow.

Directly, again, the loss of these regions to communism would radically di-
minish the area governed by loyalty to what we might broadly call democratic
values. The United States would tend to become an isolated democratic island in
a totalitarian sea; and under such garrison-state circumstances the maintenance
and further development of our traditional way of life would be put in jeopardy,
quite aside from the ominous military implications of such isolation.

Indirectly, the evolution of the underdeveloped areas is likely to determine
the fate of the Western Europe and Japan and, therefore, the effectiveness of
those industrialized regions in the free world alliance we are committed to
lead. If the underdeveloped areas fall under Communist domination, or if they
move into fixed hostility to the west, the economic and military strength
of Western Europe and Japan will be diminished, the British Commonwealth
as it is now organized will disintegrate, and the Atlantic world will become,
at best, an awkward alliance, incapable of exercising effective influence out-
side a limited orbit, with the balance of the world's power lost to. it.

In short, our military security and our way of life as well as the fate of
Western Europe and Japan are at stake in the evolution of the underdeveloped
areas.

We evidently have a major national interest, then, in developing a free world
coalition which embraces in reasonable harmony and unity the industrialized
states of Western Europe and Japan on the one hand, the underdeveloped areas
of Asia, the Middle East, and Africa on the other.

If we are to do this we must be clear about the job we face. This brief testi-
mony is designed to outline in very broad terms the nature of the job.

Specifically, I shall try to answer three questions:
First, what forces are at work in the underdeveloped areas of the free world?
Second, how are Moscow and Peking exploiting those forces?
Third, how must the United States work with these forces if our national in-

terest is to be protected?
-II

First, the forces at work in the underdeveloped areas.
The underdeveloped areas could better be designated "transitional"; for the

basic fact about them is that they are in a process of change. Where are they
going?

Politically, they are caught up at various stages in the process of making
effective modern states. At an earlier time they were organized along tradi-
tional political lines that gave power not to a national government but to
various regional leaders. These regional leaders usually had their roots in
large-scale landholding; and the whole society was built around the relatively
low productivity, self-sufficient agricultural life that resulted. Colonial admin-
istrations, where they existed, were usually superimposed on this traditional,
localized political and economic structure.

In most of the underdeveloped areas these traditional societies have been
undergoing piecemeal change for a century, or even more. Commerce expanded,
at home and abroad; new ideas came from the West; and gradually groups
emerged intent on making effective, independent, national states.

The motives of these revolutionary groups have varied. Some, including
often the younger military men, wished to create a national state capable of
maintaining independence in a world of modern power, to avenge the old humill-
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ations of colonial status, to assert their sense of national dignity. Others have
contested the power of the traditional regime in order to carry on commerce
or industry unencumbered by the regional obstructions of the traditional society.
Others-sometimes touched by ideas from the West-have been moved by an
ideological or religious desire to see the material and spiritual lot of their
people improved; and for this they appreciated that a centralized modern state
was required.

What has happened in the postwar decade is that many of these societies,
long in slow transition, reached a stage where they could and did successfully
assert their independence. The world is full of new nations. Nationhood was
usually achieved by a coalition among those groups in the society who shared
an ambition to see emerge an independent modern nation. Lacking any stable
basis for democratic politics as we know it, these groups tended often to rally
around a single leader.

The formal achievement of independence has proved, of course, only a stage
in the process of transition. Freedom is one thing; an effective modern state is
another. We should recall that, even in our own history, it was one thing to
defeat the British in the War of Independence; it was quite another to fashion
a Constitution capable of holding together the American States under circum-
stances that would permit us to defend our independence against foreign powers
and to build a truly national economy.

The great political engine at work in these transitional areas is, of course,
nationalism. But nationalism can take three forms: It can be channeled off
along military lines-into external adventures or in efforts to maintain hard-
won independence from foreign powers; it can be used to consolidate effective
political power at home; it can be used to modernize and develop the economy
and social life of the new nation.

If we look at the transitional areas of the world we can see some-like
Nasser's Egypt-where the primary channel for nationalism has recently been
external adventure; others-like Indonesia-where the task of internal consoli-
dation of power is incomplete; others-notably India-where the tasks of
economic and social modernization are absorbing the bulk of the new nation's
energies; still others-like South Korea-where defense against an external
power dominates the scene and absorbs the nation's best talents and the bulk
of the margin of resources above subsistence.

How does economic growth enter the picture? Economic growth is an
essential condition for each of the aspirations of the new nationalist spirit.
Effective armies cannot be maintained without modern industry. The old
colonial dependence on the export of a few raw commodities cannot be altered
without effective economic development. The interests of the commercial and
industrial classes require economic expansion. Finally, standards of education,
health, and welfare cannot be improved unless the economy expands more
rapidly than the population. And as the new nations are formed-freed of
their old colonial status-their citizens come to expect that their extreme
poverty, previously attributable to the colonial power, will be rapidly alleviated.

In short, the desire for economic growth in the transitional areas arises directly
from the deepest hopes and aspirations of their poitical leaders and their peoples:
it is an essential means for the creation of effective modern states capable of
achieving and maintaining independent status on the world scene, capable of
providing a regularly rising standard of welfare for their citizens.

But it is one thing to want economic growth; it is another to create the
conditions for a sustained increase in output per head. In order to achieve
sustained economic growth, the leaders must organize the scarce talents and
resources available to them around thae concrete, often humble tasks of capital
construction; the introduction of new techniques in agriculture; the building
of efficient and honest government administrations; and all the rest of the
familiar agenda. In many cases the new transitional nations have emerged
with no clear sense of direction, with their politics and social life still disunifled,
full of large visions of independence and progress, but without the clarity or the
effective will to turn wholeheartedly to the great tasks of modernization at
home.

It is this highly charged situation, where ambition is not matched by day-to-day
performance, that Moscow and Peking are seeking systematically to exploit.
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III

How, precisely, are the Communists proceeding in the transitional regions?
Their general objective is to exploit the ambitions and frustrations of the

leaders and peoples in these areas to disrupt the unity and cohesion of the free
world in the short run and to prepare conditions for Communist takeover in
the long run. Since the situation differs somewhat in each of the transitional
areas, Communist tactics are adjusted to fit the possibilities, case by case.

As we have recently had a rare opportunity to observe in the Middle East,
where ambitions for external expansion are strong, Communist policy seeks to
inflame the nationalist passion to undertake external adventure. As it is most
successful this leads in the short run to wars within the free world, tending to
fracture the unity of our coalitions; and in the long run, by drawing energy
and resources from the tasks of economic and social development, It leaves the
areas concerned increasingly vulnerable to the domestic appeal of communism.
From Moscow's point of view the sequence of events set in motion by the Egyptian
arms deal could not have been a more successful short-run exercise.

Although the Middle East has been the most obvious example of this Com-
munist technique, it is not the only example. For example, Soviet maneuvers
with respect to India, Pakistan, and Afghanistan have been carefully calculated
to produce maximum friction in the Indian peninsula.

Where, as In India, communism confronts a reasonably stable government,
unlikely to be pushed or enticed into an aggressive war, Moscow has sought
to detach that nation from the free world by associating itself with peace and,
especially, with the local drive for economic development. In the short run
the loans and trade agreements made by Moscow with, say, India, Burma, and
Afghanistan are designed to insure a high degree of neutrality in their diplomatic
behavior; and in the long run they are designed to encourage the spread of an
atmosphere favorable to the development of communism in those areas. As a
matter of ideological conviction, Communists believe that democratic efforts
to achieve self-sustained economic growth in the transitional areas are bound
to fail. They do not believe that their loans and trade are likely to represent
the margin between success or failure. And so they make their friendly agree-
ments with the present rulers while working directly and indirectly to subvert
their citizens to communism. It was some such perception of Communist
purposes by the Indian Government which led to the marked cooling between
New Delhi and Moscow after the visit of Bulganin and Khrushchev in 1955.

A third Communist method is that recently applied in Malaya and, to a degree,
in the Philippines, Laos, and Burma. By maintaining armed Insurrection-
even on a minor scale-the energies and resources of the transitional govern-
ments are diverted away from the tasks of domestic consolidation and the
modernization of their economies. They are rendered, thereby, more vulnerable
to Communist political attack.

This method is, of course, simply an early tactical phase of that employed
to seize total power In China and in Northern Vietnam.

In all areas, whatever the special technique judged applicable, Moscow and
Peking maintain some form of Communist Party and a heavy flow of propaganda
designed to persuade men that only through communism can their ambitions
for rapid economic progress and effective national independence be fulfilled.
In this unrelenting effort Chinese communism has, to an important degree,
supplemented and, to a degree, superseded the Soviet Union as the showcase
of what communism can accomplish in an underdeveloped area.

IV

Now, briefly, United States policy. I shall not attempt to characterize what
our national policy toward the underdeveloped areas has been, except to say
that in a strict sense we have had no policy. The United States has moved in
Asia, the Middle East, and Africa in a series of reactions to events. These
events have usually been precipitated by the Communist effort to exploit the
possibilities inherent in the transitional areas. In short, with minor exceptions,
our policy has been to counter Communist initiatives as best we could when they
have resulted in acute crises: for example, the civil war in China; the Com-
munist attack on South Korea in 1950; the salvage of Southern Vietnam after
the Geneva Conference of 1954; and now the problem, belatedly faced, under
extremely difficult circumstances, of making a settlement in the Middle East.

It Is evident that a reactive, convulsive policy, focused negatively around
opposition to communism, has not fulfilled the American interest in the transi-
tional areas. What we require is a steady, positive policy, which would indeed
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prevent the spread of Communist power into the transitional regions, but would
do so by alining American influence with the peaceful, constructive forces at
work or potentially at work in those regions.

Specifically, there appear to be two major elements required, now missing from
American policy.

First, we must make it as unattractive as possible for either Communists or
non-Communists to seek their objectives in these regions by means of force.
An ability to deliver H-bombs is not a sufficient deterrent against limited hostili-
ties; and support for the U. N., without a United States force in being-and
the evident will to use it if necessary-will not for long hold the line against
the disruptive forces which may be stirred up in the transitional areas.

Second, we must make it as attractive as possible for the political leaders
of the transitional nations to concentrate their own energies and the powerful
nationalist sentiments of their peoples, on the domestic tasks of modernization.
Here, evidently, we require a pool of loans and technical assistance available
not merely for those nations who join us in military alliance or for those who
have already been brought to crisis by Communist tactics, but for all those
nations prepared to move forward peacefully and with reasonable efficiency
In the road to modernization.

In short we need a usable stick and a readily available carrot if we are to
deal constructively with the powerful forces at work in the transitional areas:
a stick to convince one and all that the use of force is likely to prove expensive
and ineffective; a carrot to help draw the energies and attention of men on
to the great acts of construction on which the fulfillment of their ambitions
depends.

The central task of American foreign policy in the underdeveloped areas
is, then, to create an environment in which the use of military force is ruled
out and, within that peaceful arena, then to help men face and conquer the
problems which must be solved if the transition of their societies to modern
status is to be achieved without recourse to totalitarian methods.

This is a job required urgently by the American interest; it lies within
our military and economic capabilities, and it is consonant with our deepest
national traditions and values. It Is time we got on with it.

Representative BOLLING. Thank you, sir.
This morning, the first three witnesses have described some of the

problems and possibilities of competition in the military, political,
and economic and trade fields, which the United States faces as a
result of Communist economic growth. We have asked two very
able men to pursue for us the implications of these challenges for
our country.

Prof. Milton Katz, of the Harvard University Law School, is
going to help us identify possible courses for United States foreign
economic policy. To this task, he brings some unique experiences.
In addition to his work in the fields of international and administra-
tive law, he has had a wide range of assignments. He was executive
officer of the Combined Production and Resources Board before serv-
ing overseas with the United States Navy. During the period of the
Korean war, he carried the rank of Ambassador, heading the United
States representation in the Economic Commission for Europe, and
being Chairman of the Defense Financial and Economic Committee
under NATO. Professor Katz, we are pleased to have you here this
morning.

STATEMENT OF MILTON KATZ, HARVARD LAW SCHOOL

Mr. KATZ. Mr. Chairman, I have a written statement which 1
shall submit. I will make no attempt to read it since I think that
will be too long for our purposes this m'orning.

As I see it, Mr. Chairman, the foreign economic policy of the
United States is a part of the foreign policy of the United States.
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It derives its objectives from our foreign policy and must serve those
objectives. It is also part of the general economic policy of the
United States. It must serve the objectives of our general economic
policy. Finally, since the economy is the underpinning for our Mili-
tary Establishment, it must also make sense in terms of our national-
security policy.

We seek, therefore, when we face these problems of foreign economic
policy, to identify lines of action which make sense in terms of our
foreign policy, our general economic policy, and the needs of our Mili-
tary Establishment. Not only must our foreign economic policy make
sense in those terms, but it must be also so considered and so applied
as to make sense for each of the main contingencies which face the
United States today. As we look ahead of us, it appears that we face
three principal contingencies. One is an indefinite prolongation of
what is sometimes called the cold war. I have been told recently the
time has come to retire that term and find another form of words to
use. Let's call it an indefinite prolongation of current tension and
unrest. That is one of the prospects we face. The second contingency
we might have to meet would be a general war. The third contingency
is the possible development of an authentic general peace. It is the
central purpose of the United States to achieve the third-general
peace-and to prevent the second, that is to say, to prevent general
war. I should also assume if any one of us in this room were to be
asked to guess which one of the contingencies was most likely to de-
velop, he probably would bet on the first.

However, the prospects are so uncertain and the consequences of the
wrong guess, and the wrong judgment on these matters would be so
serious that it is not permissible for us to develop a policy on the
assumption that any one of these contingencies will be realized.

We have to pursue policies which will prepare us at the same time
for all three. In broad terms, then, the tests which-our foreign eco-
nomic policy must meet are these: It must be one which prepares us
for all of these contingencies, or any one of them, and it must make
sense in terms of both our general foreign policy and our general eco-
nomic policy.

The actual problems that will confront us from week to week and
month to month and year to year as we go on are infinite in number
and in variety. The process of government in this sector, as in all sec-
tors, will be a process of reaching decisions from day to day, week to
week, month to month, on an unnumbered group of concrete problems.

That raises this question: Is it possible to find certain themes, cer-
tain main themes of policy, which will make sense in terms of the
contingencies I have mentioned, which will make sense in terms of
foreign and economic policy, both, and which will serve as useful and
workable guides for the concrete decisions which will have to be made
on the concrete facts that will govern in each case? I would like to
suggest that there are such themes, two main themes.

One I would call the theme of economic growth-in the United
States, in the nations politically allied or associated with it, sometimes
referred to as the free world, and in the areas which Mr. Rostow dis-
cussed in his statement, and which, for convenience, I shall call the
uncommitted areas.

The second theme is the theme of cohesion, economic cohesion. In
the time remaining to me, I should like to talk about economic growth
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and economic cohesion in terms which, while general, will be suffi-
ciently specific to make clear what I am talking about.

In regard to growth within the United States, we see a fortunate and
important harmony between the primary objectives of our general eco-
nomic policy and the primary needs of our foreign policy. Growth
within the United States is an accepted, indeed an almost instinctive,
objective of American life and has been throughout our history. It
is taken for granted in almost every policy statement by any Ameri-
can business group or labor group or farm group or professional group.
It is the theme of successive administrations, Republican or Demo-
cratic, and it has been a thread which has run through the entire course
of our history.

Growth in all respects, qualitative and quantitative, is, I should
say, the main objective of our general economic policy. It happens
also to be a key to our foreign policy. Why?

Let me just tick off the obvious elements. In the first place, a large
and powerful economy represents not only in an immediate sense the
underpinning for our Military Establishment, but in an unpredictable
world in which we never can be quite sure what kinds of military power
we will need, a vital element in our preparation for the long pull is to
have an economy strong enough, big enough, and varied enough
to enable us to go in any possible direction.

In the second place, the growth of the United States economy is
vital if we are to create available markets for the products of the
areas which I have called for convenience the free world and the un-
committed areas. There is a great deal of talk, and rightly so, about
the need for tariff reduction and the need for a wise and farsighted
United States import policy. I suggest, however, that a sustained
and vigorous growth in the American economy may perhaps mean
more in creating the possibility of markets for the products of these
other societies, than any tariff reduction which seems to be politically
likely in the next 5 or 10 years. Conversely, a collapse in the Ameri-
can economy might well do more damage to the market possibilities
of these other societies than the tariff.

I think that our friends throughout the so-called free world and
throughout the uncommitted areas are well aware of the stake which
they have in a steadily growing, vital and stable United States
economy. This is an objective which is supported by the common
consent of the entire world outside of the Soviet Communist bloc.

Now, there is another respect in which the sustained growth of the
American economy is vital from a foreign policy point of view and
that is this: To achieve in the uncommitted areas what Mr. Rostow
has been talking about, it will be necessary for them to mobilize every
resource which they have available to them. Even assuming they
are successful in mobilizing their own resources, and even assuming
that our friends in Western Europe are successful in mobilizing theirs,
the job to be done is too large to be accomplished without the resources
of the United States. After all, we do represent close to half of the
economic activity of the world outside the Soviet Communist orbit
today.

In addition, when we look at these areas throughout the world and
particularly the so-called uncommitted areas, we have to remember
one widespread and deeply felt emotion which runs through them.
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It might be described simply in these terms: What was good enough
for grandfather ain't good enough for me.

This has been called the revolution of rising expectations. They
are not just going to be satisfied with what they had or papa had or
grandpapa had. They want more. They are struck by the possibili-
ties of modern science, modern technology and modern industry.
They have gotten it into their heads that the resources of a modern
industrialized society are such that it is possible at last to solve the age-
old economic anxieties of man. Maybe they are wrong and maybe
they are right. The point is that this is the way they think; and
some indication of progress in that direction is necessary if any gov-
ernment in those societies is to survive. Such progress in adequate
measure does not appear practicable without resources from the
United States. When I speak of resources, I have in mind not only
facilities and raw materials but also the principal resource of all,
which is skilled manpower.

We talk of technical assistance. That is manpower. We talk of
technological development. That is eventually the brains of man.
There will be a worldwide shortage of these, and they have to be
maximized. This again underscores the importance for our foreign
economic policy of a vigorous growth, qualitative and quantitative,
in the United States economy.

The growth of the economies of the free world is also vital from
the point of view both of our own domestic economic purposes and
our foreign policy objectives. To speak first about our own domestic
economic growth, I simply want to focus on one facet of the problem.
That is, the facet of raw materials.

It has been brought out to you, I am sure, by previous witnesses
that in the period since 1939 the industrial growth of the world has
run about 5 or 6 times more rapidly than the growth in the worldwide
supply of raw materials. To state this more specifically in American
terms, I should like to refer back to the report of the President's
Materials Policy Commission, sometimes called the Paley Commis-
sion. You will recall that this report appeared about 1951.

The report brought out that even at that time we were already
importing some part of every single metal we used in our industry
except, as I recall it, two, magnesium and molybdenum. As we look
ahead, we face the prospect of a growing population and a growing
rate of productivity. Assuming the persistence of current rates of
growth, by 1975 we will need to import about 20 percent of our raw
materials and 55 percent of our metals for American industry.

Obviously, if our armament needs expand, that deficiency will be
greater. It is therefore vital to the growth of the American economy
that there should be a worldwide expansion of raw material supply.
We can't have an expansion in raw material supply apart from the
general growth of the economies in the countries within which the
expansion of raw material supplies may be sought. Thus, for the
necessary growth of our own economy, a general growth of the free
world economies and those of the uncommitted areas is necessary.

When we pass to considerations of foreign policy, we recognize
that we want these areas to be stable and independent. We want
it to be possible for them to move in the political directions which
will be consistent with our own. That won't be possible unless they
have some realistic possibility of economic growth on a sufficient scale
to commend itself to the instincts and feelings of their populations.
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Now, I would like to consider what are the key sectors in which
growth is necessary.

I have already mentioned one, that is raw materials. Another,
I think, is equally obvious when you think of the uncommitted areas.
That is food.

The 5-year plan of India, for instance, may be regarded primarily
as a plan to increase Indian food production at a sufficient scale so as
not only to keep pace with the rapid increase in the Indian population
but if possible pass it.

The problem of south Asia is largely in economic terms a problem
of food production.

Because of the immense food production in this country, and our
problem of surpluses, we are in danger of losing sight of the fact
that, on a worldwide basis, there is an acute need for an expanded
food production, particularly in Asia and Africa.

The third sector I would stress is less obvious than food and raw
materials. Yet it is perhaps the most important of all. I have
already described it as quality manpower. Here, Mr. Chairman, if
you will permit me, I will say some things which may be obvious,
but which have to be said. The principal natural resource of any
society isn't steel, oil, or coal or uranium. It is people. It is the
character and intelligence of men and women. If you were to seek
to strike a balance sheet of strength between the United States and
its friends on the one hand and the Soviet Union and its friends on
the other, you would see that speaking broadly their advantage is
numerical and our advantage is qualitative. If they should ever
add a qualitative advantage to their numerical advantage, our pros-
pects would be black.

If they equalize qualitatively and retain their numerical advantage,
we would be in trouble.

What is our qualitative advantage? You will say it is the organi-
zation of our industry and agriculture. What does that rest on?

You will say our technology. What does that rest on? You will
say our science. What does that rest on? Our total intellectual heri-
tage and activity.

What does that rest on? That rests fundamentally on the great
traditions of the free and self-reliant mind.

What does that rest on?
A belief in the dignity of man and the fact that the function of

society is to enable the individual to realize his potential qualities,
his potentialities for growth. This is not only morally right, not
only a beautiful thing, not only a nice thing to have, not only a thing
we would love to have, it is necessary to our survival.

I will try to state this as an engineer might state it; and I hope
Senator Flanders, who is one, won't think I am trespassing on his
field.

In encineering terms, one might say that the test of the efficiency of
a society is whether it is so organized as to make optimum use of its
principal resources. If I am right when I say the principal resource
is the character and intelligence of men and women, in the long run
a free society is the most efficient, because, to the extent that it vindi-
cates its own principles, it gives the maximum range to human talent.

This means that it has to remember where its strength lies. This
brings me to something that may be paradoxical. At the core of our
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economic problem today, and at the core of our foreign policy today,
there is a problem to which I would call your attention. That is the
problem of the American educational system. Not so long ago, it was
suggested by a leader of our Government that we should be prepared
to make available to countries throughout the world teachers of science.
I am told by people who have looked into the condition of the teaching
of science in American high schools that we face a current shortage
of many thousands of individual teachers. The American educational
system lies at the core of our qualitative growth. It has to be enlarged,
greatly enlarged, greatly strengthened, greatly invigorated. In stat-
ing this, I earnestly ask you to believe that I am not just playing
with words.

Just as surely as skilled manpower is the key to our winning out,
so our educational system-which right now is in very serious trouble
in relation to the demands being made upon it-lies at the heart of
our current economic and foreign policy programs.

I have referred to economic cohesion as the other aspect of this
large problem, the other of the two main themes. I am sure that some
of the witnesses must have called the attention of the committee to a
paper of Stalin's published shortly before his death at the time of the
19th Congress of the Communist Party in 1952. I am not going to
bore the committee by repeating what you are familiar with, but you
will recall that Stalin sketches out a plan of action in the economic
sphere. He points out that there has been a steady disintegration
in the world market. He called it the capitalist market. He pointed
out that ever since the Soviet Communist bloc came into being and
was enlarged by the addition of China there are now as he put it 2
parallel world markets, the Soviet Communist bloc and the free world
market.

He argued that there has always been a tendency to dissension and
disintegration in the free world markets. He sketched out a system-
atic Soviet plan designed to exacerbate those divisive tendencies and
add to the disruptive influences. His plan in the economic sector was
consistent with the general Soviet strategy, which Mr. Roberts de-
scribed to us this morning.

It is a strategy of disruption. We have to meet it-in fact we have
met it-by a strategy of cohesion. What does that mean-economic
cohesion or cooperation? It is more than preaching and more than
hoping. We have to identify actual concrete economic interests which
the United States has in common with the nations of Europe, and
Asia and Africa and South America. We have to build arrange-
ments which give effect to those common interests. We have to iden-
tify places where our interests in fact diverge or conflict, not kid our-
selves about these, and we have to build arrangements to minimize
the effect of such divergences or conflicts in interest.

This brings me to the whole question of ends and means. You will
notice that up to this point I haven't said a word about multilateral
trade, tariff reductions, economic aid, technical assistance, private
investment or any of the other things one is supposed to talk about
when one talks about foreign economic policy. I have refrained up
to this point deliberately, Mr. Chairman, because I think in this sector
there has been some tendency to confuse ends and means. I have
heard arguments about economic aid, for instance, in which the pro-
ponents talked as if it were somehow good in itself and the opponents
attacked it as evil in itself. That is like arguing whether a hammer
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is good or a screwdriver is bad or whether one is better than the
other. It depends on what we may be trying to do; what our purpose
is; what our target is. It also depends upon whom and what we have
available to achieve our purpose. This problem of means is funda-
mental when we seek to translate aims into action. I would point out
that the various means available-import policy, tariff policy, multi-
lateral trade, monetary policy, economic aid, technical assistance-
in their various forms are all instruments which if wisely used can
be effective in bringing about the growth which we need and the
cohesion which we need.

In the remaining few minutes I would like to talk about one illus-
trative aspect of multilateral trade and one illustrative aspect of
economic aid and technical assistance.

As to multilateral trade:
I have referred to our shortages of raw materials, and our need

for a worldwide expansion of materials. This shortage and this need
make it to America's interest to encourage a flow of private invest-
ment into those areas so as to maximize the growth of those materials.
It is also in America's interest to buy them. We will buy them because
we will need them. This is not theoretical. George Humphrey's
company, the Hanna Co., has been developing iron ore deposits in
Labrador on a vast scale. I understand that Bethlehem Steel has
been doing the same in Venezuela. The iron ore and steel companies
are also looking for iron ore in Northwest Africa. The copper com-
panies get copper from South America. We get uranium from Bel-
gium. I have only to say the word "oil" and it tells its own story.
Here is an opportunity for a flow of dollars. Through investment and
buying by us, dollars would move into these areas of raw material
supply.

Western Europe needs dollars. It has a capacity to produce thingfs
needed in the uncommitted areas. These areas themselves are hungry
for growth, for national economic vigor.

Here then is a basis for a constructive pattern of multilateral trade
which would pull us all together. But there are other parts of this
story.

The same underdeveloped areas which desperately need this capital
in many places have states of mind which are such that it is the last
thing they seem willing to take. They are moved by a fervent national-
ism. They are also sometimes moved by the kind of judgment which
comes out of inexperience and confusion. They may adopt policies
which run directly counter to their own economic needs.

We may do the same. Protectionist thought or the impact of certain
kinds of raw material development on certain places within the United
States may be such that we may pursue policies directly counter to
our long-range interests. Western Europe might do the same by
adhering to outworn methods of management and organization which
increase their unit costs.

In short, here are some facts. If we handle them one way, we can
turn them into instruments for pulling the whole free world together
and making it strong. If we handle them another way, we can play
down the alley Stalin described, and turn them into instruments
which tend to disrupt the free world.

Now, economic aid and technical assistance: Here, I merely want
to serve a warning against using a term such as "technical assistance"
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or "economic aid" as a rubric to cover many different things, without
remembering that they are different. I had the honor of being the
head of the Marshall plan in Europe for a year and a half. The proc-
ess of economic aid, which the Marshall plan evolved, was to my mind
very different from the process of economic aid to a state like India.
It was aid to a sophisticated and advanced economy. It was aid to
societies where the acute need was for capital equipment and the
reconstruction of intricate patterns of trade. It was aid to societies
which had very skilled and experienced governments with skilled
classes of public officials and management, labor, and professional
categories. It was aid to a society which had already made up its
own mind about what it needed, and developed a comprehensive plan
for 16 or 17 nations; and it was aid to a society between which and the
United States the problem of communication is relatively easy-I am
not saying it is really easy, but it is comparatively easy.

When you pass to aid to India you have a very different kind of
problem. You have a society whose central immediate economic need
is food. You have a society whose own economic plans center on
agricultural expansion. You have a society with a government which
is strong for that part of the world, but less strong and less experi-
enced than the governments of Western Europe. There is a devoted
civil service, qualitatively very high but very limited in numbers.
When you move out into the general population, you find much less
industrial skill, management skill, agricultural skill, skilled labor,
professional cadres of skill than in Western Europe. Finally, you
have a society which is less clear about whether its objectives are
really in harmony with ours than in the case of Western Europe.
It is a society with which communication is much more difficult.

When you pass to a place like Indonesia, you come to a third set
of problems. There the central economic need again relates to agri-
culture and food production. For this purpose, and others, technical
assistance is needed. That is a word. What does it mean? It means
men who can help train other people. It means the need to proceed
through a set of human relationships. Among other things, this
means that America's capacity to help may be much more limited
than our capacity to help Germany or France or Japan or England.
If somebody needs refineries or machine tools, we can give them a
lot of that. But, suppose that somebody needs the kind of a man who
is able and willing to live in the wet tropics for 2 or 3 years, who
is not only a skilled agriculturist but who has the kind of personal
sensitiveness that enables him to work with people whose whole
background, tradition, and outlook are remote from his own; a fellow
who can work with the people who don't speak any language that he
has ever heard of before; a fellow who can adjust his agricultural
techniques to working with primitive tools and with people who
have very limited training. Our capacity to furnish that kind of
man-and especially that kind of man who has a wife who has the
same attributes-is much more limited than our capacity to furnish
machine tools and refineries. There is no point in criticizing anybody
about this. But we might as well face the facts of life.

Furthermore, the capacity of England, Germany, or Japan to ab-
sorb aid in the form of machine tools or refineries is very great. The
capacity of a society like Indonesia to absorb the other kind of aid is
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limited by the rate at which training is possible. They can't absorb
such aid at rates faster than we can find Americans that can help train
Indonesians, or at rates faster than the trainees can learn. That
limits the aid and limits the dollar expenditures.

In summary, I see it this way: It is necessary that we pursue policies
aimed at growth and cohesion, in order to meet any of the contingen-
cies which confront the United States.

Such policies make sense for our own domestic economic needs, the
needs of our foreign policy, and the needs of our national-security
policy. To carry them out, we have available a variety of tools or
instruments-the right kind of trade and import policy, the right
kind of monetary policy, the right atmosphere for the flow of Ameri-
can private investment and private skills that go with private in-
vestment, the right kind of economic aid, the right kind of teclnical
assistance. It is hard to generalize about these in a useful way, except
to say they are all appropriate instruments which wve should be ready
to use, as may be indicated by what we want to accomplish in any par-
ticular place at any particular time.

Thank you, Mr. Chairman.
(The document referred to is as follows:)

TESTIMONY OF MILTON KATZ, HARVARD LAW SCHOOL

UNITED STATES FOREIGN ECONOMIC POLICY IN MEETING THE WORLD CHALLENGE

The foreign economic policy of the United States is a part of United States
foreign policy. It is also a part of general United States economic policy. It
must make sense in terms of both. Since the economy also furnishes the under-
pinning for our Military Establishment, it must make sense in terms of United
States national-security policy as well.

The problems of United States foreign-economic policy have to be appraised in
reference to three contingencies: An indefinite prolongation of international ten-
sion and unrest, a possible eruption of general war, and the possible emergence of
authentic peace. Most Americans would probably estimate the first as the most
likely to be realized, while it is our objective as a nation to prevent the second and
to seek the third. Despite our expectations and purposes, the uncertainties are
so profound, and the consequences of miscalculation would be so serious, that we
cannot wisely base our policies on a definite assumption that any one of these
contingencies would be realized. We must seek possible lines of action which
would prepare us for all three.

I believe that two large themes of United States foreign economic policy can
be identified which would be valid for all three contingencies; and also make
sense in terms of United States foreign policy, general economic policy, and
military policy. These themes are economic growth and economic cohesion:
economic growth within the United States, the nations allied or politically asso-
ciated with it, and the uncommitted nations; and economic cohesion among
these societies.

UNITED STATES ECONOMIC GROWTH

Significance as a common objective of domestic economic policy and foreign
economic policy

Growth is an accepted objective of United States domestic economic policy. It
has been a central theme of American life throughout our history; it is explicitly
or implicitly assumed in the prevailing attitudes of American businessmen, labor
unions, farmers, and professional groups; and it has the express endorsement of
a succession of administrations, Republican and Democratic. Paradoxically, the
stability and vigorous expansion of the United States domestic economy is also
a primary requirement for a successful United States foreign economic policy.
Significance as a factor in protecting the United States against the threat of the

Soviet Union
The growth of the United States economy is necessary to protect us against

the contingency of a general war, since the economy would be the source of the
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armament and equipment needed for the Military Establishment. If the current
international tension and unrest should be indefinitely protracted, a high rate
of growth in the United States economy would be necessary to bring time to our
side; i. e., to improve our relative position as time goes on.

Significance as a factor in creating markets for the products of other societies

The American economy represents almost half the economic activity of the
world outside the Soviet Communist orbit. In consequence, even a relatively
minor and transient downward movement in the American economy can have
multiplied adverse effects in the economies of Western Europe, Latin America,
Japan, Australia, South Asia, the Middle East, and Africa. Conversely, a sus-
tained and increasing rate of activity in the American economy can enlarge
America's availability as a market for the products of these economies. Our
friends throughout the free world and in the uncommitted areas are quite clear
as to the stake which they have in a vigorous and growing American economy.
This is a central need, supported by the common consent of the world outside the
Soviet Communist bloc.

Significance as a source of human and physical capital needed by other societies

The nations of the free world and the uncommitted areas will require skilled
manpower, facilities, and materials to give their peoples the standard of living
which they will demand; to maintain themselves against economic pressure or
the threat of economic pressure; and to achieve any sort of capacity to defend
themselves against armed attack or the threat of such attack. Whatever their
own resources may be or may become, the requirements will greatly exceed their
capacity to meet them. Their own resources will have to be supplemented by
those of the United States. In a maximum measure, it is to be hoped that these
resources may flow through the channels of an expanding international trade
and investment. They may also flow through the channels of Government loans,
grants, or technical assistance. Whatever the channel, the resources must exist
in order to be available. These resources will only be available in adequate
measure if the American economy continues to expand.

GROWTH IN THE ECONOMIES OF THE NATIONS OF THE FREE WORLD AND UNCOMMITTED
AREAS

Significance of such growth for the American economy
It is improbable that the American economy can grow at a satisfactory rate

if the economies of the other free societies and uncommitted areas do not also
expand. Our experience would suggest that a widespread depression in Europe,
Asia, and Latin America would scarcely be conducive to American prosperity.
Our historic experience and the commonsense of this appraisal are supported by
concrete data. The problems and prospects of raw materials supply furnish a

sufficient illustration. As long ago as 1951, the report of the President's Mate-

rials Policy Commission gave warning that the requirements of the United States
for metals already exceeded our capacity to produce them except in the case of
two metals: Magnesium and molybdenum. In substantial degree for some metals,
and in some degree for all metals other than magnesium and molybdenum, the
needs of American industry must be met through imports. American produc-
tivity grows steadily year by year, as does our population. Even if the years
ahead of us should be years of peace, the annual domestic deficit in metals and
the need for importation will continue to grow. Any acceleration in the rate of
armament would intensify the shortfall. It has been estimtaed that by 1975, if
present growth rates are maintained, we shall have to import at least 20 per-
cent of our total raw materials requirements and no less than 55 percent of our
requirements of metals. In consequence, the United States has a long-range
need for growth in metal supplies, and other raw materials supplies, throughout
the free world. The production of raw materials and metals cannot be separated
from the economic life of the countries within which this production must be
sought. It is unrealistic to expect the necessary expansion in these supplies
except as part of a vagorous general growth in those areas,

Significance for American foreign policy and national security policy

The fundamental point has already been made that United States foreign
economic policy must support United States foreign policy and national security
policy. The United States has a vital stake in the stability and independence of
such areas as Western Europe, the Middle East, Latin America, Japan, and
South Asia. It is scarcely necessary to labor the point that these areas cannot
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achieve stability or maintain their independence if their economies should be
feeble and undependable. This point if underscored by what has been described
as the worldwide revolution of rising expectations. To put it somewhat more
simply, there is a widespread conviction among the peoples of Europe, Asia,
Africa, and Latin America that what was good enough for grandfather is not
good enough for them. Rightly or wrongly, wisely or unwisely, they have become
convinced that modern science and technology, and the whole apparatus of
modern industrial society, are adequate to enable them to take a long step for-
ward toward meeting their age-old economic anxieties. This is one of the
central political facts of our time. This surge of demand-these rising expecta-
tions-will mean grave instability and danger unless there is a sufficient prospect
of economic growth to give these peoples hope that their expectations will to
some degree be met.

KEY ELEMENTS OF GROWTH

Up to this point, I have spoken of growth in general, and of its significance in
relation to the objectives of United States foreign policy, national security policy,
and general economic policy. It seems to me also important to identify certain
key sectors within which growth is critical. In broad terms, of course, we must
emphasize growth in the capacity of the United States-and of the nations of
the free world and uncommitted areas-to produce those goods and services which
are essential to a sound standard of living, as a sound standard of living would
be understood by responsible and influential elements of opinion in the re-
spective societies; and also growth in our capacity to produce those goods and
services which are in fact vital to our defense in the contingency of a general
war. Within these very broad terms, I should like to suggest the need for special
attention to three factors:
Quality

This, it seems to me, cannot be overemphasized. In the alinement of forces
in the world today between the United States and other free societies on the
one hand and the Soviet Communist bloc on the other, the essential advantage
of the latter may be said to be in numbers and the central advantage of the
former in quality. I am speaking in broad terms, of course, but the qualifications
to which so broad a statement is unavoidably subject do not materially impair
the point. This incidence of advantage recalls a fact which is often overlooked.
The principal natural resource of any society is neither steel nor coal nor oil nor
water nor transportation nor uranium. It is the quality of its men and women.
That quality is a complex of many factors: The values by which a people lives;
the distribution of character and talent within a society and the opportunity
available to character and talent; the fund of accumulated knowledge and de-
veloped skills; talents of organization and operation; the organization and
methods to increase and effectively transmit accumulated knowledge and skills.
Our immediate qualitative advantage lies in the organization of our industry
and agriculture. That in turn rests upon our technology. That in turn rests
upon our science. That in turn rests upon our total intellectual heritage and
activity. Our total intellectual strength rests upon the great tradition of the
free and self-reliant mind. The tradition of the free and self-reliant mind is
itself one major reflection of our belief in the dignity of the individual and the
ultimate importance of affording him every opportunity for the fulfillment of
his possibilities. In short, when we seek to determine the ultimate source of
our qualitative advantage, we come back to considerations which may be deemed
essentially spiritual and moral.

The same considerations emphasize the overwhelming importance of our educa-
tional system. It may seem odd to talk of moral traditions and an educational
system in testimony about foreign economic policy. In fact, there is nothing
odd about it. Our principal economic resource is the talents and energy of
our people. Our principal capital is our human capital. We must maximize
this resource and this capital. To do so, we must understand the strength
which we draw from American values, and be guided by them. We must also
broaden, invigorate. and steadily improve our entire educational and training
system.
Raw materials

The existing deficiencies in raw materials supply and the need for their ex-
pansion have already been brought out. (See above at pp. 4, 5.)
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Food
This is the central problem of economic growth in the heavily populated areas

of Asia and the Middle East. The immense production of food in the United
States, and the problem of surpluses here, have perhaps tended to obscure the
worldwide picture. Two facts stand out. In the period since 1939, the world-
wide growth in industrial production has far outstripped the worldwide rate
of increase in the supply of food (as it has outstripped the worldwide increase
in the supply of raw materials). In Asia and the Middle East, the so-called
population explosion-the enormous rate of increase in population-has made
the problem of food supply continuously critical. It must be one of the primary
targets of United States foreign economic policy.

ECONOMIC COHESION

Significance in relation to United States foreign policy and national securitg
policy

I take it that the ultimate objective of American foreign policy is a peaceful,
just and workable international order, in which free societies may flourish and
freemen have a reasonable chance to fulfill their potentialities as human
beings. This has been expressed by successive American administrations, Re-
publican and Democratic, as peace with justice and freedom. As an expression
of the central objective of American foreign policy, it seems to me to be valid
and realistic, in the sense that it expresses in governmental terms the instinctive
and persistent attitudes and aspirations of the ordinary American citizen. This
objective has to be translated into operating terms. In operating terms, it means
that United States foreign policy should continue to seek to build political
arrangements which give effect to common interests among the United States,
nations allied or associated with it, and the uncommitted areas. These arrange-
ments should also be designed to reduce the consequences of differences in inter-
est that exist, while taking realistic account of them.

This operating foreign policy has an economic aspect. It is this economic
aspect which I have described as the policy of economic cohesion. It might
also be described as a policy of economic cooperation. In practical terms, this
means the identification of actual economic interests which the United States
and other free nations have in common and the organization of arrangements
to give effect to those common interests. It also means the realistic identifica-
tion of points at which the economic interests or tendencies of the United States
and other free nations or uncommitted areas diverge or conflict, and the organiza-
tion of arrangements to reduce their effect to a minimum. There is another
element of this policy, which should also be kept in mind. Recent events have
demonstrated that the Soviet Communist bloc is not monolithic, and should
not be so regarded. The policy of economic cohesion within the free world
may properly include elements designed to foster the breaking away from the
Soviet Communist bloc of nations now within it. If and when such nations
should break away, for whatever reasons and through whatever means, our
policy should encompass economic measures to reap advantage from such
developments.

At this point, it may be pertinent to refer to the reverse economic strategy
of the Soviet Union. I assume that previous witnesses have referred to the
statement of Joseph Stalin's grand plan of economic strategy against the free
world, published shortly before his death, at the time of the 19th Congress of
the Communist Party in the Soviet Union in the autumn of 1952. At that time,
Stalin's statement was hailed by Pravda as one of the major pronouncements
in the historic development of Soviet ideology. Whatever the changes by
Stalin's successors may eventually prove to be, I know of no reason to believe
that they would dissent from the views which Stalin then expressed. I will not
attempt to repeat at any length a description with which the committee is
familiar. Briefly, Stalin sketched out in some detail a systematic plan to
intensify the forces of disintegration which be considered present in the interna-
tional economy. lHe argued that two parallel world markets existed-the free
world market and the economy of the Soviet Communist bloc. The growth of
the latter, he insisted, meant a shrinkage of the free world market and an
exacerbation of all the divisive tendencies within it. He then sketched out a
course of Soviet policy designed to foster the divisive tendencies. His strategy
of disruption underscores in reverse the wisdom and necessity of an American
policy of cohesion.
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The sorting out of ends and means
In the pursuit of these policies, it is important to distinguish among ends

and means, and to work out a suitable relation of means to ends. Particular
trade or investment policies or measures of economic aid or technical assistance
are most usefully considered as instruments to help achieve ends, and not as
ends in themselves. They can be sensibly appraised only in reference to the
particular purposes for which it may be proposed to use them, and the alterna-
tive means which may be available.
The means for economic cohesion

In discussing United States economic growth, I stressed, among other things,
its significance for a policy of economic cohesion. I referred to its importance
for the creation of a market for the products of other free nations and the un-
committed areas; and also to its importance for the creation of an adequate
supply of skilled manpower, facilities, and materials needed by other free
societies and the uncommitted areas.

The other principal instruments of economic cohesion are trade policy, es-
pecially import policy; private investment; United States Government loans;
United States Government grants; technical assistance; and monetary policy.
For reasons already expressed, it is difficult to discuss these except in relation
to particular objectives and situations. In the remainder of this testimony,
I shall try to discuss certain aspects of import policy and private investment,
and certain aspects of economic aid and technical assistance, on an illustrative
basis, in an effort to indicate some of the possibilities and guidelines.

Multilateral trade and private investment.-I have already referred to the long-
range need of the United States for growth in metal supplies, and in the sup-
plies of other raw materials, throughout the world outside the Soviet Communist
orbit. The expansion of metal production will require capital. The sources
of private investment capital in America are abundant. The long-range need
for an expansion in metal imports by the United States, and the availability of
investment capital in the United States, could be mutually supporting. The
need for imports could be made the basis of a stable American market for metals
produced abroad, and the prospect of such a market could make the producing
enterprises an attractive and practical opportunity for dollar investment.

In Middle America and South America, and in the emerging economies of Asia
and Africa, the central need and the constant anxiety of peoples and governments
is for internal development. Such development requires capital. Although lo-
cal sources of capital are in some degree available, the need will be urgent for
capital from external sources. An inflow of investment from the United States
could help support the growth for which these societies yearn.

The highly industrialized nations of free Europe have a stake in the long-
range expansion of metal production not unlike our own. In addition, they will
continue to require vital imports from the United States and elsewhere in
North and South America, where these must be bought with dollars. They might
earn dollars by selling needed manufactures to the rapidly growing economies of
Asia and Africa and Latin America, within which dollars might become available
through expanded American purchases of metals and expanded American
investment.

The prospect thus emerges for an interlocking network of imports, exports, in-
vestment, and exchange, flowing from available capacity and toward authentic
need, to the benefit of all the participants. This prospect, however, assumes
the happy realization of potentialities which in fact may never be realized. The
potential can become actual only to the extent that long-range economic need can
be translated into political action. Historic attitudes, contemporary passions,
and local or transient needs or impressions of need may deny the possibility.
In the United States, wise import and investment policy might be frustrated
by the mental habit of protectionist thought and the varied impact of general
measures upon particular sectors of the economy. In Asia and Africa, political
judgment based upon actual need might be swept aside by fierce nationalism,
a bitter distrust of any arrangement which seems to smack in any way of out-
grown colonial relationships, and the confusion engendered by rapid growth
and inexperience. In free Europe, exports might be impeded by the diversion
of resources and the raising of unit costs through inflation and outworn habits
of organization and operation.

These problems illustrate the immense and intricate reach of the implica-
tions of world trade, and illuminate the conflicting possibilities. There are
factors and forces which, if they should prevail, would tend to knit the free
world together in vigorous growth. There are factors and forces which, if
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they should prevail, would tend to tear us apart. The outcome will turn upon
the wisdom of our policies and our tenacity and skill in execution.

Economic aid and technical assistance.-In the experience of the United
States since World War II, several different types of policy and activity can
be identified which are sometimes lumped together under the single rubric of
economic aid.

The Marshall plan represented one kind of economic aid: to advanced and
highly sophisticated industrial societies, badly in need of repairs from war
damage, an immense increase in capital equipment, and the reconstruction and
further development of an intricate pattern of trade relationships.

Economic aid to a society like India is a very different matter. It is aid
to a society in which the most acute immediate need is for the expansion of
its food supplies, and within which existing economic plans are centered upon
the expansion of agricultural production. It involves an economy less ad-
vanced and less powerful than those of Western Europe, and a population less
highly trained and skilled than that of Western Europe. It involves a Gov-
ernment possessing considerable elements of strength and skill, with a broadly
accepted leadership, and a highly competent if comparatively small group of
public administrative officials.

An aid program to a society like Indonesia is again quite different. The
emphasis is upon the development of various skills through training, including
such skills as the capacity to speak a widely used language and the elementary
processes of governmental operation, such as bookkeeping and accounting.
There is also an emphasis upon food production comparable to that of India,
but in an economy and under a governmental structure much less highly
developed than that of India.

These differences have widely pervasive consequences. Perhaps one rather
elementary illustration may illuminate the point. If the need of a society
is for machine tools or refineries (e. g., Western Europe under the Marshall
plan), the need is for a product which the United States has great capacity
to supply. On the other hand, to carry out a technical assistance program in a
newly emerging agricultural society in the Tropics, the need may be for
personnel who not only possess important technical skills, such as agricultural
technology, but who are also gifted in teaching, able and willing to accommodate
themselves to the conditions of life in the Tropics, able to master the difficulties
of an unfamiliar language and culture, and capable of sensitive understanding
of peoples whose background and temperament are very different from their
own. Although the measure of such a need in financial terms may be very
much smaller than the scale of need in Western Europe under the Marshall
plan, the actual current capacity of the United States to furnish the type of
personnel required may be much more limited than our capacity to furnish
machine tools or refinery equipment. There are comparable differences in the
capacity of the respective societies to absorb particular kinds or amounts of
assistance.

SUMMING UP

The economic sector is one of the major fronts on which the contemporary
world challenges the United States. The challenge manifests itself in an
infinite variety of concrete problems. The continuous process of coping with
these problems will be more effective if it is guided by broad policies which
take account of the main contingencies confronting the Nation, its central
objectives, and its historic tendencies. These policies should group themselves
about two main themes: economic growth and economic cohesion. These
themes Interlock and are mutually supporting. To carry them out, an imagina-
tive and realistic use of all the instruments available will be necessary, with
the choice of particular instruments in particular situations governed by the
particular facts. The key sectors of growth are quality manpower, food, and
raw materials. The key instruments of cohesion are trade policy, especially
import policy; private investment; United States Government loans and
grants in their many forms; technical assistance; and international monetary
policy.

Representative BOLLING. Thank you very much.
Our final witness in this series is Dr. Roy L. Reierson, vice president

of the Bankers Trust Co., of New York. Dr. Reierson too has degrees
earned on both sides of the Atlantic. Dr. Reierson has been a con-
sulting economist and university lecturer. During World War II, he
was in the United States Navy.
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His reputation as an analyst of the economy and his previous service
to the Joint Economic Committee made him the logical choice for
presenting to us the summation of implications for the United States
economy of this world challenge which has been developed in these
hearings.

Dr. Reierson, we are pleased that you would come this morning to
perform this important task.

STATEMENT OF ROY L. REIERSON, VICE PRESIDENT, BANKERS
TRUST CO.

Dr. REIERSON. Thank you, Mr. Chairman.
When we speak of the world challenge in the context of the present

international economy, we have in mind, foremost, the conditions
created by the contest between the economy of the United States and
that of the Soviet orbit. I shall have to ignore matters involving
military or diplomatic considerations, for although these may have
a crucial bearing upon economic problems, they are beyond my knowl-
edge or competence.

However, expansion of the Soviet economy is important not only
from the military point of view; it is becoming a growing factor in
international political strategy, as evidenced by the rapidly increasing
importance of economic measures and influences in the struggle be-
tween East and West.

THE PROBLEM OF GROWTH: U. S. A. VERSUS U. S. S. R.

Despite the lack of adequate and reliable data, competent observers
generally agree that the economy of Soviet Russia is expanding at a
significantly faster rate than that of the United States. This is not
altogether remarkable, since Russia is in an earlier stage of industrial
development, where growth tends to be more rapid since it starts from
a lower base. More pertinent is the fact that the Soviet Union seems
to be raising its industrial output more rapidly even than did the
United States when we were in a comparable stage of development.

This too is not unexpected; scientific and technological advances
and their impact upon means of production and transportation pre-
sumably permit more rapid growth than was possible in the 19th
century. Thus the notion that the American economy must expand
as rapidly as that of the U. S. S. R. in order to hold its own over a
protracted period would seem to ignore essential differences in the
relative stages of industrial development.

A more important problem than that of matching rates of growth
in the aggregate is to compare expansion in the various sectors of
the Soviet and free economies. The U. S. S. R. appears to be devot-
ing a larger share of its national economic output to investment, es-
pecially in heavy industry and equipment.

As of today, the Soviet Union, including its satellites, still lags
behind the United States in heavy industry, production of energy,
and output of most basic industrial materials. Furthermore in strik-
ing a balance we should not ignore the large productive resources of
the free nations other than ourselves, many of which have great poten-
tials for economic growth.

Nevertheless, the strong and continuing buildup of Soviet indus-
trial capacity does justify giving some consideration to the effort that
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would be required of the United States economy should we attempt to
retain or increase our present lead over the Soviet Union.

MATCHING SOVIET EXPANSION

With our production advantage, we have good reason to believe that
we can surpass the U. S. S. R. in any economic endeavor for which we
are willing to marshal our resources.

However, it should be noted that the Soviet economy has been de-
liberately regimented to foster expansion of heavy industry at the
expense of the consumer market, and that according to some experts,
consequently, Soviet personal consumption per head is, in real terms,
only one-fifth to one-seventh of that in the United States.

Therefore we must recognize that a program of matching the Rus-
sian growth rate in heavy industrial capacity would require a con-
certed national effort on our part, encompassing far-reaching changes
in our use of economic resources, in our patterns of saving and invest-
ment and in our governmental policies.

In contrast to the Soviet Union, where economic decisions are made
by Government fiat, the United States economy has been shaped in
substantial measure by the demands of consumers, and the rates of
growth in different sectors of the economy reflect the ways in which
consumers wish to allocate their incomes.

If the United States were to attempt to match the Soviet rate of
growth in heavy industry, consumer preferences and business judg-
ments would have to be subordinated to decisions by national plan-
ners, whose task it would be to achieve a larger increase in investment
spending and a sharp reduction in consumer buying, in-residential and
commercial building, and in nonessential public projects as well.

In the first instance, tax policy would probably be utilized to work
toward this change. To reduce consumer spending would require in-
creased taxes on consumption, higher rates of income taxation for the
great bulk of taxpayers, possibly lower exemptions, and changes in
our tax policies in order to stimulate savings. However such measures
obviously are politically unpalatable and would probably fall short of
what would be needed, so that we would still face large Treasury defi-
cits, a shortage of savings and consequently a substantial increase in
bank credit and the money supply. Business activity, too, would prob-
ably add to the pressures for credit expansion. In such an economy,
moreover, shortages of labor and materials would be a realistic ex-
pectation, which would, in turn, contribute to a wage-cost-price spiral
that would expand disposable income at the very time that more of
our national output was being channeled away from consumer goods
and into capital investment.

Thus, a combination of shortages and inflationary pressures would
eventually confront us with the distasteful alternatives of either a
powerful uptrend in the price level or a comprehensive system of eco-
nomic controls which to be effective would have to be far more vigor-
ous, restrictive, and comprehensive than any we have yet attempted.

THE NEARER CHALLENGE

At this time, fortunately, we do not face an economic emergency in
our competition with the Soviet Union. Some experts have concluded
that the output of the American economy in real terms may be as much
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as 3 times that of the U. S. S. R., despite the latter's 20-percent popula-
tion advantage. Even if the present differential rates of growth are
maintained, many years will pass before the Russian economy can
approximate ours in aggregate output, nor shall we soon lose our posi-
tion as the world's leading industrial nation.

Consequently, I believe we need not today embark upon a compre-
hensive and far-reaching program to match the rate of industrial
growth of the Soviet Union. In fact, I suggest that under present
conditions it would be a mistake to channel all our energies and our
resources into a single-minded national effort directed toward out-
pacing the present rate of Russian growth in heavy industrial capacity.

I submit that the real task is to develop a realistic economic policy
that will permit us to gain ground in an international struggle likely
to last for a long time to come.

This means building an economy which can grow soundly in all
major sectors, which avoids large-scale unemployment and other set-
backs, and which can flexibly and successfully meet challenges not only
in the field of military equipment or heavy industrial production, but
also in such fields as scientific knowledge, international investment,
internatoional finance, technical assistance, and the entire range of
endeavor upon which economic as well as political leadership must be
built.

Obviously, the current world situation has some important bearings
for United States economic policy. Perhaps the most immediate con-
sequence is that we face the prospect of a sustained high and probably
rising level of military spending in the years ahead. Obsolescence has
become a pronounced feature of modern industrial society, but no-
where does obsolescence proceed as rapidly as in military equipment.
A corollary is that much equipment has become more and more com-
plex and requires ever greater skill in its operation. Thus, the cost
of military preparedness is likely to continue upward even in the
absence of any dire emergency, and this suggests continuing high
demands on the Treasury budget.

Another requirement would seem to be an industrial establishment
adequate not only to meet current production demands but also with
sufficient reserve capacity to cope with the strains and needs that are
likely to come upon us unexpectedly from various parts of the globe;
in fact, recurring strains seem to -be part and parcel of the world
situation, and pose a very real challenge to our economy when they
occur. I am not suggesting that national economic policy at all
times should favor industrial expansion ahead of other economic or
social objectives, but I do suggest that in some basic industries the
problem of encouraging and facilitating expansion-presumably by
way of rapid amortization for tax purposes-be considered carefully
not only in the light of our economic needs alone, but also in the light
of future international economic opportunities, pressures and perils.

Furthermore we need to give continuing attention to the problem of
assuring a sustainable high level of capital investment, particularly
in the industrial sector of the economy.

Another important task is the furtherance of education. The
urgency of this goal is so well known that it surely requires no de-
tailed comment, nor need one dwell on the implications of a failure
to meet Soviet competition in supplying our friends and our customers
abroad with the technicians they require in connection with invest-
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ment and development projects. If we are unable to provide our
modern society with the teachers, scientists, and engineers needed to
sustain progress, we shall have failed to meet the most critical chal-
lenge of all.

Closely related to education is the need to foster dynamic scientific
advancement. Rapid obsolescence of industrial facilities can be both
an asset and a liability. If we can maintain our position as the world's
pioneer in technology, we may hope not only to improve our standing
in the international economic arena but also, perhaps, to have less
cause for concern over industrial expansion abroad.

An important although frequently ignored point, finally, is the
advantage we now enjoy through the key position of the United States
dollar in international trade and finance. Maintenance of a sound
and stable dollar and a sound and stable financil system which merits
the confidence of the rest of the world is a tremendous asset in the
challenge we face. Here again as elsewhere, however, this challenge
has some important implications for United States credit policy and
economic policy in general.

IMPLICATIONS FOR ECONOMIC POLICY

These requirements are not spectacular; meeting them should not
be an insuperable task in our expanding economy. The underlying
prerequisite, however, is that the domestic economic policy of the
United States be designed to meet three general and interrelated
objectives: (1) To encourage stable economic growth; (2) to mini-
mize cyclical instability in employment and business activity; and
(3) to curb fluctuations in the general price level. These three ob-
jectives are interdependent in that cyclical instability and large price
movements slow down the rate of secular growth of the economy while
excessively rapid expansion may make it more difficult to avert cyclical
corrections in activity and prices.

Unfortunately, our economy today seems to be falling short of
meeting some of the requirements for sound and stable progress. In-
flationary pressures have been dominating the scene for the past 18
months. Wage rates are being marked up rapidly, costs are rising,
and price increases are the order of the day. Savings have failed to
keep pace with investment demands; and the Treasury budget is in
precarious balance even though output and incomes are at record
levels. Public-works programs a-re rising despite shortages of both
materials and funds.

If we are not to jeopardize our prospects for sound and stable
economic progress, we shall have to face up to some difficult ques-
tions. One problem is the rapid annual increase in labor costs which
bears so large a share of responsibility for the rising trend of prices.
Another is posed by the Treasury budget; if we are to meet continu-
ing large and rising requirements for defense and at the same time
avoid the inflationary repercussions of budget deficits, we must exer-
cise restraint in our demands for increased Government outlays for
purposes that are socially desirable but are not of pressing importance
and at the same time we must resist the pressures for premature tax
reductions.

Yet another problem is how to increase the flow of savings in order
to meet the large needs for investment funds. In this connection,
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it is disturbing that many proposals are being advocated which seek
to deal with this problem by contributing further to inflationary
pressures; in particular, it has been suggested that the shortage of
savings could be met by relaxing credit restraint and facilitating the
additional expansion of bank credit, or by having the Treasury step
in to provide substantial amounts of funds for a variety of purposes
and to a variety of borrowers. In the present economic climate, such
measures would increase the chances of a cyclical correction and
reduce our prospects for maintaining steady growth.

INTERNATIONAL ECONOMIC POLICY

In the field of international economic policy, the problems we face
are even more involved than those at home, since we are here con-
fronted with diverse economic, social, political, and cultural systems
with widely differing national aims and aspirations. This is a sub-
ject about which I shall speak with brevity, diffidence and much un-
certainty. To facilitate the development of the free world's natural
and industrial resources, we need to share with others our scientific
and technological knowledge. In addition there are continuing sizable
demands for economic and financial aid, and there are many require-
ments and opportunities for direct investment abroad, and here we
are confronted with some difficult decisions.

Government loans and grants have in many instances proven an
effective tool for strengthening the economic condition of the free
world as a whole.

However, our foreign-aid program should be formulated with ref-
erence to the entire budget situation, including our domestic require-
ments for defense and other essential purposes. An even more signif-
icant contribution to the economic strength of the free world can be
made by the foreign investment of United States capital, but here
again, we must realize that the expansion of our own economy has
led to a growing need for investment funds at home; some recasting
of foreign development plans may be needed to bring them into closer
correspondence with resources that can be provided by the countries
directly concerned.

In sum, our resources-material and financial-are not unlimited,
and some hard choices of priority will have to be made to achieve
a sensible and realistic allocation. We may reassure ourselves with
the knowledge that these facts of economic life probably apply equally
to the Communist world.

A dynamic and expanding American economy will be of incalculable
benefit to the entire free world. We shall have to rely to an increas-
ing extent upon foreign supplies of many basic raw materials; this will
make dollars available for the purchase of the capital equipment
upon which economic expansion abroad is dependent. In fact, the
dollars provided by our imports will far exceed, obviously, any
amounts that we seem likely to make available through loans and
grants. Thus, efforts to whittle down the barriers to international
trade are of continuing importance.

These efforts rest on sound economic principles but here again in
formulating our trade policy we cannot ignore considerations of
national defense since foreign sources of supply may be interrupted
with more or less serious consequences to the American economy.
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Where this leaves us with reference to the specifics of a trade policy
I am not prepared and probably not qualified to say.

Finally, our role in the world economy underscores the necessity
of maintaining our economy sound and activity high; efforts to mini-
mize the fluctuations of the business cycle are crucial not only to
ourselves but also to the rest of the free world.

Perhaps we should devote more of our energies to studying the
problems of prosperity, which are no less real or serious than the
problems of depression to which we have devoted our attention through
so much of the past. Assuredly, unless we succeed in coping with the
problems created by rapid expansion, we shall increase the risk of
economic adversity. And this is a risk which today, more than ever
before, we cannot afford to take.

My purpose has been more to raise questions that require further
study rather than to suggest specific solutions to the many problems
that confront us on every side. The Joint Economic Committee and
its highly competent staff have, over the years, contributed much to
broader understanding and enlightenment on many economic issues.
If what I have said this morning has any meaning, it portends, for
the committee and for its staff, yet greater activity and an even more
important contribution in the future.

Representative BOLLING. Thank you, sir.
Senator Flanders, do you have some questions?
Senator FLANDERS. Dr. Roberts, you gave verbally, and I shall be

able to read it in the record what seemed to me a very good expression
of the Soviet purpose. I wonder if you would feel that the American
purpose could be expressed concisely in words somewhat like these
that our purpose is to extend the world area of prosperous freedom?

Dr. ROBERTS. Yes, sir.
Senator FLANDERS. It isn't to beat the Soviet in tons -of steel. It

isn't to do anything except something for the advantage of the people
of the world. That is the way I would like to see our purpose expressed.

Now, Mr. Heymann, on page 2 of your document the ninth line,
you spelled autarky correctly for your meaning. If you have read
through my questions, you will note that it is spelled with a "ch" which
has a very different meaning, and I want to assure you that my original
handwritten manuscript used a "k" but somebody thought perhaps I
didn't mean it. So you can mentally spell it with a "k."

Now on page 7, I am particularly impressed with the way in which
you lead up to the suggestion of a "no strings" approach to aid. I
think it is a very good statement of a very necessary change in policy
on our part.

I was interested in your statistics with regard to Afghanistan. In
fact, your statistics as a, whole are a very valuable contribution to
this discussion. I have been told by friends who have been stationed
in Afghanistan that the contributions made by the Soviet Government
are not merely for the place and situation rather extensive, but that
they are spectacular and that that spectacularity has been a part of
their more or less successful dealings with the Government of
Afghanistan.

I am going to say a word more about grain elevators before I get
through, but that I understand was quite an architectural achievement.

Mr. HEYMANN. May I interject that the Soviet export of grain
elevators to Afghanistan is a good example of the political motiva-
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tion of this trade. The Soviet Union's greatest problem in the current
agricultural year was what to do with the bumper crop of grain that
was harvested. They have no surplus position of grain elevators in
the Soviet Union. It is not only a spectacular example of the size
and nature of foreign aid projects but also a good illustration I think
of the general point I w as trying to make that this new foreign aid
effort is certainly not motivated by any economic pressure to export
machinery and equipment surpluses.

Senator FLANDERS. Yes.
Dr. Rostow, on page 5, the second full paragraph:
In short, the desire for economic growth in the transitional areas arises directly

from the deepest hopes and aspirations of their political leaders and their
peoples. It is an essential means for the creation of effective modern states
capable of achieving and maintaining independent status on the world scene,
capable of providing a regularly rising standard of welfare for their citizens.

As a matter of fact, as we look around through the development of
the various of these new and the older countries coming out of stag-
nation, can you not translate this paragraph into a sort of an instinc-
tive aiming for autarky?

Dr. ROSTOW. I think, sir, that the initial approach to economic
development of countries newly freed, newly feeling their oats, as it
were, in terms of independence, was autarkic. I had the occasion to
have to sit through a good many early postwar U. N. meetings and
listen to the speeches of peoples from underdeveloped areas; and they
had the notion, somehow, that the maintenance of their old ties of
trade with the world, through raw materials and foodstuffs, was asso-
ciated with colonial dependence and humiliation; and their first
instincts were toward autarky.

But one of the wholesome things that happens in the world, as
you know better than I, sir, as with individuals, is that responsibility
and the fact of responsibility sometimes produces quite radical
changes in thought. And one of the wholesome changes that has
come in the thought of the economists of the transitional nations is
an awareness that very few of them have the capability both to grow
and to maintain autarky. The kind of box in which the Argentine got
itself-that is, of cutting down its exports of foodstuffs and building
steel mills, leading to a very severe foreign exchange crisis-has had
a salutary effect on a good many countries. I should say that the
level of 5-year planning in countries like India and Pakistan is re-
markably sensible with respect to the foreign exchange problem. The
old mythology-that trade in foodstuffs and raw materials destroys
independence-remains to a degree; but on the whole I would say
the trend in thought and policy is wholesome.

Senator FLANDERS. I am glad to hear from you on that.
On page 7-I chanced to be in India last December when Krushlchev

and Buloanin were there, and it was astonishing to see the way in
which the Indian crowd were brought together by the Government so
as to give them a good show.

I also enjoyed the privilege of seeing them off, which was likewise
a good show. People came thereby every means of transportation
from feet, bicycles, to camels, and the crowd was enormous.

But I think you are right in saying that there has been a perceptible
coolness developing and as a matter of fact during that period every
day in interviews Nehru had occasion to counteract some of the
remarks of one or the other.
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But while millions heard them, only tens of thousands read, so
that the net result would naturally have been disastrous.

Now, on page 8, yesterday I suggested along the lines of my series
of questions that the southern and eastern Asian nations running
from Pakistan to Japan could develop a community of interest and
that in a way they fitted into each other, not perfectly of course, and
that Japan's future lay along that line, and it seemed to me to have
big opportunities for India as well.

Just as one item, the Indian merchant is more acceptable in the
Pacific area than the Japanese merchant and it might well be that
a union of effort throughout that whole area with the food surplus
and the food deficit countries might work out in such a way that
Japan would not depend on underselling in our markets to maintain
its economy and in the discussion yesterday some difficulties were
brought out.

But I would hope that India might look on Japanese industrial
development as the pattern rather than Chinese industrial develop-
ment. And I offer that to the Indian Government for what it is
worth.

Now, on page 9, may I ask whether in the fourth line of the second
full paragraph I read correctly when I read "And support for the
U. N. without a United States force in being." Don t you mean
without a U. N. force in being?

Dr. ROSTOW. No, sir. I meant United States. What I had in mind
there is that the U. N. is, I think, a remarkably valuable political in-
strument of coalition for the free world. But, if I may speak as a
former U. N. Secretariat member, I am acutely aware that we should
never be taken in by the magic of that coalition, independent of
American policy and American force. When we can create with
skillful American diplomacy a true coalition in the U. N., it is a
remarkable and a powerful force. The U. N. can be the most im-
portant diplomatic instrument at our disposal to move toward unity
and peace in the world. But we should not forget that its underlying
strength lies not merely in the ability to get a unanimous vote, but in
the fact that American force, American purpose and American dip-
lomacy is its its cornerstone.

I think sometimes we tend to be taken in by the magic of the U. N.
without realizing the extent to which what the United States does
or fails to do is a determining element in its true meaning and efficacy.

Senator FLANDERS. I think I get your meaning now. You would
be saying that we should not depend on the U. N. and let the United
States force in being decline certainly not while the U. N. also had
no force in being. Doesn't that double the bad judgment?

Dr. RosTow. I agree, sir. What I had in mind was something
quite concrete. I am, of course, fascinated with the unique and revo-
lutionary experiment with the emergency force in the Middle East.

But the viability of those troops under General Burns, it seems to
me, hinges on two facts about the United States.

First, if the Soviet Union should move a force into that area we
would take direct responsibility to counter it. Second, if Nasser or
any other local force-British, French or Middle Eastern-should
move against it, that force would find itself ultimately up against
the counterforce of the United States. To put things into the U. N.
is simply one method for making our leadership and our force effec-
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tive in the world. Under certain circumstances it is certainly the
best method; but it does not remove from us the responsibility-

Senator FLANDERS. May I ask whether you would have been favor-
able to our sending military assistance to Vietnam at the time when
the Chinese came down and made it possible for the Vietminh forces
to take over a large part of the country? Would you have been
favorable to using United States forces at that time and place?

Maybe that is an unfair question but I think the answer is-your
point of view involves a case of that sort.

Dr. ROSTOW. There are no unfair questions for professors as op-
posed to politicians. My own view of that question-for what it may
be worth-is that if we had moved fast enough and early enough-
by that I mean if we had moved directly after the Korean war-
we might have salvaged northern Vietnam but not simply by a show
of American force.

We were caught in a position where American money was being
used to back French colonialism; and I can conceive of no military
operation in that area, no realistic one-and as the Hungarian situa-
tion shows perhaps no military operation-that would have held that
area for the free world if we had not, as a prior condition, created
an independent Vietnam state.

Senator FLANDERS. I think you have answered your question so far
as my question is concerned.

Dr. ROSTOW. I think we could have saved Indochina not by moving
at the time of Dienbienphu, but immediately after the Korean war,
and if we had preceded any such American movement with a clean-
ing out of French colonialism and all it stood for.

Senator FLANDERS. Mr. Katz, I am glad to see you again. I have
seen you before. On your manuscript my first note is on the first page,
the second paragraph, "An indefinite prolongation of international
tension and unrest.' I just want to suggest that an element in that
is the atomic stalemate.

Mr. KATZ. Very much so.
Senator FLANDERS. On page 2, I was reminded there to say that

my list of questions is not statements or pronouncements. The only
pronouncement is that I shall have to have the questions answered in
a satisfactory way before I know how to vote, so don't look at
them as definite expressions of opinion. But they are important in
that I do not yet know how I am going to vote and I think there are
a great many other Senators, possibly even some Representatives in
the same category. So the answering of questions becomes for me at
least personally an important matter.

Now, on page 3-this is in general the significance of active trade
between the countries. May I just interpose a remark here? I would
raise the question as to whether it is not best for the world for Ameri-
can capital and American technical ability to develop in other low
standard countries industries with which we will not be able to
compete.

I am just making that as a suggestion. I am not sure but what
that is the case provided we can chrange our domestic policies in such
a way as to safeguard our own standard of living and our own insti-
tutions. And as I indicated in the questions, I do not see what the
limits are for that procedure and what industries would be safe, would
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be sure of maintaining their position in world competition in view of
our ability to export capital and technical assistance.

I might also say that I gave yesterday Willard Thorp the task for
writing for inclusion in the record his concept of how the balance
of trade and the balance of payments would be attained under con-
ditions of a fostered competition on our part which became very exten-
sive. I may also say now I am making speeches instead of asking
questions.

Representative BOLLING. This is a very brief one.
Mr. KATZ. A very good speech.
Senator FLANDERS. I will come back to questions in a moment.
These questions were brought into focus by the fact that for the

first time we face the competition of this sort in a major industry, to
wit, the textile industry. I have been told that I should be willing to
sacrifice the small industries that are up my way, like for instance the
plywood industry and other industries-I don't enjoy doing that and
1 protest against it. But when it comes to a major industry you have
to stop and think and so it was in view of that that I drew up this set
of questions.

Now on page 7 you emphasized the overwhelming importance of our
educational system. I am going to make another very brief speech.
Our education system is a shambles. It is in the hands of the pro-
fessors and developers of a pseudoscience of education. It started
with a Vermonter. It started with Dr. Dewey. He transmitted the
laying on of hand to Dr. Kilpatrick who took it to Teachers College
in New York. Teachers College in New York has spread it over the
whole Nation. It is entrenched. It is so entrenched that local en-
deavors to get it out are sabotaged. Now I just can give you some of
the examples of this as I have seen it up in my own State.

I have for instance four grandchildren in high school. I don't
know about the fourth but I do know that three of them in high school
are writing rather good theses and essays and are not corrected in
spelling. They communicate, that's all that is necessary, the hell
with spelling. They are able to communicate.

Furthermore the leading citizens of the town in which I live,
Springfield, Vt., were hypnotized into a statement of educational
policies which includes this: That examinations shall be student
based and not subject based. In other words it is of no great impor-
tance whether a child really understands the mathematics so long as
he is working hard at it. If so, he gets a good grade. But as to
whether or not he has achieved a satisfactory degree of proficiency in
mathematics is not of any particular interest to the school on the
basis of that situation.

It has gone beyond Teachers College. It is further development
which is shown in a book recently published by Dr. BrumbaugE who
is the head of the college of educational instruction in New York
University. He carries the thing to its next step. There is no truth
to be instilled. Everything is arrived at with the students and scholars
by consultation and discussion and decision, and our children on the
basis of that book and the already developing features of the present
practice are being trained, without our desire, without our intention,
for communal living, not communism but for living as the ants live in
anthills. And it is a terrific situation. If one one-hundredth of the
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activity we have been putting into fighting Communist infiltration was
applied to fighting this communal development we would be accom-
plishing something that this country very badly needs.

Mr. KATZ. Hear, hear.
Senator FLANDERS. I am going to ask questions now.
Page 8, the primary importance of food, Mr. Katz, you have

stated there very profoundly and that is particularly true for India.
I have been somewhat fearful that they were beginning to think too
much in terms of tons of steel and were not in their second, and
particularly the prospective third, 5-year plan, focusing it down on
the well-being of the individual.

They have birth-control clinics in the jungle now, but how good
they are I wasn't able to learn.

Now on page 15:
The need may be for personnel not only to possess technical skills, agricultural

technology, gifted in teaching, able and willing to accommodate themselves to
the conditions of life in the tropics, able to master the difficulties of unfamiliar
language and culture.

That is a very important set of requirements. The place, where so
far as my knowledge goes, that that has been best carried out is by the
Australians in the mandate in New Guinea where they have been
doing a perfectly wondcrful job along those lines.

We go at the thing too superficially by far, and there has to be a
degree of depreciation, as well as new schools, which we have not yet
put into the thing.

I am glad that you brought those points out.
Mr. KATZ. Senator Flanders, might I interject a comment? Would

you permit me to do so on two of the questions?
Senator FLANDERS. I was supposed to ask you a question, so you are

entitled to answer. Yes.
Mr. KATZ. I will try to answer two questions implicit in the admi-

rable statement you made. First, when you asked what kind of indus-
tries we can safely foster which will not potentially create too great
competition, I would like to make two points on that only, Senator.
The first I have not previously made, and that is this: I suggest to you
the great danger of putting that question and examining it against a
static background. For example, take a textile mill in India. If you
assume that the American economy stays where it is and does not
move, and that the Indian economy stays where it is and does not move,
then a cotton-cloth mill in India might possibly be a threat to the
cotton-cloth mills in North Carolina or Massachusetts. If you as-
sume an Indian economy that is vigorously growing and an American
economy that is vigorously growing, a cotton-cloth mill in India might
never even be noticed by American manufacturers in North Carolina
or Massachusetts.

If you have a general growth in India of which this cotton-cloth
mill would be just one piece, if you look ahead to a growing, free
world economy, then we will not face the kind of problem that we
envisage if we unconsciously assume the continuation of present levels
of activity. I think this is the first point I would like to stress. The
second point I would like to mention is to repeat again what I did
mention in my testimony. That is this: Whatever else we may or may
not wisely permit ourselves to import, I see no room for reasonable
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difference of opinion in the raw-material sector; that, we have to have.
Senator FLANDERS. Yes.
Mr. KATZ. The other point I would like to make would be on your

comment about education. I would like here to take an opportunity
to make a positive suggestion. In the last analysis an educational
system depends upon teachers and students. What we desperately
need if we are ever to solve the education problem in the United States,
both as it is and as it will be, will be to make the teaching profession
very, very attractive to first-rate people.

Senator FLANDERS. May I just interpose a remark there? And
make it the ability to transmit a subject to the student the test of the
ability of a teacher rather than the degrees he has obtained in a
pseudoscience?

Mr. KATZ. I would agree with that.
If you have first-rate men and women in the teaching profession,

then any tendencies to pseudoscience will be kept in hand. If we can
get and keep enough first-rate people in the teaching profession the
elements of rubbish which may now be present in our educational
system will gradually be eliminated or minimized. This brings me
to the question of how we can get and keep enough first-rate men and
women in the teaching profession. I will ask you to permit me to
speak a minute or two on this. It means you have to make the pro-
fession attractive. In the context of American life, that means a
combination of money and social status, and they are interrelated.
As to the salary level question, I will only repeat what I was told a
businessman once said about the matter which is the best summary I
ever heard. The question was: What is the right level of compensa-
tion for teachers at all levels of American life? His answer was:
"Well, when your boy is trying to decide what he should do with
himself and when you say, 'Son, have you thought of teaching?' then
our salary levels will be right, and not until then."

Representative BOLLING. I heard, when I was in my district, the
president of St. Louis University who is a member of the President's
Commission on Education Beyond the High School, state that among
their findings they had learned that in the Soviet Union they placed
the college teacher second highest in terms of monetary reward.
The only person who received higher awards in material rewards in
the Soviet Union was the newspaperman, the journalist. I didn't
have a chance to verify this. He said that the average college teacher
college professor in the Soviet Union was paid the equivalent oi
$25,000 a year. And it seems to me that this emphasis is precisely
the point that you have been talking about.

Since I did come out of the teaching profession, it seems to me
although I never took any of these courses and consequently was
qualified to teach only in colleges and not public schools-it seems to
me that it is important, since the record is so full of this, to point
out that although I am no expert on Mr. Dewey, that Mr. Dewey was
after all an extreme reaction to an extreme, and the dilemma that
American education faces today, if I understand it, is probable to
digest and create a new synthesis of the point that Mr. Dewey tried
to make: that we should pay some attention to the personality and not
just to the subject-with the old idea that we should pay attention just
to the subject. I would be happy to report to the Senator that per-
haps because we are so far out in the middle of the country when I
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visited a number of high-school classes in the last month I found that
they knew a great deal about subject matter but that there was some
attention also being given to their personalities.

Senator FLANDERS. Well, I think, Mr. Chairman, that I have spoken
enough. Mr. Reierson also touched on the subject of education and
on the outward purposes of the Soviet Government and I think I will
just end by saying that I think we should make clear that the competi-
tion which we are engaged in, the world over, is one of the well being
of people and not tons of steel.

Representative BOLLING. Dr. Rostow, I have one question. It has
already been discussed. In your statement on page 9 in the second
full paragraph. It seems to me that the really key phrase you use is
in effect in parentheses. It is between dashes: "And the evident will
to use the force if necessary."

I am curious to see if your reaction has been the same as mine, that
for various reasons the impression has been abroad intermittently, not
always, that this country did not have the will to use force if necessary.

Would you agree that that impression was fairly general in the
world, not only rn the bloc area but also in the underdeveloped areas?

Dr. RoSTOW. I think it is very much so; and I agree that the ques-
tion of "evident will" is decisive. We do have obviously in all three of
our services forces which could be mobilized for limited hostilities
if necessary. I think what has happened, Mr. Chairman, is that the
Korean war left on our Nation a tragic set of moods. At a time when
it was perhaps the least appropriate attitude to take, the notion spread
that, well, this is the last limited engagement we will ever get in-
volved in. If we have another one, it is going to be big. We have
seen a withdrawal from the notion that limited force might be neces-
sary. The reason it is tragic is that at just this phase the atomic
arms race moved into a more acute stalemate. The real lesson to be
drawn from the Korean war was not that the Korean war was a
mistake, but, like all the other wars we have been involved in, it was
avoidable if we had created the deterrence in advance. I am relatively
confident that even limited hostilities can be avoided-perhaps not
completely, for this is going to be a turbulent 50 years-but by and
large I think that we can deter limited wars by the same means we
intend to deter big wars; namely, that, in the end, everyone is con-
vinced that we have the capabilities and the will to use them. Our
drawing back after the Korean war has made it very hard, for ex-
ample, to built SEATO, because the members of the SEATO are not
at all persuaded that we would be there beside them in case of limited
hostilities. That is why Laos and Cambodia are flirting with
Peking.

The impression is quite widespread around the world that the
United States has interpreted the meaning of the Korean war in the
sense that it wants no more of limited hostilities. That, as we know,
is the setting in which you are most likely to find limited hostilities.

Representative BOLLING. Then in effect what you are saying at
least by implication is that, disregarding for the moment the argument
of whether tactical atomic weapons can take the place of conventional
forces that we. have to have in being not only the deterrent resources
to prevent the so-called big war but also the deterrent forces in being
capable of preventing the little ones and if that be the case, that then
neither one will eventuate.



WORLD ECONOMIC GROWTH AND COMPETITION 161

Dr. RosTow. That is the way of maximizing the chance-that neither
will come about. That's a view that goes all the way back to George
Washington in our history.

Representative BOLLING. And further than that. Then in effect
also you are saying that unless these two situations are met, that a
foreign economic policy may postpone but that in the long run it
will not succeed in the absence of these types of forces in being and
the will to use them.

Dr. RosTow. That is my view, sir; and, as an economist who hashad to write about these matters, I have felt very strongly that I
should never talk about economic foreign policy without stating again
and again that all of our creative objectives cannot be achieved unless
American force is used-inside or outside the U. N.-to create a riung
of stability; and that requires a spectrum of deterrents which embraces
limited as well as all-out war.

Representative BOLLING. Finally, is there any question in your mind
but what we have an economy strong enough today to support the
forces necessary to achieve this objective physically?

Dr. ROSTOW. I would, of course, say yes, Mr. Chairman; but I think
we should be aware that you don't get anything without some cost.
I have no doubt that we can swing what we must swing militarily and
in terms of foreign economic policy. But I think the questions raised
by Mr. Reierson are real questions; and they demand that the Nation
as well as the Congress and the executive branch make up their minds
how important these objectives-which look to be the conditions of
our survival-are; because there are costs.

Representative BOLLING. Mr. Katz, on the subject of education
again, from what you said and from reading the paragraphs on the
same subject in your paper, I get the impression that you would feel
that it is not only very important to acknowledge as we are all doing
today the extreme importance of the scientists, but also that then with
the emphasis that you put on it, we not only need effective education in
the scientific and technical fields but we also need a thoroughly effective
educational system in the field of general education, liberal arts andso on.

Mr. KATZ. Completely, Mr. Bolling. As a matter of fact, just with-
in the last few weeks I discussed this problem with a distinguished
figure in engineering education; and he stressed the need for engineer-
ing education to turn out broadly cultivated engineers with a grasp of
fundamentals and not mere technicians. You can't separate the two.
Our science grows out of our total intellectual framework. Einstein,
according to his biography, came to the development of his theories
of physics initially from reading Hume and then he worked out the
mathematics when he learned he needed that as a tool for his physics.

Representative BOLLING. We have to arrive at a new synthesis-a
new system in education which reconciles the old approach of stressing
the subject matter and the new approach of stressing personality.

Mr. KATZ. Yes. I am concerned with how we can translate this
idea into action, not the development of an argument between the
Deweyites and the non-Deweyites about what kind of educational sys-
tem -should we have, for then you will have a lot of argument but no
educational system.

In 1940 we needed to develop an Army and Navy which turned out
to be 161/2 million men. The hard core of that was the commissioned
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officers and noncoms. Everything we did in that situation would not
have succeeded had we not had this core of officers and noncoms. The

core of this job is teachers. If we get twice as many teachers and
teachers that are twice as good, you will get the job done. If you get

that done, I will be willing to argue about the rest of it. Without that,
you won't get anything done.

Representative BOLLING. I agree with that.
Is there any other comment that any member of the panel wants to

make?
Mr. HEYMANN. I would like to express my gratification with one as-

pect of the testimony given today and that is the exceedingly success-
ful way in which Dr. Rostow and Mr. Katz have focused attention of

the committee on the basic problems of what are the ends of United
States foreign policy and have gotten us out of the rut of constantly
looking at what Soviet tactics are and how we might respond to them.

I can afford to say that, Mr. Bolling, because I am responsible this
morning for having testified on what the Soviets have been doing and
I feel a little guilty that I could not also join into this refrain.

But I feel that this is where the solution to our problem lies: In a

further consideration of the real ends of United States policy and how
they can be achieved.

Representative BOLLING. On behalf of the committee I will say this
has been to me at least one of the most interesting and stimulating ses-
sions I have ever experienced in my whole life. Each member of the
panel deserves our gratitude and thanks.

With the end of the discussion this morning, this present series of
hearings is being closed. I am sure I reflect the sentiments all five
members of the subcommittee will have when they study the record
of these proceedings, in saying all of our witnesses have made a dis-
tinct and important contribution to our understanding of the prob-
lems of world economic growth and competition. The printed record
will be widely circulated, and should be but a first step toward more
complete exploration of these vital issues.

The Joint Economic Committee is concerned with steady and sus-

tainable growth of the United States economy to promote the economic
well-being both of the Nation and of all its citizens. This hearing
has already demonstrated that there are few aspects of our economic
policies which will not be markedly affected by worldwide develop-
ments and which must not take world developments into account.

This simple and important truth was amply illustrated earlier in

the year when our study of defense essentiality and trade demonstrated
the dangers of setting economic policies without a full regard for their

effects on our economic relations with all the world. In a sense, the
present study is in part complementary. Events abroad, we have seen,
will affect the prospects for our domestic economic requirements, and

our policies at home will have to reflect an awareness that our national
economic problem is a total one, not a series of isolated and unrelated
~situations.

Gentlemen, I thank you again.
Withi that, the hearing is closed.
(WVhereupon, at 12: 50 p. in., the hearing in the above-entitled mat-

ter was closed.)



APPENDIX

ECONOMIC CONSEQUENCES OF DISARMAMENT

By Dr. Grover W. Ensley, Executive Director, Joint Economic Committee, United
States Congress., Before the 15th Stanford Business Conference, Stanford
University, July 23,1956

A principal objective of United States foreign policy is securing the peace and
prosperity of the world. As a major step in attaining this objective, the Nation
has sought world disarmament whenever the objective bases for disarmament
existed.

Disarmament was a major item in President Wilson's 14 points. During the
1920's the United States disarmed to a significant extent and maintained a mini-
mum Military Establishment during the 1930's. Other nations increased arma-
ments despite efforts by Presidents Hoover and Roosevelt to obtain their coop-
eration through the Disarmament Conference of the League of Nations. Follow-
ing World War II, President Truman consistently worked for disarmament
through the United Nations. The Communists' invasion of South Korea in the
summer of 1950 found the United States and the Western World's military
preparedness woefully inadequate.

After the armistice in Korea, the United States Senate passed unanimously
on July 29, 19F53, Senate Resolution 150, which states: "That it continues to be
the declared purpose of the United States to obtain within the United Nations,
agreements by all nations for enforceable world disarmament."

Over a year ago, President Eisenhower appointed Harold Stassen special
assistant on disarmament, with Cabinet rank. Mr. Stassen has been seeking
agreement for an exchange of military information between the United States
and the U. S. S. R. as a first step toward a comprehensive and effective system
of inspection and disarmament. The continuing intense interest of the Congress
in disarmament is reflected in its creation a year ago of a Special Senate Sub-
committee on Disarmament under the chairmanship of Senator Humphrey.

This record over 4 decades gives clear evidence of the sincere hope of
Americans for disarmament and the use of our resources for peaceful purposes.
Every effort toward this end should receive the wholehearted support of all
citizens. We are not blind to the tremendous problems in international relations
which must be overcome to make world disarmament feasible. On the other
hand, it is surely not premature to give serious consideration at this time to
the consequences of achievement of a truly peaceful world.

One of the most important of these consequences, I believe, will be a significant
change in the character of the American economy. Such a change will present
problems requiring adjustments both in public policy and in private manage-
ment of economic affairs. More important, it will present us with opportunities
for making tremendous advantages in the material well-being not only of the
United States but of all the world.
*The American economy today is strongly influenced by the necessity for main-
taining a large Defense Establishment. It is difficult to identify any area of
public policy in which the formulation of those policies has not been determined,
at least in part, by defense requirements. These requirements have affected the
extent and character of our econofnic growth, by virtue of their emphasis on
development of certain types of industrial capacity. Competitive relationships
and other basic structural elements of American industry have reflected the
impact of large-scale defense production.

Defense needs have limited the extent to which all levels of Government have
been able to provide the public services demanded by a growing population.

'The views expressed are those of the speaker and do not necessarily represent theviews of the Joint Economic Committee or individual members of that committee.
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Technological advance has been extensively based upon and conditioned by the
Federal Government's defense program. Our tax and monetary policies have
been influenced by the economic requirements of defense. The recent hearings
on defense essentiality and foreign economic policy by the Joint Economic Com-
mitee's Subcommittee on Foreign Economic Policy, developed the tariff policy
issues raised by defense considerations. Clearly, the elimination of defense
mobilization or its deemphasis will profoundly affect our economic life.

Some profess to see in this situation the basis for an alleged artificial emphasis
in the United States on military preparedness. According to Soviet propaganda,
the economy of the United States is dependent on substantial arms spending. In
the words of the new Soviet Foreign Minister, Mr. D. T. Shepilov, the economy
of the United States "demands constant militarist stimulation." Because of this
the Soviets claim all peace efforts on our part are insincere. This propaganda
is aimed particularly at the great uncommitted regions of the world.

Statements like this reflect ignorance of a basic characteristic of the American
people. This is, as Congressman Mills, chairman of the Joint Economic Com-
mittee's Subcommittee on Tax Policy, phrased it, "our perpetual dissatisfaction
with present achievements, our alertness in recognizing problems and our welcome
acceptance of the challenge they present, and the nearly universal conviction that
better ways of living are to be had if we apply the proper effort, imagination,
and creativeness in our undertakings-these attitudes are the wellsprings from
which our material progress flows." Because of this characteristic we do not
shrink from, but rather welcome, the challenges which disarmament poses. Our
focus is primarily on the opportunities it will present.

THE ECONOMIC COST OF DEFENSE

We can get a broad perspective on the possible economic consequences of dis-
armament by examining the economic costs of defense.

In the 10 years since World War II, the Federal Government has spent $310
billion on goods and services for national security. Major national security
expenditures are currently taking about 10 percent of gross national product.
(See table 1.)

Out of total budget expenditures of about $66 billion annual rate, some $41
billion (or 60 percent) is for national security, with about $12 billion going for
procurement of aircraft, ships, tanks, and other military equipment.

Manpower requirements of our present defense effort total between 6 and 7
million persons. About 2,865,000 persons are in the Armed Forces and 1,180,000
civilians are employed by the Department of Defense and related agencies. In
addition to these more than 4 million Government employees, many millions in
private industry spend all or part of their time on defense orders. The military
aircraft, shipbuilding, and electronics industries alone would account for over
1 million full-time defense workers. On the basis of the average annual dollar
output per worker, between 2 and 3 million workers were required to produce the
$20 billion of military goods purchased by the Federal Government in 1955.
(See table 2.)

The real costs of armaments and defense, however, are better expressed in
terms of the additional advances which might have been made in the civilian
sector of the economy, had it not been necessary to allocate resources to defense
production.

For instance, the cost of 1 destroyer is enough to provide new $10,000 homes
for over 3,000 families. The price of 1 modern heavy bomber would provide
hospital facilities for a population of over 125,000 people. The cost of 1 modern
jet tighter would finance 4 years of college for over 100 young people. In 1955,
about 2 percent of steel shipments, 3 percent of copper, and 9 percent of aluminum
shipments went into defense production. Although these percentages are small,
they represent the commitment of substantial quantities of resources to produc-
tion that is not available for consumption and which does not add to our industrial
capacity. (See table 3.) Communist aggression, with the persistent threat of its
renewal, has cost us-and the rest of the world-the higher real living standards,
including leisure, educational, cultural, and recreational opportunities, which
would have measured our economic potentials in a peaceful world.

In the broadest sense, therefore, the principal economic consequence of dis-
armament would be the opportunity for a major reorientation of economic activ-
ity toward more complete satisfaction of the virtually infinite variety of human
wants. We must, realistically, expect that this reorientation will present signifi-
cant problems and require major adjustments, both in macro- and micro-economic
terms. By careful study of anticipated problems, we will better be able to employ
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the varied and highly effective instruments we now possess and to develop new
instruments for effecting these adjustments.

AGGREGATE ADJUSTMENTS TO REDUCE DEFENSE OUTLAYS

Significant reductions in military spending have occurred twice in the past
decade. After World War II defense spending was reduced by $54.7 billion be-
tween 1945 and 1946. Under the impetus of extraordinary domestic consumer
demand, outlays for relief, and capital requirements in many war-torn areas of
the world, conversion was very rapid. Measured in current dollars, gross na-
tional product fell only $4.4 billion. (See table 1.) In constant prices the de-
cline was more significant, although full employment levels were maintained
because of voluntary withdrawals from the labor force.

The second adjustment, occurring at the end of the Korean war in mid-1953,
was complicated by a related inventory adjustment. Not only was the level of
defense spending reduced from $51.5 billion in 1953 to $43.0 billion in 1954, but
there was a significant shift in composition of defense expenditures from guns,
ammunition, and tanks to larger outlays for research, development, and produc-
tion of new offensive and defensive weapons. Gross national product dropped
$2.5 billion from 1953 to the recession year 1954, but production reached a new
high of $390.9 billion in the following year. (See table 1.) Monetary and fiscal
action was helpful in easing the impact of reduced defense spending.

The successful post-Korea adjustment points up the strength of our overall
economy in adjusting to lower levels of defense spending. It appears that gross
national product for 1956 will be close to $410 billion. The largest portion of
this product, roughly $265 billion, is being purchased by consumers. Federal,
State, and local governments are buying nearly $80 billion and business pur-
chases of new capital goods are close to $65 billion. Net foreign investment
will be small. It is clear that in the context of these gross national product
components the economy as a whole could successfully adjust to quite substantial
cuts in the current $41 billion level of defense spending.

The sheer magnitude and infinite variety of unsatisfied human wants which
have been postponed because of defense demands are convincing evidence that
our economy would have little difficulty in finding outlets for resources released
by reducing defense outlays should disarmament ever become possible. Not only
do these wants exist, but we in America have demonstrated the know-how,
ingenuity, and drive to translate wants into satisfactions.

Another significant factor underlying the expansion of the American economy
is our rapidly growing population. But of even more economic significance than
the growth is the changing age characteristics of the population. The demand
forces set in motion by these population trends stagger the imagination. Busi-
ness opportunities are unlimited if this challenge is translated into expansion
programs.

It would, of course, be impossible to inventory or list all of the many private
and public wants which might be taken care of in the happy contingency that
defense outlays could be reduced. A few should be mentioned, however.

Additional housing is one of the most apparent wants growing out of the
expansion of population in this and future decades. It is anticipated that in the
years to come new family formation will give rise to demand for about 900,000
new nonfarm houses, while replacements will account for an additional 500,000
units, or a total of 1.4 million new nonfarm dwellings annually.

Public and private urban redevelopment programs might be expanded. Sub-
stantial expenditures might be made for slum clearance, improving housing
standards through replacement and rehabilitation of substandard dwellings, and
for streets, parks, playgrounds, and other community facilities.

The Nation's school construction needs by 1960, according to estimates col-
lected by the White House Conference on Education, vary from 200,000 class-
rooms to nearly 500,000. The amount which should be spent between now and
1960 for additional schools is estimated to range from $10 billion to $15 billion.
Such a construction program would, of course, accentuate the present shortage
of qualified teachers and intensify the demand for trained people in this pro-
fession.

Official State hospital plans prepared under the Hill-Burton Act of 1946 showed
on January 1, 1956, an estimated 1,118,000 acceptable hospital beds in non-Fed-
eral hospitals. This compared with the 1,968,0000-bed standard set by the medi-
cal profession. To meet this standard would call for outlays of approximately
$14 billion.
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Since 1949, when the Joint Economic Committee published its inventory of
need for highway facilities, totaling $40 billion, it had been evident that a high-
way improvement program is necessary. It is contemplated that annual Federal,
State, and local expenditures for roads and highways will be increased under the
1956 highway bill from the present level of $4.5 billion to about $8 billion per year.
Additional billions will be needed to meet rising standards for highway trans-
portation.

Federal support for research and development in a variety of areas is esti-
mated to represent approximately 50 percent of total expenditures in this country
for research today. Fiscal year 1957 Federal expenditures are estimated at $2.6
billion. Eighty-four percent of this total is for major national security activi-
ties. One-fifth of this amount goes to the Atomic Energy Commission, with
only a small fraction allocated for development of peaceful applications of nu-
clear energy.

Total research expenditures of the Department of Health, Education, and
Welfare in fiscal 1957 are budgeted at $116 million, representing about 5 percent
of total Federal research expenditures. Government expenditures for military
research exceed its medical research by 16 to 1. One can only speculate as to
the benefits accruing to mankind throughout the world if this ratio could be
reversed.

During the past decade there has been a clarification of responsibilities, the
establishment of machinery, and the development of techniques whereby Gov-
ernment and private industry can with greater confidence tackle aggregate eco-
nomic adjustment problems in the future. Under the Employment Act of 1946
the Congress declared that it is the responsibility of the Federal Government to
*"promote maximum employment, production, and purchasing power" with the
cooperation of industry, agriculture, labor, and State and local governments.
The effects of this legislation have proved a stabilizing force in the economy by
providing confidence both for business and consumers that maintaining high
levels of economic activity is our common goal.

The changed complexion of the economy resulting from substantial reduction
in the defense program might well occasion significant changes in both our tax
'system and monetary policy. Apart from these revisions, rapid reduction in
defense spending would call for prompt compensatory fiscal and monetary action
to the extent required by inadequacy of private demand. The success of such
compensatory policy over the past 10 years and the confidence that timely ac-
tion would be taken to maintain employment have done much to minimize fluctua-
tions in economic activity.

The most effective stabilization device to meet a substantial drop in aggregate
demnand is fiscal policy. If a cut in defense spending were to result in a deficiency
in aggregate demand, other Government outlays might be increased, taxes reduced,
or both, depending on the value judgments of the country as a whole'with respect
to public as opposed to private sp-ending. A decision to rely on expansion of
private rather than public activity would call for tax reduction in order to
increase business and consumer purchasing power. The effectiveness of such
action in stimulating increases in private demand has been repeatedly demon-
strated in the postwar era. Favorable budgetary conditions such as the $2
billion surplus in fiscal 1956, would facilitate tax reduction.

Alternatively, reduction in defense outlays would provide the opportunity
for expansion of long-deferred public services and facilities, such as schools,
hospitals, and highways, demanded by an expanding population. With the prior
claim of Federal defense programs removed or reduced, State and local govern-
ments would better be able to solve major problems of financing public projects
made possible by the material and human resources thereby released.

Expansion of private demand would be facilitated by making money and credit
more readily available at lower interest rates. The Federal ReserveSystem
can quickly increase bank reserves, thereby reducing the costs and increasing
the availability of credit, by lowering rediscount rates, by reducing reserve
requirements of member banks, and by purchases of Government securities
through the Board's Open Market Committee.

There is increasingly widespread appreciation of the built-in stabilizers which
operate automatically to maintain disposable personal income. On the expendi-
ture side are unemployment compensation, old-age and survivor's insurance,
agricultural payments, grants-in-aid to States, and other programs. Our pro-
gressive Federal income taxes are important automatic stabilizers on the revenue
side.

Increased foreign investment in a period of reduced defense spending would
provide an opportunity for economic growth and expansion of our own as well
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as the economies of other countries. Political and economic uncertainties
created by international tension represent a major deterrent to private investment
abroad. Substantial alleviation of these tensions is a basic requirement for a
general reduction in armaments and deemphasis of our defense program. Ac-
cordingly, we may look forward to a higher level of private foreign investment
when reductions in defense spending become feasible.

The Federal Government could contribute to expansion of this investment by
such revisions of foreign economic policy as would be made possible and necessary
by the changed international conditions. Direct participation by the Govern-
ment might also be desirable, at least initially. For example, pooling private
capital and public funds to provide a worldwide industrial development fund
might be a useful approach, particularly in connection with such types of indus-
trialization programs as atomic-energy development. Such industrial advance
in the present underdeveloped countries would afford vast new opportunities for
increased private foreign investment, with resulting improvements in levels of
living. What President Eisenhower said in April 1953 is still true today:

"This Government is ready to ask its people to join with all nations in devoting
a substantial percentage of the savings achieved by disarmament to a fund for
world aid and reconstruction. The purposes of this great work would be: to
help other peoples to develop the underdeveloped areas of the world, to stimulate
profitable and fair world trade, to assist all peoples to know the blessings of
productive freedom."

We must anticipate that the change in the character of the economy resulting
from substantial reduction in our defense program would require revisions in
other areas of public policy. The implication of such a reduction for Federal
policy with respect to the agricultural and natural resources sectors of our
economy, for example, might well be of broad significance. These implications
should receive the closest attention at all levels of government and by the
executive and legislative branches of the Federal Government in particular.

MICROECONOMIC ADJUSTMENTS

As I have suggested, we can be quite confident of the effectiveness of broad
Government policies in providing appropriate adjustments to fluctuations in
total demand resulting from substantial cuts in defense spending. The more
difficult problems, we must anticipate, will arise in connection with the short-
run adjustments to be made by specific industries, localities, and sectors of the
economy in response to basic changes in the economic setting.

As we all know, the economic impact of our high level of defense spending
does not fall evenly on all segments of the economy. Similarly, the consequences
of disarmament would vary widely. In some cases, required adjustments would
be modest, while in others far-reaching adjustments would be called for. Appre-
hension about the impact of reduced defense spending on a particular industry,
therefore, cannot be dismissed by assurances that, in the aggregate, the economy
will continue to maintain a steady rate of growth.

There is a tendency, however, on the part of some members of the business
community to express apprehensions about their own business in the broader
terms of the entire economy. For example, the president of the General Dy-
namics Corp. recently said, "Now, I do not wish to imply that the defense
industry is responsible for our present prosperity. But, I do wish strongly to
emphasize again and again that if * * * there should be any sudden and drastic
reduction of defense expenditures, we should have the most serious domestic
repercussions." I do not suggest complacency about the possible severity of
aggregate adjustments, but I do urge caution with respect to conclusions based
upon the outlook for any one company, industry, or locality in the economy.

The type of problem and required adjustments which may well be faced in a
particular situation are, perhaps, best illustrated by reference to the aircraft
industry. Currently, military orders comprise about 90 percent of total sales
in that industry. Drastic reduction in such orders, as part of a general reduc-
tion in defense spending, therefore, would pose the question whether nondefense
demand would be adequate to maintain substantially full and profitable utiliza-
tion of the resources now committed to aircraft production. If such demand
would be forthcoming, the industry would, in general, be faced with only minor
problems in shifting the use of present capacity.

On the other hand, in the apparently more likely case that civilian demand
for aircraft output would not be adequate, the industry would be faced with
the alternatives of major shifts in resource use, or if present resources are too
highly specialized, liquidation of existing capacity.
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Such adjustments cannot be lightly regarded. They may well have significant
consequences not only for the management, employees, and shareholders of
affected companies, but for entire communities.

On the whole, the best assurance that such adjustments will be most readily
effected could be afforded by public policy aimed at substantially increasing the
mobility of all types of industrial resources-labor as well as nonlabor. This
objective involves broad considerations of the effectiveness of antitrust policies
and of our business and labor information and employment services. In the
latter regard, various agencies of the Federal Government should be prepared
to make information about investment, business, and employment opportunities
widely available. Serious thought should also be given now to methods for
assisting relocation of resources, both industry- and location-wise.

Area redevelopment programs may offer substantial assistance to localities
faced with unemployment and unused industrial capacity as a result of reduc-
tion in defense spending. At the Federal level, legislation to provide a compre-
hensive approach to such local adjustment problems, introduced by Senator
Douglas and others, is currently being studied by Congress. Such a program
would provide for industrial loans, public-facility loans and grants, technical
assistance and information for business, and vocational training and retraining
subsistence benefits for individuals. In many instances, major advances in the
solution of local problems could be made by State and local development com-
missions. All such programs should, of course, give primary consideration to
obtaining the most efficient use of resources. Subsidy programs immobilizing
resources which could be more effectively employed elsewhere in the economy,
should be avoided.

The cooperation of business, agriculture, and labor would also be helpful in
readily effecting adjustments. Changes in the complexion of the economy re-
sulting from deemphasis of defense may well be reflected in unevenly distributed
changes in productivity, relative prices, and profits. A nondefense economy, in
brief, will probably produce a significantly different product mix from the
present. Resistance to change in economic relationships, insistence on the
defense-produced status quo will serve only to increase the difficulty in effecting
adjustments to attain maximum overall efficiency in the use of resources. Thus,
even though broad Government policies might, in such a situation, provide for
full employment of these resources, we would not be realizing the Employment
Act's objective of obtaining maximum results from economic inputs.

Clearly, a great deal of analytical work remains to be done in appraising the
microeconomic impact of future reductions in defense outlays. The executive
branch of the Federal Government could well undertake studies of the economic
consequences of disarmament in this context.

One of the contributions which the Office of the Special Assistant to the
President for Disarmament can make is to organize an active unit within the
executive branch to integrate thinking on this subject so that the challenges
which disarmament may make on the domestic scene may be viewed without fear
or alarm. Such effort is called for now, even in advance of specific disarmament
plans, since progress in military technology constantly results in innovations
which make possible, desirable, and necessary radical shifts in the type of man-
power and material requirements of an adequate defense program. In recent
days there has been growing talk in high places, both here and abroad, of sig-
nificant reductions in military manpower requirements in light of the new
weapons. Therefore, study of the implications for resource use of significant
changes in the defense program is warranted, quite apart from questions of the
practicability of overall defense reduction in the near future.

CONCLUSION

No one, I am afraid, is in a position today to tell us when disarmament may
become a reality, nor even to characterize the process of reducing defense ex-
penditures. Yet the appeal of attaining a peaceful world and the horror of
failure is so compelling that we cannot overlook our responsibilities-as private
citizens, members of the business community, public servants-in anticipating
and preparing for the adjustments which will be required.

Our experience since World War II provides us assurance that as a nation we
are capable of making these adjustments promptly. We are not complacent,
but certainly we are not afraid to face a changing world. Rather we recognize
that every step toward peaceful solutions of international problems offers us
the challenges and opportunities upon which the Nation has thrived and which
is the true source of our leadership.
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From our brief survey, the following conclusions may be drawn:
First, high levels of defense spending, although essential in today's uneasy

world, necessarily involve substantial sacrifices in the satisfaction of human
wants.

Second, abundant opportunities for further improving our living standards
exist whenever defense expenditures can safely be reduced. Although our citi-
zens as a whole enjoy the world's highest standard of living, an international
situation which permits curtailment of defense requirements would make it
possible, and would promptly be taken advantage of, to advance that standard.

Third, under the Employment Act of 1946, the Nation has developed and will
continue to develop effective skills. machinery and programs for dealing with
adjustments and fluctuations in levels of economic activity. Substantial reduc-
tions in defense spending may significantly affect the complexion of the American
economy and call for basic changes in public policies. Agriculture, labor, busi-
ness, and consumers should have assurance that prompt Government actions
will be taken.

Finally, the impact of disarmament may fall very unevenly upon particular
industries, localities, and groups within the economy. We recognize that read-
justments and shifts of all kinds go on constantly in a dynamic economy such as
ours. We may anticipate that in many respects major reductions in defense
spending will magnify significantly such readjustments. It is necessary, there-
fore, that serious and systematic thought be devoted to the character of the
adjustments which would be called for and to the development of techniques,
both in the private and public spheres, for assuring that these adjustments will
be effectively made.

It may be concluded, therefore, that economic considerations support every
feasible effort for disarmament. Certainly the problems and adjustments occa-
sioned by cuts in defense spending do not represent-and must not be regarded
as-economic barriers in the way of disarmament or peace.

TABLE 1.-Gross national product in relation to Government expenditures-
actual, 1939-55; estimated, 1956

[Billions of dollars]

Government expenditure for national product I

Federal
Gross Federal, State, local Federal

Year national
product Total Major national security

Percent gross Percent gross Percent gross
Amount national Amount national Amount national

product product product

1939 -$91.1 $13.3 14.6 $5.2 5.7 $1.3 1.4
1940 -100.6 14.1 14.0 6.2 6.2 2.2 2.2
1941 -125.8 24.8 19.7 16.9 13.4 13.8 11.0
1942 -159.1 59.7 37.5 52.0 32.7 49.6 31.2
1943 -192.5 88.6 46.0 81.2 42.2 80.4 41.8
1944 -211.4 96.5 45.6 89.0 42.1 88.6 41.9
1945 -213.6 82.9 38.8 74.8 35.0 75.9 35.5
1946 -209.2 30.9 14.8 20.9 10.0 21.2 10.1
1947 -232.2 28.6 12.3 15.8 6.8 13.3 5. 7
1948 -- 257.3 36.6 14.2 21.0 8.2 16.0 6.2
1949- 257.3 43.6 16.9 25.4 9.9 19.3 7.5
1950- 285.1 42.0 14.7 22.1 7.8 18.5 6.5
1951 -328.2 62.8 19.1 41.0 12.5 37.3 11.4
1952 -345.2 77.5 22.5 54.3 15.7 48.8 14.1
1953 -363.2 84.4 23.2 59.5 16.4 51.5 14.2
1954 -360.7 76.5 21.2 48.9 13.6 43.0 11.9
1955 -390.9 76.8 19.6 46.7 11.9 41.2 10.5
1956 (estimated).--- 410.0 79.5 19.4 46.7 11.4 41.0 10.0

I For the purchase of goods and services.

Source: 1939-55, Department of Commerce 1956 estimates, Joint Economic Committee Staff.
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TABLE 2.-Estitmated value of deliveries to the military departments and value of
construction, 1953-55

[Bilions of dollars]

Year Total Hard goods Soft goods Construction

1953 -$28.8 $23.3 $3.0 $2.5
1954 -_--------_----_ -- 21.7 17.7 2.3 1. 8
1955 20.1 16.3 1.8 1.9

NOTE.-Detail may not add to totals because of rounding.
Source: Department of Defense.

TABLE 3.-Total and defense shipments of steel, copper, and aluminum mill
products and castings, 1953-55

Total ship- Shipments for Defense as
Item and years ments defense percent of

production total

Steel (tons):
1953 -81,641,882 7, 279,056 8.9
1954 -64, 143, 371 1,815,470 2. 8
1955 -85,937,689 1,582,319 1. L

Copper (thousand pounds):
1953 -1-------------------------------- 5,048,226 758,604 15.0
1954 -4, 225,499 277, 204 6.6
1955 -5,129,573 166,926 3.3

Aluminum (thousand pounds):
1953 -3, 211, 158 773, 640 24. 1
1954 ---------------------- 3,009,676 363,087 12.1
1955 -4,007,315 345,388 8.6

Source: Office of Defense Mobilizatio

Committee note: This is a copyright article for which the pub-
lishers have given permission to reprint in this volume of hearings.

[From Nation's Business, January 1957]

KREMLIN ECONOMISTS DISCLOSE RED PLANS

IN FIRST INTERVIEW WITH UNITED STATES ECONOMIST

(By Dr. Grover W. Ensley, Executive Director of the Joint Economic Committee
of Congress)

A revolution now taking place in Soviet economic thought sheds new light on
what to expect from the Communists in the period ahead.

Among the significant changes are these:
Leading Russian economists no longer expect Western economic collapse, as

Marx predicted. They recognize and fear the strength of capitalism.
They look to the future as a long period of economic competitive struggle, al-

though they expect eventually to win.
Younger, more flexible, Soviet economists are gaining stature and power in

economic circles, as against the older Lenin-following economists.
These younger economists know a great deal about business trends in the

United States. Their familiarity with economic documents, studies, and statis-
tics produced here is noteworthy. They are eager to learn all they can about
our business and industry and economic thinking.

The younger men understand that the American capitalist economy today is
quite different from that of any period in the past, and that our economy never
was like that of prerevolutionary Russia.

Russia's older economists, on the other hand, are unyielding in following the
original concepts of communism. They continue to view capitalism through
the eyes of Marx, Lenin, and Stalin. They scoff at our estimates of future growth
because we "depend entirely upon decisions of millions of consumers, as well
as hundreds of thousands of independent business men." They say that when
they project economic goals they "are the law" and hence "must be achieved."
They brand as "planned unemployment" the assumption in our Joint Economic
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Committee's Potential Economic Growth of the United States During the Next
Decade that in 1965 there will be a labor force of about 80 million, with about
3 million temporarily unemployed. They strongly maintain there is no unem-
ployment in the Soviet Union-nor can there ever be. They neglect to add
that many workers are assigned tasks of very low productivity, to say nothing
of their slave-labor camps of the East.

The younger economists, however, seem more understanding of the meaning
of temporary unemployment in the United States.

As the younger men gain prestige-which they are doing-and as their
economic thought becomes better understood by Russia's political leaders, it
seems inevitable that Communist policies will undergo some significant changes.

I learned of these developments recently during an unprecedented meeting in
Moscow with seven top Russian economists at the Soviet Academy of Sciences.

My basic conclusion from this discussion is that the Communist economy,
even with significant changes, can never outperform our own.

This doesn't mean that we need not fear communism. Quite the contrary.
Economic competition will be fierce in the years ahead. But more important,
Kremlin leaders are imperialistic by nature. Theirs is a ruthless dictatorship,
and their philosophy is that the end justifies the means-whether in their own
economic development or extending their authority abroad.

As these leaders-quarreling among themselves, watching upheaval in the
satellite countries-come to understand this new concept that capitalism won't
destroy itself, anything, in my judgment, can happen. Time, they have stated
over and over again, is in their favor. Once they realize fully that time is not
in their favor, they may panic.

We can never for a moment lower our guard against that possibility. This is
a two-front struggle.

To meet the Communist threat, we must maintain military might and we must
maintain economic might. To fail on either front could lead to the victory the
Soviet bosses expect to achieve.

Although we need not fear the Communist economic struggle, we must meet it
wisely because it is a well-calculated attack.

In the underdeveloped countries they are selling Soviet economic growth.
I am convinced this growth is exaggerated. Nevertheless, it is great enough to
win the respect of the underdeveloped countries, particularly in Asia.

After talking with the Russians and seeing a small part of their country,
I am convinced more than ever that their method of allocating resources through
central planning can never be as efficient as our private-enterprise system. What
is essentially wrong with Socialist planning is that it fails to meet the market
test, and the incentive offered to the individual can never bring forth the efficient
effort that our free system provides.

But the people of underdeveloped nations don't understand this. They see a
Russia that is expanding with terrific speed.

The Russians admit that they have made errors of economic judgment in the
past. But they claim to the outside world that they now have perfected economic
and social planning.

They urge the underdeveloped countries to profit from Russia's past mistakes.
In Moscow I saw many representatives from these countries. They are in

Russia to learn Communist techniques.
Russian technicians likewise are numerous in the underdeveloped countries

of Asia that I visited.
The Communists are showing off Red China with pride. Industrial growth in

China, they claim, has been accomplished in less than a decade, and under-
developed countries can do as much if they follow the same techniques.

That Red China's growth is being achieved at great human cost escapes many
of the leaders of the underdeveloped countries or, I fear, is considered by them
to be a justifiable cost of revolution. This is particularly true among Asians,
where life is cheap and suffering is common. There, a philosophy that the end
justifies the means is easier to accept. On this battleground the Communists
expect to win their greatest victories in the years just ahead.

As for the future, it is clear that the Communists will pursue world trade
on the basis of what is politically expedient for them.

The Kremlin leaders understand-as do the Soviet economists with whom I
talked-that, if they are to hold the Communist countries together, they must
be made economically, as well as politically, interdependent upon both Russia
and one another.

To speed that goal, Russia is decentralizing production within the Communist
bloc and seeking the advantage of division of labor. Each country, in future
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years, will attempt to produce what she is thought to be best suited to produce.
The plan, of course, is aimed at increasing dependence on Russia.

In the future, each country is to have more voice in determining its produc-
tion. You can expect that Kremlin to yield more and more to growing pressures
that control be vested in local hands.

It's difficult to know how much real and immediate influence the Russian
economists have on Soviet political leaders. Recent Kremlin decisions obviously
have been inspired mainly by political reasons and purposes.

But I think it is significant that the younger economists who talked with me
are fully aware of the economic importance of the new decentralization of plan-
ning and control, as well as of production.

I went to Russia on my way to Bangkok. The State Department had invited
me to be the chief United States delegate to the working party on economic
development of the United Nations Economic Commission for Asia and the
Far East.

Through the State Department I requested interviews in Moscow with econo-
mists at the Soviet Academy of Sciences. The request was granted by the
Soviet Ministry of Foreign Affairs.

John Armitage, head of the economic section of our Embassy in Moscow, and
I were met at the academy by the vice president, Academician K. V. Ostrovyty-
anov, and six of his colleagues. He apologized for the absence of Academicians
E. S. Varga and S. Strumilin, who were indisposed that morning.

Besides Mr. Ostrovytyanov, there were Academician V. S. Nemchinov, Prof.
A. A. Arzumanyan, Dr. Ya. A. Kronrod, and Dr. V. Ya. Aboltin, Mr. Perevertaylo,
and Mr. Ostrovytyanov's assistant, V. A. Zaytsev. S. Shetinin, a young employee
at the academy, served as interpreter. Also present was Natasha Burlova,
interpreter-guide, who was assigned to me during my stay in Russia.

We were seated around a large conference table, the Russians according to
rank. Tea was served with biscuits, candies, and other delicacies.

Two of the seven have titles of "academicians," the highest intellectual rank
in the Soviet system. They are very highly paid.

Mr. Ostrovytyanov, the senior man present, made it clear early in the interview
that because he had lived under both capitalism and socialism-he was obviously
a contemporary of Lenin-he understood the two systems and dismissed any
possibility that I might tell him anything virtuous about capitalism.

Throughout the talks it was clear that the two elder men scorned capitalism,
whereas the younger economists were clearly impressed by capitalistic achieve-
ments. At points, the younger ones agreed with me that there have been sig-
nificant changes in our economic system. They agreed that it is not inevitable
that capitalism will go the way that Marx predicted and, in the same vein,
that the United States will not necessarily have another 1929-type crash.

We know, of course, that Soviet Party Boss Khrushchev sharply criticized
Russian economists last February, pointing out their repeated failures ac-
curately to predict or forecast trends in the United States. This criticism
apparently has had little effect on the older economists. But it surely has
stimulated the younger men to study the economy of this country. They showed
themselves to be familiar with recent professional economic publications, docu-
ments, and research reports from the United States.

My first questions concerned the methods Russia uses in allocating her re-
sources. Under their system, the academy economists claimed, central planning
permits the best possible allocation of resources between consumption and
investment. The Soviet economists are spending a lot of time trying to improve
their methods of planning. They admitted that they had made errors in the
past-misjudgments, they called them-but they insist they are about at the
point of perfection today. I was struck, for example, by the cocksure attitude
of the Soviet delegates to the Bangkok meeting with respect to the present status
of their planning methods.

The Academy economists agreed to the accuracy of western estimates that
Russia is devoting about 25 percent of total production to investment (that com-
pares with 18 or 19 percent in the United States, if we include government as

well as private investment).
They admitted that devoting this large percentage to investment means that,

in the short run, consumers will have less to eat and wear. But they insist that
the long-run picture will make it possible to raise living standards more.

I asked whether this high rate of investment wvould taper off once Russia
becomes more developed. This has been the case in the United States and other
advanced countries.
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Mr. Kronrod, perhaps the most widely quoted Russian authority on invest-
ment, stated emphatically that the high rate of investment will continue in-
definitely. At that point he acknowledged familiarity with recent studies of
the National Bureau of Economic Research in the United States which show
that the productivity of capital actually increases as the economy becomes more
developed.

Under the theory additions to capital stock result in greater increases in
output than such increases would have produced at an earlier stage of develop-
ment.

This is a significant finding which we have been discussing in the United
States for 2 or 3 years. For example, at hearings of the Subcommittee on Tax
Policy of the Joint Economic Committee a year ago, some of the academic
and business witnesses used it as a basis for suggestions that tax policies should
encourage increased investment.

Labor economists and other witnesses, however, felt that the implication of
this research finding was that we should stimulate consumption, not only as
the best way of stimulating continued economic growth but also in order
to make the benefits of increased capital efficiency available to the consumers
as soon as possible.

The Russian economists seemed aware of this debate in the United States.
They found nothing unusual in the fact they were on the side of the "capitalists"
in this discussion.

They indicated that their industrial production is increasing at a high rate.
They used the figure of 10 to 12 percent a year. Western estimates, including
those of our committee staff, are considerably under that. For example, we
believe that during the 1948-55 period the annual rate of growth in Russia was
about 7 percent, as compared with 4 percent in the United States. During the
1920's, when the United States experienced one its most rapid growth periods,
our rate of growth exceeded 6 percent, not significantly different from the cur-
rent Russian rate of growth.

I asked them if they expected this high rate of growth to continue indefinitely.
They are confident it will.

When it was pointed out that the growth rate was in fact less in their
current 5-year plan than in the preceding one, Mr. Kronrod emphasized that
different 5-year plans concentrated on different major tasks. The growth rate,
he insisted, varied from plan to plan, but the general growth rate would con-
tinue in the order of 10 to 12 percent annually. The current (sixth) 5-year plan,
he stated, was concentrating on qualitative improvements in the economy, com-
plex and improved mechanization, automation, specialization and improved
technical training.

This point of view was seconded by Mr. Ostrovytyanov in another connection
when he said that previous plans had been "administrative" and the current
plan would be more "economic." By this he seemed to mean that previous plans
had aimed at quantitative growth without much regard for cost factors and
careful coordination within the plan for efficiency of production, whereas the
current and future plans would pay greater attention to such factors. Western
hopes and expectations are that as consumers in the Communist economies get
their foot in the door and become educated to improved levels of living, they
will, through one means or another, see to it that they get a larger share of
the increased production. Thus the relative proportions going to investment
and the rate of growth itself may tend to decline. The Russians are confident
that they can improve living standards in a controlled way and still continue
to emphasize investment at the expense of current consumption. Consumption
is controlled but, unlike the United States, actually is discouraged by a variety
of mechanisms. For example, consumer credit is viewed as a capitalistic trick
to subjugate the workers. So it is not allowed, as it would be a stimulus to
consumption which would interfere with investment goals.

According to our best estimate, Russia's gross national product last year
was about 1,086 million rubles, a figure which cannot be compared exactly with
our gross national product of $390 billion for the same period. But it is clear
that their GNP in real terms is no more than a third of our GNP. I think this
guess gives them the benefit of the doubt.

It is significant that while their rate of growth currently may be a little
higher than ours, we are experiencing a greater growth in absolute terms than
the Russians. Comparing very roughly, if you apply 7 percent to their figure
you get an annual increment of approximately $10 billion, whereas if you apply
4 percent to our GNP of $400 billion you get an increment of $16 billion. We
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can't be complacent in these figures, however, since the dictators in Moscow can
do what they want with the increment, while in our country the individual at
the marketplace and at the ballot box decides whether it should be devoted to
civilian or military uses, foreign or domestic, consumption or investment.

I asked them how they resolved conflicts among themselves, in, for example,
allocating goods and services. They were emphatic that there need be no dif-
ferences of opinion among technicians when latest scientific methods are used.

I told them that I couldn't accept that and I didn't see how they, as intellectu-
als, could expect me to believe it. We know that conflict is the essence of secien-
tific method and human relations. I told them, "Let's assume for a moment that
you all agree as to how something should be done. How do you convince the
people on the street that your formulas come out best for them? Don't they
have a voice in the matter?

"Oh, they have a voice in the matter," they said emphatically. "But through
years of experience the people have come to have complete confidence in our
methods so that there is no public dissent."

If I were there now I would ask them if that was true in Hungary and Poland.
Later, at the Bangkok meeting, the Russian delegates continually emphasized

the advanced development of their techniques, the multiple correlations, the
most involved econometric models, but they would not go beyond that in spelling
out exactly how they proceed. Questions designed to obtain more detailed in-
formation were ruled out of order by the bureau chairman.

At various points in our discussion in Moscow, the Communist economists tried
to bait me with statements and questions that reflected the party line and which
were obviously calculated to put me on the defensive. For example, I asked if
defense expenditures account for a sizable portion of their industrial growth.
They flared back at me with the charge that they have been disarming rapidly,
dropping 800,000 men from their armed forces in the past year while the United
States has remained what they call an "armed camp."

I took pains to point out that they were wrong, that they are demobilizing
just 10 years after we had, and that we reviewed our demobilized status only
after the aggression in Korea made clear the imperialistic threat of the Com-
munist system. I said that today we have but 2.8 million men in our Armed
Forces. When I asked them how many they have, they avoided answering the
question.

Likewise they ducked questions as to what percentage of their total produc-
tion is going into defense-this after I had told them that we are devoting not
more than 10 percent of our production to defense.

They would not face up to these questions. But informed western estimates
are that the Russians are devoting at least 15 percent of their production to
defense. It also is estimated that they have nearly twice as many men in their
armed forces as we have and that last year's demobilization was made necessary
because of severe manpower shortages.

During our discussion, the academy economists went out of their way to tell
about their recent discoveries of the economies of the division of labor. By
that they meant, as they put it, that Poland would produce what she can most
economically produce, with Czechoslovakia, Russian, China doing the same and
then trading with one another.

This is a recent development. Under the old Lenin-Stalin program each
unit tended to produce everything itself and exports were based on what was
needed for imports. That was a kind of isolationism. Now they have appar-
enty discovered the laissez faire economies of the division of labor and com-
parative advantage.

Next the economists emphasized economies in decentralizing planning.
I think it is important to recognize those two trends in the system. Actually

they are not discoveries. Both of these points, particularly the division of
labor, were the keystone of Adam Smith's Wealth of Nations, published in 1776.
Incidentally, this laid the groundwork for the overthrow of mercantilism with
its detailed government controls and for the whole free-trade movement of
the 19th century.

When I suggested this. Mr. Ostrovytyanov said, "Oh, no, Adam Smith talked
about the division of labor only in terms of a given plant. He had no concept
of the economics of trade between and among nations." I told them to reread
Adam Smith.

I tried to find out how far they carried local initiative. In one sentence I
used the words "private initiative." They kept agreeing with me. Finally my
colleague from the Embassy said to them, "I think you have gotten the transla-
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tion wrong. You are not willing to grant the advantages of private initiative,
are you?"

"Oh, no," they said, "we didn't mean private initiative."
So they were quick to withdraw any appearance of agreeing that there was

any merit of carrying decentralization to that point, but they clearly do see
the need for greater flexibility in planning and executing programs.

They pointed out inducements they are giving for increases in productivity.
In other words, it's almost a profit motive. Local managers are induced to
produce more and to meet or exceed quotas-even to help determine what the
quotas are in the first place. Much of labor is on a piece basis, again to stimu-
late production-a far cry from Marx's doctrine of 'from each according to his
ability, to each according to his need."

Mr. Nemchinov spoke of the youth who are migrating to the new industrial
regions behind the Urals in response to "moral stimuli." Mr. Kronrod pointed
out that there were significant differences of wages in various zones and that
wages were higher in the east. They spoke repeatedly of inducements to achieve
labor mobility "voluntarily." Their emphasis on this suggests a guilty con-
science since we know that in the Soviet economy the stick is still as important
as the carrot in providing labor mobility.

The emerging Russian economic system is certainly not capitalism. But it
is quite different from making all the detailed plans in Moscow and then using
a whip to make sure that in each area and in each industry those quotas are
achieved.

Although the Russians boast to the outside world-particularly the underde-
veloped countries-that they have perfected their methods of planning and con-
trolling economic development, the academy economists were frank in admitting
to me that, at the academy, they are currently pursuing research projects to
find more scientific bases for planning operations.

The list of projects included ascertaining the prospects of economic growth
in the next 10 to 15 years, measuring the effectiveness of capital investment,
determining the productivity of labor, and establishing basic norms for construc-
tion. More research attention is being given to incentives, price policy, the wage
system, and cost accounting.

In my visit to Russia I tried to evaluate the results of the Soviet allocation of
resources to determine if they are getting as good results as we, using our free
enterprise system. In other words, would the Communist allocation of resources
match the standards set by the market in a free economy?

My impression is it would not.
This was evident in a number of ways but most noticeable in air transport.

On the flight between Moscow and Tashkent-on the way to Kabul and New
Delhi-we stopped at several airports with bumpy dirt runways. There were no
seat belts on the Russian planes, no "no smoking" signs. It was an austere
experience, to say the least. At one such airport in central Asia there was a
terminal building surrounded by spacious grounds and all enclosed by a steel and
stone fence.

This was not a security or protective type of fence which would keep people out
of the grounds. It was purely ornamental.

When I thought of the manpower and materials that had gone into that fence
I thought to myself, "Now if this were the United States, with the same amount
of resources going into the terminal, we would have taken that brick and steel
and mortar and made one good runway."

Apparently some architect or engineer back in Moscow has the notion that an
airfield has to have some such ornamental fence around it. That is the way in
which they allocate their resources in building an airfield. The physical layout
and methods for processing passengers at the great and relatively new airport in
Moscow are maddening from the standpoint of efficiency.

It's in the area of the allocation of resources, I think, that the free world can
find its greatest hope. Sooner or later the Russian collectivist system will have
to be put to the test. In the world's market place it will fail.

I conclude that the Communist threat is not so much economic as it is political
and military. We must not relax our national policies calculated to counter
Soviet imperialistic ambitions.

X
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INSTRUMENTATION AND AUTOMATION

WEDNESDAY, DECEMBER 12, 1956

CONGRESS OF THE UNITED STATES,
SUBCOMMrITEE ON ECONOMIC STABILIZATION OF THE

JOINT ECONOMrlc CoMrmrrrEE,
Washington, D. C.

The subcommittee met, pursuant to notice, at 10:10 a. in., in the
Old1#1 Supreme Court Chamher, United States Capitol Building, Wash-
ington, D. C., Hon. Wright Patman (chairman) presiding.

Present: Representative Patman.
Also present: John W. Lehman, clerk, and William H. Moore, staff

economist.
Chairman PATMAN. The subcommittee will please come to order.
Somewhat over a year ago, this subcommittee held an extensive set

of hearings on the subject of automation and technological change.
At the close of the hearings, we concluded that the great benefits

of an accelerated pace of technological change could be realized for
the Nation without substantial social costs by way of lost jobs or ex-
cessive personal suffering by reason of displacements.

The subcommittee was convinced, however, that the problems of
automation are by no means negligible or settled. If it were not for
our present high-level employment, prosperous economic situation,
we might be faced with some painful adjustments as a result of the
great rush of technological change.

For this reason the Subcommittee on Economic Stabilization feels
that it is desirable to review regularly the role being played by this
potent force in our economy.

Automation and technology are bringing us new and better products
at lower costs. As a Nation we welcome the fruits of this advancing
technology, being at the same time watchful that it does not cause
personal hardships for displaced workers.

In a sense these hearings are a continuation of those of last year
and may well become another in a series of more or less annual occa-
sions for checking up on our progress in this field.

While it is impossible to anticipate at this time what the evidence
presented at these hearings may be, it does not now seem likely that
any special report to the Congress will be called for.

The proceedings of these hearings will, of course, be given full
consideration by the Joint Economic Committee in connection with
its March 1 report.

In this particular series of hearings, we are stressing the role of
"instrumentation." For those of us who are not engineers or techni-
cians in the field, the word may sound rather formidable and the field
one which is rather remote to our daily lives and concerns.

I am sure the witnesses who will appear appreciate the fact that
',. 1
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they are talking about a field in which we know little, but are anxious
to, and I am sure will, learn a great deal more.

The first witness this morning is Robert Sheen, president of the
Milton Roy Co., and retiring president of the Instrument Society of
America.

Since Mr. Sheen wears those two hats, he is going to divide his
presentation of materials to the subcommittee into two parts-speak-
ing this morning primarily as an officer of the Instrument Society of
America, and at a later point in the hearings coming back to tell us
some of the special problems of small business in the field and in more
detail about the place of instruments in the broad, growing fields of
automatic processes.

Mr. Sheen, we are delighted to have you this morning to start
these hearings. And you may proceed in your own way. Do you have
a prepared statement?

STATEMENT OF ROBERT T. SHEEN, 1955-56 PRESIDENT OF THE
INSTRUMENT SOCIETY OF AMERICA, PHILADELPHIA, PA.

Mr. SHEEN. Mr. Chairman, members of the committee, my name is
Robert T. Sheen, 1955-56 president of the Instrument Society of
America. In the hearings before this subcommittee a year ago, con-
siderable interest was expressed by the subcommittee in instrumenta-
tion and automatic controls-as the tools of automation.

It will be my purpose to present to you data and information on
the specific growth of this field and more particularly and specifically
on the role of the Instrument Society of America and its programs
of service and education.

I will make several specific recommendations as to actions the
Instrument Society of America believes can be taken by the Congress
to avoid a possible technical recession.

Our economy is in danger of a technical slowdown due to shortages
of skilled manpower. Only a year ago your committee heard testimony
on this subject and then expressed concern that the United States
was falling behind in the education of scientists, skilled technicians,
and skilled labor.

That critical deficiency is in even sharper focus today despite much
good work that has been accomplished and plans that have been made
through a number of agencies, including the government, to improve
the national situation.

Simply recognizing the fact that thousands and thousands of
engineers and technical personnel are required on the industrial front
is not good enough.

We of the Instrument Society of America believe that our Nation
today is at the crossroads of our destiny. Each of us is concerned with
the matters that affect the welfare of our Nation.

The Instrument Society of America submits that the need for scien-
tific and engineering personnel is particularly pressing in the field
serviced by ISA, namely, instrument-automation users and manu-
facturers.

This urgency grows out of the fact that instrumentation-automation
is indispensable to our economy and to our defense; that increasing
needs for instrumentation-automation demand more adequately
trained personnel at all levels of instrumentation design and
application.

2
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We submit, and want to bring into clear focus, an irrefutable fact-
that our progress as a Nation is tied closely to advancing techniques
in instrumentation-automation; that we desperately need more trained
manpower to continue our progress, and that unless this challenge is
met now we will face an increasing technological slowdown which
will seriously threaten our economy and our security.

First, let me emphasize as strongly as possible that the road to
automation is not a quick one-but it is an essential one and an in-
evitable one.

Most important of all, gentlemen, automation-its effect on Amer-
ican industry and on American economy-is not a subject for con-
troversy between management and labor. Both have a definite com-
mon objective in doing everything possible to accelerate the under-
standing, the education for, and the achievement of automation and
what automation can do to give us a strong national domestic economy
and a military preparedness so essential in our world of today.

What is the relationship of instruments and instrumentation to
automation? Instruments are the devices and tools that make auto-
mation possible.

As a simple example, consider temperate, its measurement and
control. The thermometer is a temperature-measuring instrument.
The thermostat is the instrument that responds to temperature as
a controlling device for fuel, steam, or the heating or cooling medium.

Other types of instruments are used to measure and control physi-
cal, chemical, and electrical variables. Still more complex instru-
ments are the computers, frequently tied directly into the accounting
system of the plants. Later witnesses will discuss specific types of
instruments and their applications.

What is the role of the Instrument Society of America in instru-
mentation-automation? The Instrument Society of America was
formed in 1946 with 11 local sections. Today there are 86 sections
throughout the United States and Canada, and a membership of ap-
proximately 10,000.

In structure, it is a technical society and the membership is open
to all with an interest in this subject. It is not a society of nuts and
bolts mechanics," nor is it a society of "long-haired college pro-
fessors."

It is the only technical society in America devoted exclusively and
completely to the interests and problems of instrumentation and auto-
mation. It embraces the long-haired college professor, the design
engineer, the operating engineer, and the technician. It includes the
medical scientist, the biological scientist, and trained instrument
mechanics.

Present membership comprises approximately 43 percent as en-
gineers, 4 percent as technicians, 10 percent as mechanics, 7 percent
as educators and the remaining miscellaneous interests, and 30 per-
cent in financial, business, sales, and production management.

The organization of the society is shown on chart I. You will note
that its interests embrace virtually all the fundamental industrial
areas of our economy.

And here I will refer you to the charts that are appended to the tes-
timony that you have in front of you.

In these particular charts you will see the fact that the society for
example has a number of district vice presidents, serving various
areas of the country to bring us close to our various sections,

3
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There are several technical divisions as such headed by operating
vice presidents.

Then under the second portion of the chart, that is labeled as
table 1-A, you will find a typical industrial division shown as a
nuclear division, where the director is Dean Joseph Weil of the Uni-
versity of Florida chairmaning that particular division.

To give you a further idea of how this society cuts across the various
fields of interest in the divisions, you will note aeronautical, chemical
and petroleum, food, heating and air conditioning, medical and bio-
logical, metal and ceramics, nuclear power, transportation, administra-
tive automation, machinery, instruments equipment manufacture,
rubber, paper, scientific laboratories and so forth.

(The charts are as follows:)

I S A ANNUAL CONFERENCE
AND EXHIBIT ATTENDANCE

1948 1949 1950 1951 1952 1953 1954 1955 1956

Table lb.
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GROWTH OF INSTRUMENTS
AND RELATED PRODUCTS INDUSTRY

139% 138%

: n
Electrical
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Instruments

Industry
Code 3613

Scientific
Instrument

Industry
Code 3811

- 153%

f49%
Optical

Instruments
and Lenses

Industry
Code 3831

Mechanical ,,
Measuring
Instruments

Industry
Code 3821

Table 2
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SHIFTS IN THE WORK FORCE

Millions of
Employees

4I

-I

-9-

4

-I-

4

4

+ 1

- 1.

1946-55 1955.75

White Collar
and Skilled

4 Ia IY021 .1Y46455 1955-75 1946.55 1955-75

Blue Collar Service Form
and Laborers

EMPLOYEE CLASSIFICATION AND YEARS

Table S.
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ENGINEERING MANPOWER- U.S. and U.S.S.R

U.S. U.S.S.R

1954
COUNTRY AND YEAR

U.S.S.R U.S.S.R U.S.S.R

1950 1954 1955
COUNTRY AND YEAR

Table 4.
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Acknowledge ESSENTIALITY of
INSTRUMENTATION and AUTOMATION to
1-ECONOMY

2-NATIONAL DEFENSE

Acknowledge INADEQUACIES IN
PRESENT SITUATION

FOUR MAJOR NEEDS

1-EDUCATE CURRENT FORCE

2-MANPOWER DEVELOPMENT

3-EFFICIENCY

4-COMMUNICATION

MEDIA FOR SOLUTION

1-HIGH SCHOOLS

2-TECHNICAL INSTITUTES

3-ENGINEERING EXTENSION SERVICES

4-MILITARY

5-FOUNDATIONS

6-NATIONAL BUREAU OF STANDARDS

7-INFORMATION CENTERS

8-MILITARY-INDUSTRIAL CROSS-FERTILIZATION

Table 5.

Mr. SHEEN. There are obviously many special types of instruments
and controls peculiarly designed'and adapted to the needs of each of
these specific industry interests.

At the same time, there is a common language of instrumentation
and many instruments used in one field can be applied in others.

The society therefore serves both as a sounding board for problems
and needs of the specific interest-and even more important to a cross
fertilization of ideas between the several interests through the media
of the technical committees.

Take for example, computers and the field of data reduction. This
is instrumentation that has a broad field of application from office
automation through the aircraft industry to petroleum refining.
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This organization chart illustrates graphically the role of the In-
strument Society of America serving as a catalyst in the dissemination
of information to enhance the cross fertilization of ideas, and know-
how.

The Instrument Society of America holds an annual conference
and exhibit. At the meeting this year in New York City, over 30,000
attended the exhibits in the new Coliseum Building of over 450 manu-
facturers of instruments.

Approximately 3,000 attended conference sessions on analysis instru-
mentation, instrumentation for production processes, testing instru-
mentation, computers and data handling, aeronautical, transporta-
tion, operating and maintenance, biological and medical, nuclear
radiation and physical properties and measurements.

Four sessions were devoted to instrumentation in the International
Geophysical Year and instrumentation required for the world-circling
satellites. This is a very interesting aspect of instrumentation. These
satellites are being sent into outer space for one reason only and, that
is, to carry instruments around the earth, sending back signals to the
earth, received by instruments on the face of the earth, to tell us about
conditions that exist in outer space.

Referring again to our exhibit in New York clinics were held includ-
ing data handling workshop, maintenance clinic and analytical clinic
to give information and educational training not obtainable from any
other source.

In addition to this organization, which includes the national in-
dustry divisions and committee structure, we are a society with local
roots throughout the 86 local sections spread throughout the United
States and Canada.

There is just beginning, with our encouragement and cooperation,
similiar activities in foreign lands. For example, a Mexican Society
for Instrumentation and Automatic Control was formed this year and
used as the basis of their constitution, the constitution of ISA.

Each of the local ISA sections have local officers and local porgrams
and a series of 8 to 12 local meetings a year. Many of the focal pro-
grams are geared to the needs of the instrument users and manufac-
turers in the specific areas; for example, sections were quickly formed
at Oak Ridge; Hanford, Wash.; and Savannah River, comprised of
men specifically interested in nuclear instrumentation.

I am happy to report that there are many examples where the initi-
atory efforts of the local ISA sections have resulted in the establish-
ment of permanent regularly scheduled courses for instrumentation
in local institutions-colleges, technical schools, and high schools.

To sum up, the Instrument Society of America is the only technical
society in America devoted exclusively and completely to the interests
and problems of instrumentation and automation.

Therefore, it is keenly aware of the growth problems and the neces-
sity to insure its orderly progress and acceptance.

During the 10 years of ISA's existence, we have witnessed a tre-
inendous growth in the broad instruments industry. Chart 2 sum-
marizes the growth data, in terms of increases in value added in
1947-54.

And again you will find this chart included in the material before
you.
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McGraw-Hill's economics department estimates that the production
of control field products will grow 70 percent by 1960, 200 percent by
1970-the fastest growth rate of any industry.

They point out that factory sales of data processing equipment
alone have soared from rock bottom in 1940 to $25 million in 1953.
Sales in this field are expected to reach $500 million in the next 4 years.This rapid growth attests to accelerating industrywide needs, in the
sciences, in engineering, and in production.

A spokesman (assistant to the chief engineer, September 20, 1966)
for E. I. du Pont de Nemours just this past September states:

A large and constantly growing percentage of the money spent on new DuPont plants goes for advanced instrumentation. This year we'll spend about$51/ million on instruments of all types, including the highest percentage ever
for automatic control components.

You might gage the importance of instruments to today's plant from thisexample: A project we completed last year, a moderate-sized manufacturingplant, cost $8'2 million. Of this sum, $114 million went for instrumentation.
Highly advanced instrumentation is a basic economic necessity as far aswe are concerned. Many of the processes which are typical of toda'y's chemicalmanufacturing, would be completely impossible without extensive Instrumen-tation. There Is just too much to do and too little time in which to act forany operator to handle the many demands of complex multipurpose operations.
In one Du Pont plant, for example, 520 variables affect product quality andoutput. Keeping track of these variables and making necessary process adjust-

ment in time and with safety is a job which can be handled only by automatic
controls.

I anticipate that Dr. John Grebe, of Dow Chemical Co., will prob-
ably amplify this subject in greater detail this afternoon.

Other factors in the rapid growth of the instruments using andmanufacturing industry are the increasing defense needs of our
country.

We submit that technological advances made possible by the advent
of instruments and automation have enabled us to remain strong
in the face of the Red menace.

For example, the Aircraft Industries Association of America, Inc.,
states:

Along with the larger flight test program is the necessity for advanced
methods of data recording. The complexity of Instrumentation has increased
in order to record the data for a complete evaluation.

New systems have been developed which are capable of continuously and
automatically measuring as many as 600 different channels of data by tele-metering the information to the ground to be immediately analyzed by highly
trained personnel.

To accomplish this task of testing aircraft, the Industry has been forced
to expend substantial amounts of time and money on the development of Instru-
mentation systems and to maintain a higher level of professional and technical
knowledge among its personnel.

Statements of this type, emphasizing the indispensability of auto-
matic equipment to the advancement of our technology, as well as to
our defense effort, are also carrying an increasing emphasis on the
manpower shortage problem that has developed.

In the past, we have heard fears expressed that automation may
take place more quickly than people can be trained to fill other jobs.

In August of this year, however, the United States Department of
Commerce reported that employment had hit the peak of a peak
year-67 million p eople at work.

New jobs have been created at the rate of approximately 1 million
per year, for the past 10 years, while the labor force's natural growth
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is estimated at only 600,000 a year. The people most in demand are
trained, skilled workers, as indicated by chart 3.

Statements such as these indicate that what should concern us is
not an erroneous assumption that automation may take place too
quickly, but that we are not able to move ahead in instrumentation and
automation as quickly as we should.

Quoting again from the Aircraft Industries Association of Amer-
ica, Inc.:

The optical bombing system of the heavy piston engine bomber required 3
"black boxes" of electronic equipment, the medium jet required 43 "black
boxes," all of great complexity. Current planning must include provisions for
the scientists and engineers qualified to design and develop the mechanical and
nuclear aircraft of the next era of flight, and the facilities to manufacture
them. The aircraft manufacturer faces the unique threat of being run over
by the future.

The Instrument Society of America believes that the primary
problems lie within the field of education and training. My predeces-
sor as president of ISA, Mr. Warren H. Brand, appointed a special
ISA president's commission comprised of men qualified in this field
to study what ISA could do to accelerate educational programs.

This commission reported back to me and recommended the forma-
tion of a foundation for instrumentation education and research.
This foundation was formed this year and ISA has budgeted approxi-
mately $50,000 to start work of the foundation for the coming year.

The work of this foundation will be largely conceptional and cata-
lytic to stimulate, organize, and promote educational programs at
all levels. There is much that this foundation can do as a contribu-
tion toward the solution of this problem. The needs are urgent and
great.

It is no secret that our country's greatest rival in the struggle for
the minds of men, Communist Russia, has a crash program to spawn
engineers and technicians of all kinds. These forced programs have
been underway in Russia for years and heavy emphasis has been laid
on automation by Russia as most necessary to archieve her objectives.

Chart 4 shows the comparison on the technical trained manpower
between Russia and the United States.

For a further excellent discussion of this subject, I commend to the
committee a recent article by Dr. Arnold 0. Beckman, president of
'Beckman Instruments, Inc., and a past president of the Instrument
Society of America-given before the Los Angeles Chamber of Com-
merce-that appeared in the November 30, 1956, issue of the U. S.
News & World Report, appended to this report.

This report clearly indicates that we are now behind in this race
with Russia in educating scientific manpower. We don't have to wait
for an H-bomb to strike us to lose the cold war. We will lose it soon
in the scientific manpower war if we do not bend every possible effort
to solve the shortage of skilled labor and technical experts on the
industrial front.

What does the ISA specifically suggest for the consideration of this
committee? In the interest of clarity these recommendations are
summarized on chart 5.

First, we believe that Congress should acknowledge that instru-
mentation-automation is essential to both our domestic economy and
the national defense and that preparation for instrumentation-auto-

85561-57-2
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mation should be a common goal not only for management and labor
but also for educators and for our Government.

Secondly, we hope that following this hearing that Congress will
acknowledge that there are inadequacies in the present situation due

-largely to insufficiently trained and inadequately educated manpower.
The third point is that there are four specific needs that must be

filled to correct the inadequacies of the present situation. These four
needs in summary are:

1. Education of the current work force.
2. The steady influx of more engineering and science student gradu-

ates into our technological environment.
3. Increase the efficiency of each worker through the availability of

instrumentation services.
4. An enhancement of the effectiveness of each person in activity

through a broader base of communications as to instrumentation tech-
niques and equipment.

Perhaps the greatest and most urgent need is for an education of
our current work force. Note that we stress the educational programs
for the workers now in industry just as heavily as the education of
our youth to assume positions of responsibility in this new age of
instrumentation-automation.

For our present workers, this means education of potential users of
instrumentation-automation equipment, so that the equipment can be
introduced and utilized more effectively in their own industrial areas
to take advantage of our technological prowess to date.

There are specific problems in this area which should be recognized.
Technical institutes and vocational high schools either are not aware,
or do not have the facilities or staff to train the great host of sub-
professional instrumentation personnel required to assist in research
and to man the highly instrumented plants of today and tomorrow.

Educators in our colleges and universities do not have the equipment
nor the experience, in most cases, to incorporate modern instrumenta-
tion techniques and courses into their curricular and student expe-
riences.

We find that process designers, plant and machinery designers, in-
strument component and systems designers, all need to understand the
fundamental principles of measurement, computation data handling,
automatic control, and the status and dynamics of the situation to
which instrumentation is to be applied.

They need desperately to keep up with the advances of fundamental
and applied knowledge in these fields. They need to continuously
appraise or evaluate the potential and application of new equipment
and techniques of instrumentation.

There is, concurrently, an increasing demand on the abilities of
the technicians who operate and maintain the complex devices and
systems of instrumentation. These technicians need the opportunity
to improve their talents.

In many instances their whole backgrounds in physics, mathematics
and quantitative concepts of measurement and control need up-dating.
All too often, their technical background is nonexistent.

This need is a national need-every paper mill in the South, and
every chemical plant in Florida, has a need for an education of its
current work force at all levels, from a mecbanic who must maintain
the instruments, to the president who must pass on their purchase.

12
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The educational activities directed to meet this need must be offered
locally-they must be offered at a time and via a medium which is
economically and physically feasible.

The teaching force taken at large for such an activity does not
now exist. The very first job would be the development of such a
teaching force. People in the working world must be upgraded so
that they can become teachers of others in the working world. This
is a postcollegiate, post-high-school educational project.

The second and obvious need inherent to this situation is for the
regular influx of new blood into these areas of technological develop-
ment.

This means, of course, that we must have more graduates of science
and engineering from our colleges. This is a problem which is already
recognized by many and to which we can only add our emphasis.

We are very pleased to acknowledge the efforts of the several groups
who are studying and striving toward this objective and we wish
merely to recite at this point that it is one of our major needs.

Anything which is done to enhance the development of future
scientists and engineers in this country and our capacity for training
them; anything done to enhance the attractiveness of the professions
to procure and maintain such people in such activities is a step toward
the solution of some of our problems.

Thirdly, we need access to know-how on what has been done-
access to advice on how something might be done-what equipment is
available, how it can be operated and, perhaps, equally important-
access to such equipment that might be needed on a very infrequent
schedule, but where purchase cound not be justified on a continuing
basis.

Some means for providing instrumentation reference, and calibra-
tion services for various scientists in all the fields is essential if we
are to use these men most effectively. This could conceivably take
the form of a series of regional instrumentation service centers.

This problem of communication also implies that there should be
more effective exchange of information between the programs of the
Government and those of industry. Each has much to learn from
the other.

Therefore, I would cite as one of the most urgent needs, the cross-
fertilization of military and industrial ideas and techniques.

The fourth need in this broad field of instrumentation-automation
has to do with the efficiency of the people working in it and has
basically to do with communications.

I am speaking broadly here of the need of a central clearinghouse
for the rapidly accumulating information and knowledge. This
would avoid, at least in some degree, the duplication of valuable time
by a number of workers on a similar subject, all of whom are achiev-
ing a common result but without knowledge of the work of the other,
thus wasting valuable time which otherwise would have been saved.

Under this area of admitting major needs, I have named essentially
four problems if we are to use instrumentation-automation in as most
effective a way as possible in enhancing our economy and our national
defense.

Now having stated the four needs, I will now suggest seven pos-
sible media through which our major needs might be met. These
are-
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1. Improvement of curricula and training of teachers in high
schools;

2. The development of technical institutes for vocational training
3. The establishment of engineering extension services in the land-

grant colleges;
4. Effective utilization of the military training period;
5. Enhancement of the programs in the National Science Founda-

tion and in the Foundation for Instrumentation Education and
Research;

6. A more active role by the National Bureau of Standards in
communication of information, the development of a national infor-
ination instrumentation-automation center; and

7. A series of systematic military industrial cooperative studies
and liaison activities.

First, our high schools must develop better preparatory courses
to encourage and attract and prepare students for collegiate work
in the sciences and in engineering. We also must have at the high
school level, vocational courses developed to produce technicians and
mechanics to serve those industries.

In the same way when in past years we recognized the necessity
for vocational training for carpenters, plumbers, electricians, and
printers, we must now develop vocational training for instrument
mechanics and instrument technicians to take at least a part of the
load from the more highly educated engineer.

In line with this, there is a great need now for the development of
a new type of educational institution-new in the sense that it is not
now existent in numbers nearly significant with respect to the magni-
tude of the problem.

We need the development of technical institutes. These would be
post-high school, they would be specifically oriented in the programs
toward the development of technicians to serve these newly spawned
areas of need.

Basically, what I am saying is that we should revive a series of
technical institutes at the community level throughout our Nation.
But in each community the curriculum objectives of these technical
institutes could be in large part directed specifically toward the in-
dustrial needs of that area.

For further education of the current work force on a national scale
at the professional level, engineering extension work by our universi-
ties may be desired. We have witnessed the excellent work done by
agricultural extension services as part of our State universities.

It is strongly recommended that a comparable program be devel-
oped of engineering extension services administered through the engi-
neering stations in land-grant colleges.

Such programs might provide for trained representatives com-
parable to the county agents who would be available as a service to
industry to work with them on the definition of their instrumentation
problems, communicating to them the developments and latest tech-
niques in equipments and applications.

Such a service might embrace a program of basic research in instru-
mentation technique and equipment appropriate to the area being
served. It might also conduct courses and conferences for the indus-
tries of that area.

14
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It is within our concept that instrumentation-automation education
for the existing work force must be locally based but perhaps nation-
ally coordinated and supported, at least in part.

Another area where much can be done to contribute toward meeting
the needs is in the area of military training. The military has a great
need for many of the skills which are also required by industry with
respect to the subject matter in content of instrumentation-automation.

It seems entirely feasible to us that with planning and some little
additional effort, the training programs of the military could be
guided and articulated so as to provide a continuing flow of techni-
cians into industry who will already be trained and be competent to
maintain and utilize the most advanced instrumentation techniques
and equipment.

The objectives and the work of the National Science Foundation
are most commendable and a later witness will speak to you in greater
detail on its programs.
-We would encourage greater recognition of the importance of

measurement and control in instrumentation-automation as part of
basic sciences; and hence, a legitimate concern of the National Science
Foundation.

The Foundation for Instrumentation Education and Research, born
of the Instrument Society of America this year, and, as previously
described, can and we expect will, play an increasing role in meeting
the needs. This foundation invites to its support those interested in
furthering these objectives.

Another agency that has been and will continue to contribute greatly
toward meeting the needs of instrumentation-automation is our Na-
tional Bureau of Standards. As guardian of our national standards
of measurement, it will continue to play an active part in instrumenta-
tion education and communications.

The initial efforts toward the establishment of an instrumentation
information service within the National Bureau of Standards, and
the program of the Armed Services Technical Information Agency,
are to be commended, but they are just the beginning of filling the
need for an effective information service.

Certainly the potential users of such service should play an impor-
tant role in the determination of its machinery and mechanics of
operation.

One last medium which seems entirely feasible as the means toward
resolving some of the needs which I have recited, is for a series of
military and industrial conferences. Perhaps the answer to this may
be the formation of a military-industrial liaison committee on instru-
mentation and automatic controls.

Such committees and such conferences serve the purpose of com-
munication, cross-fertilization, and definition of problems and ideas.

Into such meetings would come industry knowledge of militarily
developed techniques and equipment. Out of such meetings would
come the military appreciation of the requirements of industrial
environment.

Together, it is quite conceivable that there could be formulated a
private series of evaluation projects which would tend to establish
or deny the applicability of military developments toward industrial
areas.
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Such studies and projects might be undertaken by Government
agencies, by universities, or under the direction of appropriate non-
profit foundations.

In order to put action into these several recommendations, I pro-
pose to you, on behalf of the Instrument Society of America, that
Congress, or some other proper administrative body of the Govern-
ment, establish a task force-perhaps it might be called an Instru-
mentation-Automation Commission for Effective Productivity and
Research.

This commission should have as its objectives the study of these
4 basic needs, and the applicability of these 7 and possibly other
mediums as solutions to the stated problems.

We further respectfully suggest that the representatives on such
a commission be invited from the Department of Defense, the Founda-
tion for Instrumentation Education and Research, Land-Grant Col-
leges Association, the Department of Commerce, the American So-
ciety of Engineering Education, the Instrument Society of America,
Engineers Joint Council, and from the National Science Foundation.

On behalf of the Instrument Society of America, I assure you that
we will be most happy to cooperate by furnishing individual repre-
sentation on such a group, by assisting with statistical information,
and to contribute in any way possible through our membership and
the agencies of our national office in the studies of these urgent prob-
lems.

While preparing this material, I had several communications with
the Engineers Joint Council, and Dr. Thomas H. Clinton, president,
submitted to me, just this week, a statement to be included along with
my material. With your permission, I would like to include this now.

Chairman PATAMAN. They will be inserted along with the charts and
other material that you referred to in your presentation. And do you
know of anything else that should go in the record in connection with
your testimony?

Air. SHEEN. Yes, sir; there is also an article from the December
issue of Control Engineering, which was devoted very largely to this
specific subject. We are suggesting this also be included in the testi-
mony of this hearing.

Chairman PATMIAN. They may be inserted.
Mr. SHEEN. Thank you, sir. I will be very happy to answer any

questions that you may have.
(The statements by Dr. Thomas H. Chilton, Dr. Arnold 0. Beck-

man, and the article from Control Engineering are as follows:)

STATEMENT OF DR. THOMAS H. CHILTON, PRESIDENT, ENGINEERS JOINT COUNCIL

Transmitted to Robert T. Sheen, president, 1955-56, Instrument Society of Amer-
ica, for incorporation in testimony presented to Congress of the United States,
hearings before the Subcommittee on Economic Stabilization

ENGINEERS JOINT COUNCIL,
New York, N. Y., December 7, 1956.

Mr. R. T. SHEEN,
JMilton Roy Co., Philadelphia, Pa.

DEAR MR. SHEEN: In response to your suggestion, I am sending you under
separate cover a brief statement that I would be pleased to have you present on
my behalf before the Subcommittee on Economic Stabilization of the Joint Com-
mittee on the Economic Report. I hope it reaches you in time to serve the
intended purpose.

Sincerely yours,
T. H. CuILTON, President.
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The term "automation" is relatively new; the concept is not. Actually, auto-
mation is merely the further application of instrumentation and automatic con-
trols in manufacturing and industrial processing. These applications of instru-
mentation and automatic control have permitted a basic expansion in the overall
economy of the country through increased productivity at lower production cost.
This has been accompanied by important achievements in making the labor
requirements less onerous. Not the least of these achievements has been in indus-
trial safety.

It is believed by those who have watched these developments in genesis and
application for at least two decades that technological developments incident
to the further application of instrumentation and automatic controls win pro-
duce an enlarged need for technically educated people. These requirements are
both quantitative and qualitative. They indicate the need for increased emphasis
in the whole hierarchy of technical education.

For engineering education these requirements include more complete orien-
tation and curricula emphasis on the mathematical and scientific basis of engi-
neering and for further development in engineering graduate education or Its
industrial equivalent. It involves also a further understanding and development
of technian-level training which has as its unique characteristic and goal bridg-
ing the gap between the highly skilled and the highly educated in technical
activity.

There is in industry, engineering education, and the engineering societies,
growing awareness of these needs if not full agreement on the method of their
achievement. The problems are greatly sharpened by the current requirements
of national security. These requirements have helped considerably in achieve-
ment of the realization that the recruitment, training, and utilization of tech-
nical personnel should be seen as an integrated sequence of responsibilities with
which the professional societies, education, industry, Government, and the public
are all vitally concerned.

The engineer has proved himself essential in fields other than engineering,
such as administration and management. The application of engineering know-
how in such functions will become increasingly important as integration of
individual unit operation becomes essential in order to effect balanced stability
between the productive and consuming cycles.

The work of the engineer, in applying instrumentation and automatic control
to what have heretofore been standardized manual or semiautomatic operations,
will have important effects on the utilization of the country's labor force. We
have already alluded to some of these. Devices can perform many functions
faster, more efficiently, and with greater safety than can individual persons. We
have every assurance, however, from our experience with these applications,
that, while they have the short-range effect of job change, their somewhat longer
range effect is employment increase. Of course, this involves retraining and
reassignment. It is therefore clear that the skill level of the labor force must
rise. The widespread use of training programs initiated by industry, by work-
men's association, and other institutions have enabled these transitions to be
made with a minimum of undesirable social or economic effect.

Outstanding examples of these phenomena have already been accomplished in
certain industries such as the chemical industry and communications industry.
Indeed the growth which has taken place here would not have been possible
without the application of instrumentation and automatic control of productive
processes.

Thus, present-day advances in technology require instrumentation and auto-
matic control of processes. Requirements of speed of operation and quality
control have far exceeded human sensory capacity. Hybridization of these
devices would involve sacrifice of safety standards and the abandonment of
technical achievements.

Instrumentation and automatic control can be the answer to two heretofore
apparently opposing forces: rising monetary costs and rising production. Thus
is promised an answer to the need for the expansion of our productivity to meet
the needs of our population, to achieve an ever-rising standard of living. As such,
it is quite possibly the key-technologically speaking-to freedom from want.

THOMAS H. CEILTON,
President, Engineerm Joint Council.
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Punuc EDUCATION-A MENACE To SCIENCE?

An Address by Dr. Arnold 0. Beckman, founder-president, Beckman Instruments,
Inc., president, Los Angeles Chamber of Commerce

The purpose of my remarks today is to call attention to a situation which, inmy opinion, is one of the major problems confronting our Nation, a situationwhich may be a decisive factor in our national security. It unquestionably willbe a limiting factor in the rate at which new scientific and medical discoverieswill be made. It will determine to a great extent how rapidly we can reapthe benefits of the new industrial revolution known as automation. It is aserious situation which affects all of us, whether we are parents, educators,employers in search of talent, or simply citizens and taxpayers. I refer to theshortage of competent technical manpower, especially in the fields of elec-
tronics, physics, and mathematics.

Why is the situation so serious, one may ask? Aren't we habitually shortof really good men in almost every field? Hasn't it always been, as SophieTucker used to sing, "A Good Man Is Hard To Find"? Is there anything newor alarming in the fact that we don't have all the able scientists and engineers
we could use at the moment? Why worry that we could move ahead a littlefaster if we had a few more. Look at all the amazing discoveries and tech-nological developments of our country during the past few years. The United
States leads the world in science and industry. We are doing all right. Why
worry?

In March of this year the Congressional Joint Committee on Atomic Energypublished an authoritative and disturbing report on Engineering and Scientific
Manpower in the United States, Western Europe, and Soviet Russia. Statistics
cited in this report showing the number of engineers and scientists n ourcountry and in the Soviet Union should destroy any feeling of complacency wemight have concerning the superiority of the United States in science andtechnology. They point up the need for immediate and effective action if weare to provide adequately for our national security and maintain a leadingposition in the future in scientific discovery and technological development.

In 1954 Russia had more than 540,000 engineers, plus about 160,000 scientistsin educational and research institutions, a total of 700,000. In the UnitedStates there are between 700,000 and 750,000 actively employed engineersand scientists. At the moment, therefore, we are about on a par with Russia.This fact may come as a shock to many of us who are accustomed to thinkof Russia as a backward country. Even more shocking is a study of the trendsin technical education in this country and in Russia. From 1900 to 1950 engi-neering and scientific professional graduates in the United States Increasedalmost twice as fast as did the population. Since 1950 there has been a sharpdecline: 52,732 first professional or bachelor's engineering degrees weregranted in 1950; in 1954 there were only 22,236 such degrees. Sixty-onethousand and one similar degrees were granted in natural sciences in 1950;in 1954 only 31,168. Despite the increase in total population during this periodand the increased demand for engineers and scientists by new technologies
and greatly increased emphasis upon research, the annual crop of technical
graduates decreased by more than 50 percent.

Contrast this. situation with what has taken place in Russia. In 1950 therewere 28,000 engineering degrees awarded In Russia. In 1954 the number hadnearly doubled, being 53,000. For 1955 the number is estimated at 63,000, a
figure to be compared with only 23,000 similar degrees for the United States.Over the last 5 years: we have turned out only 142,000 engineers, compared
to an estimated 216,000 in Russia.Allen W. Dulles, Director of the Central Intelligence Agency, has summedup the situation with a prophecy for the decade 1950-60. The Soviets will
graduate 1,200,000 In the sciences, while the United States will graduate 900,000.
He said: "Unless we quickly take new measures, increase our facilities forscientific education, Soviet scientific manpower in key areas may well out-
number ours In the next decade."

The latest available engineering enrollments show that the United States has1 engineering student for every 974,000 of its total population. Russia has 1to every 725,000. The population of Russia Is one third greater than that of the
United States.

There is no comfort to be gained from the hope that the quality of Soviettraining 18 inferior to ours. Russian university students start out with moreIntensive mathematical and scientific preparation at the high-school level. They
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study harder and longer in college. The Joint Committee report states that
because of the emphasis on science and the vigorous scholastic competition in
the Soviet educational system, Soviet graduates are professionally as competent
as scientific graduates in the United States.

Science predominates in Russian higher Aeducatlon. More than half of all
Russian university graduates are in the fields of science and mathematics; only
a fifth of the United States graduates are in these fields. Russian doctors of
philosophy, or the equivalent, are 3: 1 in favor of science and engineering, in
comparison with 1: 3 for the United States.

Why has our country failed to provide the number of technical graduates it
needs? With a current need of 35,000 to 50,000 new engineers per year, why
have our schools provided only a little over 22,000 each year for the past 2
years? In my opinion, the blame rests squarely on our public education system,
especially at the high-school and elementary levells.

In what ways has our education system failed? First, it has failed to antici-
pate and prepare for the steadily increasing need for more scientists and engi-
neers. An essential function in any big business is to forecast future needs
for its products and to anticipate and be prepared for changes in its output to
meet the changing needs of the times. We should not forget that education is
big business. Of the $1.8-million 1955-56 California State budget, 38 percent,
or $784 million, is for education. This is big business, and we, as taxpayers,
have a right to expect that our public-education business will be operated as
efficiently as other businesses.

Public utilities and large manufacturing companies are constantly engaged
in market surveys, studies of trends, et cetera. They accept without question
the responsibility for seeing that telephones, electricity, and manufactured
products of all kinds are provided when and where needed. Our public educa-
tion system has an equal responsibility to anticipate the needs for its product,
trained students, in the quantities required and with skills necessary to meet
the needs. This is an essential part of the business of education. The job
has not been well done.

Our educational system appears to have failed in another serious way, namely,
by permitting progressive deterioration in the rigor of its mental training and
disciplines. Our elementary and high schools appear to suffer from what might
be described as pernicious softening of the curriculum. Over the past two or
three decades there has been a marked decline in the number of students re-
quired to take subjects such as mathematics, physics, and chemistry, which
demand and develop clear thinking and analytical reasoning. At the beginning
of the century 1 in every 5 high-school students studied physics; today only
1 out of about 25 throughout the Nation. In place of basic courses in mathe-
matics and science, students have been permitted to choose elective courses
which fail to provide an adequate foundation for college work in any field of
engineering or scincee. The result is that our high schools have been turning
out thousands of students woefully unqualified to undertake college-level studies
in technical fields.

One explanation which has been-advanced for th'e shortage of technical gradu-
ates from our universities is the inadequate number of university professors.
It is said that our universities are losing professors to industry, because of higher
salaries paid by industry. Whether or not this is true to a significant extent
appears to have little bearing on the technical manpower problem. There is
no evidence that university students are denied training in science and engineer-
ing because of an insufficient number of university professors or inadequate
laboratory or classroom facilities. The technical manpower problem arises
from the fact that too few students entier colleges and universities who are
interested in and are prepared to follow careers in science and engineering.

The failure of our elementary and high schools to inspire students to enter
technical fields and to train them properly for technical careers is reflected in
the statistics of university graduates. In 1950, graduates in engineering and
science in the United States represented 25 percent of the entire graduating
class. In 1954 they represented 18 percent, and the forecast is that the class of
1960 will have not more than 15 percent of its graduates in engineering and
science. This situation does not represent a crisis which developed suddenly.
It is the inevitable result of a long history of declining interest at the high-
school level in subjects such as mathematics, chemistry, and physics, which
are basic to engineering and science. It is amazing that this decline should
have occurred at a time when the interest of young students in new scientific
developments has been at an all-time high. Even some of the most popular comic
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strips for children are based on pseudoscientific subjects, involving SpaceTravel, Death Rays, et cetera. How have our teachers managed to kill off this
interest?

There are several explanations. One is that many science teachers are notinterested in science nor are they competent to teach science. A personal ex-perience drove home this fact to me a number of years ago when a competitiveexamination, with university scholarships as prizes, was sponsored by a localsection of the American Chemical Society. I was amazed by the number ofhigh-school teachers who asked for sets of the correct answers so that theycould discuss the examination later with their students! An investigationshowed that 30 percent-of the high-school chemistry teachers had taken nouniversity courses in chemistry. There is little reason to believe that the
situation is much different today.

Last November, Lewis L. Strauss, chairman of the United States AtomicEnergy Commission, in commenting upon an analogous situation stated, "Asurvey of 30 States showed that about 1,800 new mathematics teachers wereurgently needed, but 700 of the positions had to be filled with unqualifiedpersons, including instructors in such unrelated subjects as music, home eco-
nomics, and physical culture."

Last week's issue of Time magazine reports a year-long survey of instruction
in high-school mathematics which was financed by the Carnegie Corporation ofNew York and conducted by the well-known Educational Testing Service ofPrinceton, N. J. The survey showed that the teaching of mathematics is in adeplorable state. A large number of elementary mathematics teachers not onlydid not know how to teach the subject effectively but were barely able to keepahead of their pupils. In a survey of 211 prospective elementary teachers, 150reported "a long standing hatred of arithmetic." High-school teaching is sobad that 62 percent of colleges surveyed reported a necessity to repeat high-school mathematics in college. The math situation is so bad in secondary schoolsthat 5 years ago Annapolis abolished trigonometry as an entrance requirement,
began to teach it itself.

"Elementary teachers, for the most part," according to one observer who hastaught them, "are ignorant of the mathematical basis of arithmetic; high-schoolteachers * * * fall in this category also. This ignorance is scarcely surprising,for little knowledge of mathematics is expected, even officially, of prospectiveschoolteachers. In the majority of cases, an individual with ambition to teachin an elementary school can matriculate at a teachers' college without showingany high-school mathematics on his record. He can be graduated without study-ing any college mathematics. And in this condition, he can meet the require-
ments of most States for a certificate to teach arithmetic. * * * Nearly one-third of the States will license (high-school math) teachers even though theyhave had no college mathematics at all, and the average requirement for all
States is only 10 semester hours."

The whole situation, says Educational Testing Service, finally boils downto this: "Future teachers pass through the elementary schools learning todetest mathematics. They drop it in high school as early as possible. Theyavoid it in teachers college because it is not required. They return to the
elementary school to teach a new generation to detest it."

The alarming spread of teacher incompetence throughout our public-school
system reflects the powerful influence of teachers colleges and certain teacher
organizations which have succeeded over the years in establishing regulations
and practices which may be to their interests but are not necessarily beneficialto education. Rigid restrictions governing teaching credentials, which pur-portedly guarantee a measure of competence, actually do nothing of the kind,as surveys have shown. These restrictions, based largely on exposure to certaincourses in methods of teaching, have little to do with a person's effectiveness
as an inspiring and effective teacher.

To the extent that teaching credential restrictions are arbitrary and un-realistic, they injure rather than aid the teaching profession. The Committee
for the 1955 White House Conference on Education, in its report to President
Eisenhower, stated, "Teacher preparation programs have the reputation ofrequiring needless and repetitious courses. This reputation has the effect of
deterring brilliant young people from becoming teachers."

Not only are brilliant young people deterred from becoming teachers, andthus aid in relieving the shortage of competent teachers, the arbitrary restric-tions prohibit many able persons from teaching in our public schools. Does itnot strike you as strange that leading professors in science at famous univer-sities, such as the University of California and Stanford University, are not
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qualified to teach their subjects in our high schools, yet a high-school drama
or music teacher with no training in science may do so.

If unreasonable restrictions on teacher qualifications were eliminated hun-
dreds of competent teachers in mathematics, science, and engineering would
be available from industry on a part-time basis-teachers of the kind needed
now, teachers who can Inspire students to enter technical fields because they
can speak from firsthand experience of the challenge and opportunities of their
profession. George Bernard Shaw is reputed to have said: "Those who can-do.
Those who can't-teach." This cynical comment is unfair to the thousands of
capable teachers who are dedicated to their profession, but it does suggest
that those who are doing might, indeed, add something to teaching, that some-
thing which might inspire young Johnnie to become a future Einstein.

Many able educators have cried out against onerous policies and practices In
public education which have been established largely through the influence of
teachers colleges. This is an involved matter. I will merely point out here
that a major criticism has been the overemphasis on methods of teaching versus
the underemphasis on knowledge of the subject being taught. The late Dr.
Robert A. Millikan fought this battle at the University of Chicago many years
ago. He insisted that teachers of physics know something about physics and
not merely have taken courses in the methods of teaching. Within the last
few months, Dr. Wallace A. Sterling, president of Stanford University, also
decried the fact that many of our teachers today are more concerned with the
methods of teaching than with teaching.

I have been interested in education most of my life: as a student, a university
teacher, a parent, an employer, and a taxpayer. During the 14 years I was
engaged in teaching at the California Institute of Technology I had the oppor-
tunity to become well acquainted with the product of our high schools and to
learn something about our public-school system. Many things have been
happening to public education which bother me greatly. While obviously there
are many factors which have contributed to our present educational problems,
I believe that there are certain trends which are most important. Some of these
are the trends of the times. The broad socialistic movement which has engulfed
our country as well as other countries, which tends to destroy competition, elim-
inate free enterprise and destroy individual initiative, shows up in our school
system in several ways. One is the attempt to do away with a competitive
grading system in our public schools. In certain schools, grades which showed
comparative performances of pupils or measured their skills were eliminated.
Some schools even went so far as to attempt to grade pupils not on their per-
formance in an absolute sense but upon their performance in relation to their
estimated ability, as measured by an I. Q. test or some other means. On the
basis of this standard, a moron who handed in all of his homework, even though
It was worthless, would receive a higher grade than a brilliant student who was
somewhat careless in turning in his papers. In some school districts where in-
dignant parents have demanded that grades be reestablished, the attempt is
made to minimize the significance of grades denoting proficinecy, by having several
other grades for each course. In arithmetic, for example, there are grades which
purportedly measure such things as responsibility and self-direction and rela-
tionships with others. Much of this educational tomfoolery can be credited to
the unfortunate influence of certain groups in our educational system, such as
so-called progressive educators, who, unfortunately, before aroused parents
found what was going on and demanded a change, injured untold thousands
of our youth through the imposition of educational procedures based upon im-
mature theories of a few educational cultists.

The swing away from progressive education is an encouraging sign that im-
provements are underway. We should not be misled, however, for, to a large
extent, the same group of educators which permitted progressive education to
infiltrate our public schools is still in charge. The same people are tinkering
with our educational machinery, often apparently without any clear under-
standing of what their objectives are or should be.

Several years ago the national American Chemical Society took the lead in
fighting a move to emasculate rigorous scientific instruction by eliminating
specific courses in physics, chemistry, and biology, and substituting a course in
general science. Educators stated that nature embraces all science; that the
division into separate fields, such as chemistry, and physics, Is entirely arbitrary
and therefore should be eliminated. While this may be an interesting subject
for an argument, the fact was that the courses in general science which were
offered failed to provide fundamental training in any field of science.
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There is a heavy student loss between high school and college graduation.
The Joint AEC Committee report states: "Of all high school graduates whose
qualifications are such as to warrant their striving to become engineers and
scientists, about one-half cease further schooling to go into the business of
earning a livelihood. Of the one-half who go on to college only about 40 percent
graduate. Thus, of every 10 high school pupils with capacities for potential
careers in engineering or science, only 2 graduate from college. From there on,
the attrition is even greater, for of all college graduates less than 3 percent
continue their studies to earn a doctor of philosophy degree."

Recently there has been a rush on the part of certain large industries to pro-
vide scholarship funds. This action is based presumably upon the belief -that
lack of finances is a chief cause for the loss of technical students after high
school. The providing of scholarship funds is a splendid thing, and should be
encouraged. I do not believe, however, that the availability of new funds will
solve the problem, at least with respect to top students. Any able student can
finance himself through college today.

What can be done to improve the situation? It is obvious that more of our
youth must become interested in science and engineering and must be provided
with educational opportunities for proper rigorous training in these fields. The
first step is to interest the student. Inspiration can come only from enthusiastic,
competent teachers. Teachers untrained in a subject should not be permitted to
teach that subject, regardless of the number of courses he or she may have taken
in so-called pedagogy. Incompetent teachers must be weeded out.

The teachers' tenure system should be investigated. The tenure plan was
instituted, I understand, as a method of taking politics out of teaching. A
teacher with 3-year's full-time teaching acquires tenure status. This means
that thereafter it is virtually impossible to discharge a teacher, except for very
grave charges of misconduct or something of equally serious nature. Any obli-
gation on the teachers' part to be an effective teacher during the long period of
guaranteed employment is vague and usually amounts, at most, to attendance at
a few lectures or an occasional summer-school course. There is no yard-
stick by which a person's effectiveness as a teacher is measured. To the best
of my knowledge, the routine rating of teachers on the basis of their actual
effectiveness in the classroom is something which is not attempted. Why not?
I can see no reason a teacher should be permitted to remain on a job when
he fails to perform satisfactorily. The working of the tenure principle should be
carefully studied to make sure that it gives reasonable security to teachers, on
the one hand, but, on the other hand, that it gives corresponding assurance to
parents that their children will not be subjected to education by incompetent
teachers.

Merit rating for teachers is receiving attention from some school boards and
other agencies interested in the quality of teaching. In the May 1956, issue of the
Tax Digest, E. Maxwell Benton, educational counselor for the California Tax-
payer's Association, states: "Considerable criticism is developing of teacher
salary schedules which use only the two yardsticks, college training and teaching
experience, for determining salaries. There is a growing conviction that teacher
salaries should also be related to the quality of instruction." He points out that
the prevalent automatic advancement plan by which the mediocre teacher ad-
vances at the same rate as the outstanding teacher lowers the prestige of the
teaching profession and discourages able teachers. He quotes the American
School Board Journal, May 1954: "Union protection, automatic increments,
indefinite tenure-these safeguards attract a certain type of person into the
teaching profession. True leaders, people who 'have it on the ball,' do not search
for positions offering such safeguards."

Proponents of merit rating contend that the practice of paying teachers what
they are worth, rather than rewarding them merely for becoming older teachers,
would bring about a great improvement in teaching. Merit programs would
tend to draw and hold superior teachers. Acting upon the recommendation of a
Citizens Advisory Committee, the Pasadena, Calif., School Board is now working
on a procedure for formal evaluation of current job performance which will be
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a part of its teachers' salary schedule code. As the idea spreads, we may hope
for improvement in the quality of teaching in elementary and secondary schools.

The curriculum of secondary and elementary schools should be under con-
stant study, and should be revised when necessary to reflect current needs. The
tremendous advances in science in recent years have created, and will continue
to create in the future, vast amounts of new knowledge which must be taught.
How can this new information be worked into a curriculum which is considered
to be overcrowded today[ Several things can be done. Much subject matter of
today's elementary and high school curricula could be eliminated advantageously.
There is a great deal of educational rubbish and scholastic trivia in our present
curricula.

Many subjects could be taught at an earlier age. Why should foreign lan-
guages, for example, be retained for the later years. These can be taught just as
well, and possibly more readily, in the early years.

Our curricula today are largely the result of tradition. They are the carry-
over of past generations in which classical education predominated. I think it
is time that a fresh look be taken by unprejudiced, imaginative and able edu-
cators, persons who can throw off the shackles of blind adherence to tradition.
Let these persons look at the world as it is today and ask themselves: "What
knowledge, what training, what skills does the youth of today need to prepare
him best for the problems he will encounter in his lifetime ?" The answer
will be a sensible, realistic course of study which, by comparison with our
present curricula, would show that we are now wasting tremendous amounts of
time on subjects of little value. We are dulling the interests of many potential
scientific leaders by failing to provide courses, as well as teachers, which would
inspire them to enter professions in which their abilities can be used most
beneficially.

One weakness of our public-school system is the attempt to confine students
of all kinds in the same classroom. Observant educators have noted that it is
"impossible for a small corps of teachers to serve both terminal and college prep-
aratory students with vital, relevant, inspiring work in the range of subjects
needed by both groups." There is evidence that some of our junior colleges
stress terminal courses, to the detriment of the student aspiring to enter college.

In a commencement address a few weeks ago, Dr. Frank Baxter, noted
Shakespearian professor at the University of Southern California, suggested that
it was high time that our public schools stop putting all students through the
same mill; that we may be wasting one of our most valuable national resources
when we fail to develop to their fullest extent the talents of students having
superior ability; and that these talents cannot be developed favorably in an -
educational system geared to mediocrity. There was an immediate reaction to
the suggestion that superior ability be recognized and cultivated in our public
schools. "It's Un-American," said one. "It violates the principle of equal
rights for all." Such shallow thinking overlooks the fact that there is no greater
inequality than the equal treatment of unequals.

In these remarks I have stressed certain weaknesses and shortcomings of our
public education system. I have deliberately refrained from discussing the good
features, and there are many, for my primary purpose was to indicate areas
in which improvement is needed and to suggest some ways in which improve-
ments can be made. I hope that no one will construe the critical nature of my
remarks, as an indication of lack of faith in our system of public education, nor
lack of confidence in our public-school teachers.

Public education is a magnificent institution-I wish to make it still better.
We are fortunate in having in our public schools many able, inspiring teachers
who are dedicated to their profession. I have the greatest respect for them.
My wish is to see their ability recognized and their burden lightened by
providing them with able associates.

It is my hope that civic organizations throughout the Nation will take a more
active interest in public education and will do their utmost to end the current
wastage of potential technical manpower before it is too late.
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aow two nations are training for control.

[From Control Engineering, December 1956]

UNITED STATES STEPS UP ITS TEcHNICIAN-ENGINEER RATIO THROUGH SOCIETY
ACTIVITIES By EAMPHASIS IN SCHOOLS WITH MORE MANUFACTURER TRAINING

The graph above ' dramatizes an aspect of engineering manpower that is
often overlooked in today's frenzied search for qualified engineers: the impor-
tance of the qualified technician in backing up the engineer-and thus contribut-
ing to the solution of the current shortage.

Study the graph and see what is happening to the technician gap in the
United States' most important engineering competitor. Since 1952 the Soviet
Union, observing a decline in its technicians due to emphasis on professional
education, has put steam into a program for getting more graduates from its
technicians turned out by these schools. The dshed black line for the United
increase in technicians over the 1950 level-was exceeded, and it is now esti-
mated that Russia's 3,500 technicums are turning out close to 1 million voca-
tionally trained people each year. The dashed red line in the graph indicates
roughly 100,000 technicum graduates in 1956, but it covers only the engineering
technicians turned out by these schools. The dashed black line for the United
States, however, represents the enrollments in 69 technical institutes and
includes all types of vocational training.

THE OPTIMIUMS S1tl0

An important key to its attitude toward technician training lies in what
Russia calls its optimum ratio between semiprofessionals and professionals.
In prewar days the ratio was less than a desired 2: 1, and declined by 1950 to
only 1.3 technicians to back up each engineer. Today the aim in Russia's
automatic control field is four technicians for each professional engineer-and
all signs point to fulfillment of this aim.

Many American industrial firms are also aware of this need for an optimum
ratio between technicians and engineers. E. Allan Williford, president of Link

I Sources: On engineering and Soviet technicum graduates-estimates from Nicholas
De Witt, Soviet Professional Mlanl)ower : on United States technical school graduates-
Annual Surveys of Technical Institutes, Rochester Institute of Technology.
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Aviation, says, "We have approximately 120 graduate engineers at Link. We
also have about 160 trained technicians, not nearly enough. We probably shouldhave a ratio of at least three technicians to every engineer. Any lower ratio
simply means that we're not getting maximum value for our engineers * *
Some other ratios:

Westinghouse Electric, Air Arm Division, 2 technicians to 1 engineer.
Standard Oil of Indiana, 1.9 technicians for each engineer.
United States Steel Co., American Bridge Division, 800 technicians, 700

engineers.
Not all companies, however, match the ratios above. A survey by the Engineer-

ing Manpower Commission of 18 oil and chemical companies, for example, showed
an average 0.9 technicians per chemical engineer.

WHY STRESS THE RATIO?

As Bob Jeffries implies in his guest editorial on page 61, a lack of emphasis intraining technicians for automatic control can result in two things:
(1) Our dedicated efforts to put automatic control in American industry can

come to a grinding halt-technicians are needed to keep operating what is placedin the field-it is as simple as that.
(2) Our so-called engineering manpower shortages will never be solved-with-

out technicians, creative engineers will bog down in a mass of routine, time-
consuming operational and design details.

It is the second point that is starting to preoccupy today's engineering man-
ager and may be the real prime mover for getting technician training in theUnited States well off the ground. Bidding next June for an estimated 23,000engineering graduates wvill be over 5,000 companies-which means that less than5 new recruits will be available per firm. Yet most expanding industrial firms
today claim they need new engineers by the scores, even hundreds. An answer,
they are finding, is to use the trained technician for some staff engineering jobsand to upgrade him, if necessary, to full engineer status. This is causing in-
dustrial recruiters to include technical institutes in their itineraries and iscausing companies like Carbide & Carbon (see p. 65) to emphasize the engineering
apprentice approach in its on-the-job training program.

ORGANIZED RATIO BOOSTERS

Though it lags notoriously right now, the United States has highohopes for
matching and besting the Soviet Union's remarwable technician training pro-gram. For while both bank heavily on formal schooling plus some on-job
training, the United States has, in addition to these sources, two other prime
movers: (1) The engineering societies, with their focus on lower-echelon educa-tion; (2) the product manufacturers, with their free schools for training cus-
tomer technicians.

The next five pages of What's New offer a current glimpse of some of theseforces at work in the training of American technicians for control.

ISA WORKS FOR TECHNICIANS

Progress in product and technique may have been the theme at the recent
11th annual Instrument Society of America conclave (see November issue,
pp. 25-40), but there was one problem in the minds of the membership thatthreatened to overshadow it: the problem of producing the properly qualified
technicians needed to service and run the new installations.

The problem did not simply fester in the minds of ISA members, however.
They did something about it. Besides conducting training clinics (Control Engi-
neering, November, pp. 38-39), the ISA announced an education foundation
with funds to attack the technician shortage problem (see p. 61) ; conducted
a symposium on ways and means to increase the training of manpower ininstrumentation; held an education committee meeting on the day following the
symposium to mull over possible action based on what was learned; cooperated
with Control Engineering in a display of work being done in the control field byeight education institutions.

The ISA's new Foundation for Education and Research will function as aseparate corporation under the direction of a board of trustees drawn from
industry, Government, and education. While Its initial grant of $40,000 Is fromthe society itself, it hopes to be financed through funds supplied by individuals,
other technical associations, and industrial contributors. It will be housed at
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first in the ISA headquarters in Pittsburgh. Bill Kushnick will serve as execu-
tive director (a post he now holds, and will continue to hold in ISA).

AT THE SYMPOSIUM

Four of the five papers offered during the special education symposium on
Tuesday, September 18, concentrated on the problem of developing instrument
and control technicians. Foxboro's W. H. Furry complained that instrument
technicians are too often categorized with bricklayers and carpenters-almost
invariably by unions and frequently by management. He called for abolishment
of the term "instrument mechanic" and said that the status of technicians could
be raised by placing them on salary and thereby removing them from union
jurisdiction. The body of his talk was about technician training, which he
wants formalized. His three-part method: learning the why of instrument
operation; showing the man what to do and how to do it; making him practice
until management is sure he can do it.

Paul Huss of the University of Akron gave an impassioned plea for more
emphasis on the role of the secondary school in expanding technical manpower.
He felt that the humanities were being stressed too much and that more interest
on a broader science-and-mathematics base could be stimulated by such things
as good science films at the junior high level. He advocated "pushing the people
who could become good engineers or technicians" but was "opposed to regi-
mentation." Mr. Huss didn't quite tell the audience how to do the necessary
pushing.

CHAPTER ACTIVITIES

The final paper in the education symposium, by A. T. Sherman, of Du Pont,
dealt with instrument courses sponsored by ISA chapters and instrument
manufacturers. Sherman briefly discussed the results of a survey that went
to 57 instrumentmakers and the 76 ISA chapters. Of 20 chapters replying,
8 had a program of some sort-either organized and run by the chapter, or
taught at a local university.

The good work that ISA chapters are performing in training technicians has
been reported before. In 1954 R. J. McCausey, of Detroit Edison, found that 10
chapters conducted 37 training courses in 1952 and 1953, and that these were
attended by 596 individuals. One of the best organized of these courses was
run by the Boston section. It was advertised as an "instrument technician
refresher course," ran for 5 weeks (21/2 hours per week), and cost $3. A total
of 82 attended, and as a result of enthusiastic answers to its questionnaire,
similar courses became standard activity for the Boston section.

UNIVERSITY ACTIVITIES

Educational activities at the college level were brought out during the ISA
show in a special exhibit (see pictures below) of instrument and control devel-
opment projects in eight eastern universities cosponsored by Control Engineer-
ing and ISA. Manning the exhibits were graduate students and faculty members
associated with the conception and design of the photo-type systems on display.
(See Control Engineering, September 1956, pp. 185-192, for details on some of
the projects.)

Eight of the faculty members connected with the exhibit met in a formal
session Tuesday morning, September 18, to discuss their respective projects and
educational programs in control. Managing Editor Lloyd Slater, who served
as recorder at this session, reports, "The interchange of ideas in this group was
extremely interesting. Three of the men were medical-instrument oriented,
three were outright theoretical control engineers, and the other two dealt in
physics and mechanical engineering. Yet all were able to develop provocative
comments about each others' project. For example, Dr. Slocumbe of Tufts
became very intrigued with Jim Reswick's nonupset technique for systems analy-
sis and planned to team up with Jim in a study of the 'dynamics' of a rat under
automatic anesthesia. McClintock of RPI, on the other hand, enthusiastically
saw his time-modulated six-count tape recorder as a tool in the servo analysis
projects at three of the schools."

EDUCATORS Focus ON THE TECHNICIAN SHORTAGE

New York's roving team of education administrators, described in a visit to
Sperry Gyroscope Co. on page 19, furnishes vivid proof that action Is accompany-
ing the intense soul-searching going on in American public school education today.
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In attempting to meet industry's plea for more technically trained youngsters,
the educators find themselves compelled to seek answers to the kind of questions
posed by Dorothy Thompson in a recent column. Why do, she asked-

Only 4 percent of American high school students study elementary
physics?

Only 7 percent study chemistry, 27 percent algebra. and 13 percent
geometry?

Only half our schools offer courses in chemistry and physics?
Nathan Clark, supervisor of technical subjects, New York City Board of

Education, and a member of the team of visiting educators, feels the need for
a concerted effort by both industry and State and local education authorities.
"There are countless American children entering high school," points out Clark,
"with IQ's of 105 or over who could make very capable technicians or engineers.
In our vocational program we have found we can give these students a full 4
years of math and 4 years of science. Further, our laboratory work gets the
student's hands busy with electronic and industrial devices, as well as his mind
into the basic theory behind such equipment. Then when the boys and girls
graduate they are literally conditioned for industry-and are happy and inter-
ested in the jobs they get." Mr. Clark goes on to point out that this "industrial
conditioning" is often lacking in most technical schooling-even colleges. "Why
do 50 percent of graduating engineers drop this field in their first 5 years out
in industry?" he asks.

Supervisor Clark is very enthusiastic about the New York board's program
of meetings with industry to determine what the latter needs in the way of
special training in vocational school graduates. In the get-together with Sperry,
for example, observation of Sperry technicians at work suggested some mild
adjustments in the courses offered in five New York technical high schools.
After it reviews the suggested adjustments, the group will confer with Sperry
again.

STEPPING UP TRAINING

New York City, advises Clark, is now embarked on a stepped-up plan for tech-
nical education. "We are working out better ways to select students and are
determining what schools can best be set up for technical education." But city
programs are relatively easy, he comments. "Other, smaller communities have
a great problem in getting the necessary funds to train or hire the proper type
of teacher for technical education. Engineers are needed-hence the community
must compete with local industry. It seems to me that industry, 'in order to
satisfy its larger, broader need for technicians and engineers, must get behind
a local movement for higher starting salaries to entice teacher-engineers into
nearby schools. From these schools will come the technicians they need so
badly."

Industrial leaders, increasingly aware of the technician shortage and the po-
tential for technician relief of the more difficult professional engineer problem,
are starting to echo Nathan Clark's sentiments. The Thomas A. Edison Founda-
tion meeting at West Orange, N. J., November 19-20, and the joint program for
technical education of the Columbia School of Engineering, which held a session
at Arden House, Harriman, N. Y., October 30-November 2, brought together edu-
cators and industrialists to discuss what draws young people to technology and
how our colleges can help the hard-pressed science departments of high schools.
These are but two of the many meetings throughout the land that are approach-
ing the so-called engineering shortage problem in this new direction: through
renewed, rebuilt emphasis on technology in secondary education.

Editor's note: The report above on increased activity by educators In techni-
cian training does not include the important area covered by the post-high-school
technical institute. Many schools in this category have added, in the past few
years, special courses in instrumentation and control. We hope to survey these
courses and perhaps come up with an Industry's Pulse (similar to the one this
month) that will tabulate the information.

BOB JEFFBIES, A CATALYST FOR TRAINING

Robert Joseph Jeffries is never completely happy unless he's doing at least
six things at once. In his 15 years as an educator and consultant he has tackled
control field projects ranging from motor control through aeronautics to navi-
gation and human engineering-often keeping to a schedule that would shame an
election-year campaigner. A typical Jeffries week: teaching at Michigan State,

85561-57---3
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editing the ISA Journal in Pittsburgh, serving on a national committee in Wash-
ington, and spending a day each with clients in Chicago and Detroit.

Today, as assistant to the president of Daystrom, Inc., Jeffries still maintains
his wonderfully varied, back-breaking pace. Catcl him for a few minutes between
flights and he'll enthusiastically tell you why. "I'm a flying catalyst. People
are the most important ingredient in the future of our company-and our
technology. I'm making it my business to activate this ingredient-to launch and
catalyze programs for training and developing the potentials of people. A
catalyst has to be where the reactions are-not on a nice quiet shelf." (Editor's
note: Jeff then stayed on the ground long enough to give us his views on
educational needs-see editorial, following.)

START OF THE REACTION

Bob Jeffries' career as a control catalyst began with ER and MS degrees from
the University of Connecticut, which he sought with funds earned as a surveyor
of the "fine terrain" of his native Connecticut, as a teacher of motor control and
electronics, and as a summer employee of Pratt & Whitney. During the era of
the VI's and V2's Jeff was at Langley Field with the NACA working on the
development of its prototype missile tracking system and teaching extension
engineering courses at nearby University of Virginia. In 1948 Jeffries was
awarded his doctorate in engineering by Johns Hopkins, where he taught elec-
trical engineering and participated in a pioneer study of human dynamics in
control-a subject which later became known as "human engineering." In the
fall of 1948 he went down to North Carolina State College, where he directed a
pilot research installation of a long-range navigational system and taught auto-
matic control (using the new Brown and Campbell text).

In 1953, during his fourth year as an associate professor of electrical engi-
neering at Michigan State, specializing in automatic control, Jeffries, then
chairman of the ISA Education Committee, roganized the first national industry-
government-university meeting devoted to educational problems posed by the
new technology. Meanwhile he was editing the newly founded ISA Journal and
squeezing out hours for consulting to industry on problems of control, system
design, and education. Soon he and two associates formalized their consulting
practice in Educational & Technical Consultants, Inc.-a service which draws
on the talents of specialists in 73 colleges. One of his clients, Schlumberger Well
Surveying Corp., took a cue from his report and formed Schlumberger Instru-
ment Co., bringing in Jeff as technical planning adviser to President Henri-
Georges Doll (Control Engineering December 1955, p. 15). Upon completing his
phase of the work last spring he went to Daystrom as assistant to President
Thomas Roy Jones.

At 33, Bob Jeffries is only at the start of a remarkable career, but he sees no
reason to pace himself. "Education is a long-term, continuing proposition," he
reminds us, "but it never gets off the ground without dedicated effort." Jeff's
attractive wife Anna and his two children have grown to accept his time away
from home that such dedication requires. "But," says Anna philosophically, "I'm
looking forward to the day when Jeff becomes president of ISA (now president-
elect secretary, he'll be president in 1957-58) because I will then at least be able
to keep up with his activities through the ISA Journal."

PROGRAM FOR TRAINING

(Our control personality this month, Dr. Robert J. Jeffries, offers this guest
editorial on the elenments of a program for training people in our field)

In today's ideological conflict between East and West, the survival of our
concepts of individual dignity and opportunity depends chiefly on our con-
tinuing prosperity and on the example we set. This requires, among other
things, more and better-trained engineers to conceive and design more machines
Incorporating the latest products of control technology, and a supply of highly
skilled technicians to operate and maintain this equipment. It requires, also,
that we continually upgrade existing personnel to enable them to keep pace
with the growth of the field.

Several things can be done to meet the challenge. Drawing on our knowledge
and associations, we might address ourselves to the following:

Bolster science education in secondary schools - this requires better
teachers.

Enhance the scope and effectiveness of collegiate programs-this requires
industrial and community support.
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Attract people to careers in the control field-this requires broader public
appreciation of its content and potential.

Cultivate a better understanding of our technology at all levels of man-
agement and employment-this requires an effective and varied industry
educational program.

Translate the sophisticated theories of academic and military programs
into economically justified equipment and 'techniques for industry-this
requires an effective two-way communication in needs, interests, practices,
and experiences.

Develop a practical way to tap the great reservoir of experience already
in the literature-this requires an effective technique for storing and re-
trieving that makes the information available to all.

How can we implement such a program? A good start has been made by
the Instrument Society of America with its recently established Foundation for
Instrumentation, Education and Research. The foundation's functions will
be largely conceptional and catalytic. In general, it will assist in developing
education and research projects in instrumentation not only for other societies,
but for governmental, industrial, and educational groups at all levels. These
projects will be nurtured by the ISA; by individual industries and industrial
trade associations; by civic, labor, and fraternal organizations; and by educa-
tional institutions and Government agencies.

The success of the foundation's program-of any program for training, for
that matter-depends on how much support it gets from that group certain to
benefit the most from it-the men in the field.

ROBERT J. JEFFRIES.

INDUSTRY'S PULSE-HOW CONTROL MAKERS WILL TRAIN YOUR TECHNIcIANs

A recent study by McGraw-Hill's department of economics indicates that the

users of control will purchase over $4 billion worth of equipment in 1957. The
incoming devices and systems will bolster an already incredible array of complex,

highly specialized measurement and control equipment now being used through-

out business, the military, and industry. But to the users they will create this
pressing question: Where will the trained technicians come from to install,
maintain, and operate the new systems?

One powerful answer to this question resides in the training schools, formal
and informal, offered to control users by the makers themselves. Most of the
two-thousand-odf! companies that manufacture specialized products for the
control field are prepared to back up their equipment either with informal in-
plant or use-site instruction, or through organized training facilities. It is the

growing emphasis on this latter category-the formal, organized customer train-

ing school-that prompted Control Engineering recently to survey 100 control
manufacturers. By October 15, 33 companies returned complete answers on

their organized facilities. The answers are crammed into the next pages.
To help the user with specific requirements, the table groups control-maker

schools into four categories: aircraft and ordnance, analysis and test instru-
ments, computers and data processing, industrial control. Thus, 1 group of

the 3 companies trains technicians to service and run the highly specialized
systems it makes for controlling aircraft, ships, and military vehicles. One

distinguishing feature of this group is its stress on field training. All three

companies take their students out or even up in the air to work on operating
systems.

The five makers of analysis and test equipment that answered the survey use

their brief courses (mainly 1 week) to focus on theory and function rather than
field application. This approach, they believe, will enable the user to broaden
his own ability to put the new tools of product measurement and system

test to work in the many unplumbed applications in his plant.
Operational techniques are emphasized in the courses offered by the five digital

manufacturers responding to the survey. All recognize the need to equip tech-
nicians to program and code (and simply operate) the rather complex digital

systems they now have on the market. Because of the complexity of these
systems, background is especially important; most firms require a knowledge of

electronics and/or computer experience. One even suggests that the trainee be a
graduate engineer with pulse experience if he is to take the maintenance course.

A niuch broader approach to the service and operation of automatic-control
system is offered by the 17 industrial control firms in the survey, whose courses

run from 2 days to 14 weeks. -Many in this group have been conducting user
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schools for as long as 20 years, and several have developed special courses to
suit the industrial background of the trainee.

Over all, the most impressive thing about the survey Is the astounding number
of people that these few manufacturers train. Excluding IBM (with its fan-
tastic "mobile" program which handles 70,000), roughly 8,000 technicians pass
through the portals of 33 control-maker training schools each year. What would
the grand total be if all programs and all firms were included In the survey?

The tabulation reveals some interesting uniformity in the scope of user train-
ing by control makers:

All courses (with the exception of Kollsman's, some of Consolidated Elec-
trodynamics', and the Westinghouse "CYPAK" class) are tuition free.

Most firms are stafflng their schools with graduate engineers, many of
whom are trained to teach.

Most of the companies require that their "students" be customers (at least
12, however do not).

One more thing is quite apparent from the table: more than half of all these
control-maker schools seems to be enrolled to capacity long before classes start.
So if you plan to send a man-get in your request right now.

Chairman PATMAN. The other members of the committee, who are
in the city, are engaged with other committees. Senator Flanders is
especially interested in this type of work and activity, and he wanted
to be here, but he is engaged in another committee and he cannot
leave. So is Senator O'Mahoney. Senator Watkins is not in town.
And our House Members are engaged.

However, these hearings are printed, of course, and made available
to all of the Members of the House and the Senate; and also the
libraries throughout the country, and to other people.

I think you have presented a wonderful statement. I know it will
be helpful to all of the Members of the Congress.

You made a statement about your proposal to have a task force set
up. I do not object to any task force, and I am sure it would be help-
ful and constructive in its efforts and activities, but I think that the
best way to get consideration of a legislative body-and, obviously,
some of their recommendations would require legislation; I assume
you agree to that?

Mr. SHEEN. Yes, sir.
Chairman PATMAN. Is to go directly to the Congress, and through

the legislative setup to the committees having to do with these prob-
lems. Then the same people who receive the testimony will also be
charged with getting something done, and take a personal interest
in trying to push it through Congress.

When you go about it with a task force, you not only have to con-
vince the task-force members, but after you have gotten up your rec-
ommendations, after months, and sometimes years of study, and have
gotten up unanswerable, convincing proof of your recommendations
that you need as to why they should be enacted into law, you must
then go to the legislative committee. Do you not agree with me that
there is something to that point that should receive consideration?

Mr. SHEEN. Possibly so. What we are trying to do is to point out
that we have an immediate need.

Chairman PATMAN. That is right.
Mr. SHEEN. We have some specific problems. We are also trying

to suggest possible ways to solve those problems.
Chairman PATMAN. But that makes it more important that you

approach the people who have the power to act.
Mr. Sm N. We are happy to do so.
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Chairman PATMAN. A lot of task forces have worked hard and have
accomplished a lot in alerting the people as to the needs of certain
things, but they are not the people who can act. They are only people
who can present it to the people who can act.

Mr. SHEEN. We would be delighted to see this committee or any
other committee act directly on these recommendations.

Chairman PATMAN. Well, this committee is set up more in the
line of a task force committee, in that we do not have legislative
power. Under the Employment Act of 1946, we are more than, I
guess you would call, a watchdog committee. We are a committee
to pass upon these questions and make recommendations to the legis-
lative committees.

Mr. SHEEN. We will be very happy to carry the story in any com-
mittees that you might suggest.

Chairman PATMAN. That is very fine. I am not objecting to the
task force; it could serve a very good purpose, but those same people
will have later to be called before the legislative committee. And
anything that is urgent, that is needed real soon, I suggest and urge
that you consider getting hearings before the legislative committees
for it. And you will have the cooperation of this committee in get-
ting it done.

Mr. SHEEN. Thank you.
Chairman PATMAN. I started out turning down a page of your

statement that I wanted to ask you about and I find I have turned
down all of the pages when we got through. I won't obviously ask
you about all of them. But I want to mention some of them.

You mentioned accelerating the educational programs. Of course,
that is very fine. I want to commend your organization for estab-
lishinog this foundation and putting up the first $50,000 to start it
off in its work. The needs are urgent and great. I agree with you
on that.

You know, our committee over a year ago, November 1955, I be-
lieve it was, for the first time brought to the attention of the country
that there is a great shortage of engineers and scientists. We dis-
closed through such witnesses as Dr. Vannevar Bush and others that
Russia was 'way ahead of us and that Russia would graduate in 1956
twice as many engineers for instance, as we were going to.

The most alarming and shocking thing of all that was brought to
our attention was the fact that Russia during the year 1956 would
graduate 32 times as many technicians than the United States of
America. That is what is so shocking to me. I went into it a little
further. And I discovered that Russia is doing what you have sug-
gested here on one of the ages that I turned down, that we do here
in this country, that is, the young men in military service that we
should pay some attention to them and give them training.

Mr. SHiX EN. That is right.
Chairman PATMAN. That is what Russia is doing. That is the

reason that they can graduate 32 times as many technicians. They
are training their military personnel in that way. So that there is
no reason why we could not do it here. I think it would be not only
helping the country but be helping the young men, too. I think
one of the major problems, just like you pointed out, is the problem
of insufficiently trained and inadequately educated manpower.

Mr. S.EN. That is correct.
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Chairman PATMAN. Your idea about a central clearinghouse for
the rapidly accumulating information of knowledge, I think is a
wonderful suggestion.

And so is your suggestion about the improvement of curricular
and training of teachers in high schools. I asked Dr. Bush what he
considered to be the weakest point in our educational system. He said
the lack of trained teachers in the high schools. He put his finger
right on it.

And you have, too, here. I noticed that you brought out some other
points, effective utilization of military training period. That is the
point that I brought out a while ago, that Russia is getting ahead of
us on technicians in that same way.

Mr. SHEEN. I had a young man in my office, a graduate mechanical
engineer, Monday of this week, just out of the service, and he told me
that three-quarters of his time before he was actually transferred to
any technical activity at all was spent on more or less menial work and
the averaoe training of the men in his particular company (military)
was actually 141/2 years of school, which meant that more than half
of them were college graduates.

He had a Ph. D. and M. S. working along with him on menial tasks.
I submit to you that is a radical waste of manpower.
Chairman PATMAN. Like cleaning up the barracks or KP. They

do not seem to make any difference on that. We all had to go through
it, you know, in military service.

Mr. SHEEN. That is true.
Chairman PATMAN. But we can utilize our manpower in a much

better way than that. I think this hearing will have a tendency to
bring it to the attention of the public and of the Congress.

The more active role by the National Bureau of Standards and
communication of their information and so forth-I am strong for
the Bureau of Standards. I believe the Congress is sold on the need
to support and cooperate with the National Bureau of Standards.

I won't comment on your testimony except to say it is very helpful.
I certainly appreciate it and I know Members of Congress will be
greatly helped by it.

We will hear from you this afternoon on this small-business aspect
of the question.

Mr. MOORE. One criticism we have of the committee's report last
year on automation is that the committee did not undertake to define
"automation." Those who were at the hearings discovered that auto-
mation was a pretty broad conceptual thing, rather than one that could
be precisely defined and narrowed.

Since we are going to be using this word "instrumentation" so much
in the next day or two, I wonder if you could point out the boundaries
or how far instrumentation goes. I know it is a difficult question just
as we found automation was impossible. But I think it would be
helpful if we knew what you mean by that.

Mr. SHEENT. I think our next witness has one of the finest definitions
in his testimony that I have as yet seen. That is by Mr. Jones.

Chairman PATMAN. That will be by Mr. Jones?
Mr. SHEEN. Although I would not hesitate to approach it, at the

same time I would not want to duplicate his material.
Chairman PATMAN. One other suggestion about the task force: If

you set up a task force that you expect the Congress to accept and not
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go through a committee, you are thereby placing elected representa-
tives of the people in competition with those who are appointed by
someone. And you get into trouble with our system of government.

Mr. SHEEN. I understand.
Chairman PATMAN. That is what I am trying to urge upon you for

consideration, that you present your proposals directly to the legisla-
tive committee on all urgent matters.

Mr. SHEEN. I greatly appreciate that suggestion.
Chairman PATMIAN. Thank you very much, Mr. Sheen.
Mr. SHEEN. Thank you.
Chairman PATMIAN. We will look forward to hearing you again

this afternoon.
Mr. SHEEN. Thank you again.
Chairman PATHAN. Now, Mr. Jones. You may sit there at the table

with him if you desire, Mr. Sheen.
Mr. JONES. I am very sorry that I did not speak first for the reason

that there is a good deal of duplication in recommendations between
the first speaker and my paper.

Chairman PATMAN. That is all right. We can stand it, because we
need it. You cannot repeat it too much.

STATEMENT OF THOMAS ROY JONES, PRESIDENT, DAYSTROM,
INC., ELIZABETH, N. J.

Mr. JONES. My name is Thomas Roy Jones. I am president of
Daystrom, Inc.

To provide understanding of the basis for my observations and con-
clusions, it would be appropriate and valuable if I should describe
to you the type of activities and the organization with which I am
daily associated.

Daystrom, Inc., is a management holding company which has sev-
eral operating divisions and subsidiaries whose principal activities lie
in the broad fields of electronics, avionics, nucleonics, electrical indi-
cating, recording, and controlling instruments and systems, laboratory
standards, and military and industrial intelligence and computing
systems.

Our products also embrace several electronic devices used in the
home, for example: high fidelity sound-reproduction equipments, and
hobby equipments.

One of our subsidiaries the Weston Electrical Instrument Corp., is
the world's largest manufacturer of electrical indicating instruments.
One of our other subsidiaries, the Daystrom Pacific Corp., pioneered
the development and manufacture of miniaturized devices for aircraft
and guided missiles.

Our nuclear division is building the world's first medical research
reactor for the Brookhaven Laboratories of the AEC.

The purpose in reciting these varied activities of our company is to
try to explain the breadth of concern and association which my par-
ticular position as president of Daystrom, Inc., represents with respect
to instrumentation and automatic controls.

My premise is that the electrical instruments, laboratory standards,
and electronic test equipment of the types manufactured by Daystrom
constitute the foundations of automation.
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Some of our other products, in particular the devices for sensing
physical quantities, the indicating, recording, and controlling instru-
ments and systems, are the actual instrumentation of automation.

We are, therefore, vitally interested in automation and feel that we
are in a good position to appraise its potential and its needs, and also
to contribute to its enhanced applications in industrial and military
environments.

With this introduction I should like now to try to develop a pattern
which is inherent to automation-a pattern in the technological sense.
Automation may be defined as anything having to do with an exten-
sion of human senses and capabilities via machines.

The senses are those of sight, touch, hearing, smell, and taste. The
capabilities include motion, force, work, and the mental operations of
arithmetic and algebraic manipulation, selection, and rejection.

Those are terminologies of the electronic brain.
The extension of these senses and capabilities are accomplished

within the concept of automation by machine sensors, such as thermo-
couples and resistive elements for the sensing of temperature; orifice
plates, rotating armatures, and so forth. for the sensing of flow; dia-
phrams for the sensing of pressure; photocells for the sensing of
light; microphones for the sensing of sound; and analytical type in-
struments, such as, infrared and ultraviolet spectrometers, mass spec-
trometers, and vapor phase chromatographs, which determine the
chemical composition of materials, through the analysis of light re-
flected by those materials.

The capabilities of motion, force, and work are realized within the
concept of automation by pneumatic, hydraulic and electromagnetic
actuators. Equivalent mental operations are performed by analog
and digital computers-popularly known as electronic brains-in the
most elementary machine equivalents of mental arithmetic, selection,
and rejection.

Electrical instruments, laboratory standards and electronic, test
equipment are the foundation of automation because these equipments
are used in the development of automation equipments and systems.
(Electrical instruments, laboratory standards, and electronic instru-
ments are essential to the development of sensing, indicating, record-
ing, controlling, actuating, and computing automation equipments.)

Therefore, the instrument development and the instrument manu-
facturing activities in which Daystrom and other similar companies
engage constitute the source of knowledge, the components, and the
application know-how which make automation possible.

These devices, such as my company makes, must precede and are
essential to automation applications. Therefore, the instrument in-
dustry is necessary if automation is to exist. Automation as an indus-
trial evaluation will be no more healthy nor dynamic than is the
instrument industry.

Should automation be encouraged? The answer is, categorically,
"yes." The principal arguments have been previously stated in hear-
ings before this committe some time ago by representatives from
several industrial areas.

I add my endorsement to their arguments as to why automation is
beneficial to our national welfare.

In addition, I submit the following points as a summary of my per-
sonal beliefs as to why automation is good and should be accelerated
in its application.

34



INSTRUMENTATION AND AUTOMATION 35

First, automation is essential to the economy. If this Nation is to
increase its productivity at a rate which will provide a standard of
living to which we all aspire, with our available manpower, we must
have a greater unit productivity on the part of the individual worker.

The only way the American worker can increase his real wages is
through an increased individual productivity. He can do this by
working more hours or management can do it for him by increasing his
productivity per hour.

Increased productivity per hour can be achieved only through a
greater application of automation. In our research activities it is not
possible to conduct the studies that must be conducted in order to ad-
vance the frontiers of knowledge-it is not possible to perform the
mathematical computations which must be performed if we are to
understand the world and its workings about us-unless there are
developed more sophisticated types of automation equipments.

Therefore, in these senses automation is essential to our economy.
Automation is essential to the creation of new jobs-new jobs which
are better jobs, which require higher skills and will therefore elevate
the worker and consequently pay him more money.

Second, the advent and the acceleration of automation is essential
to our moral fiber. So long as man is endowed with an ingenious and
an inventive brain, one capable of creative thought, and a body
capable of creative effort, he must find an application for these ca-
pacities.

It would be spiritually and morally decadent for man to ignore
the possible improvement of his own position and method of operation
when such improvement is obvious to him.

Therefore, I submit that it is a psychological necessity that man
continually seek to extend himself to the limit of his inherent capa-
bilities.

Great progress has already been made in this direction. When I
started my career as an engineer back in 1913, I started as a laborer
on a railroad-signal gang out in Oregon. My engineering training
certainly was not essential to the work and there was little oppor-
tunity for me to be technically creative.

This was because our technology was temporarily stagnant. The
profession of engineering had little stature, the engineer himself was
not considered a particularly important individual.

Times changed gradually, but it was true not very long ago that it
was considered standard practice for an engineer to serve a 2 or 3-year
apprenticeship as a draftsman before he was assigned any design
responsibility.

Today we cannot afford this waste of technical talent. Today we
recognize and try to provide opportunities for expression of personal
creativity-we try to cultivate the abilities and capacities of our
engineers systematically.

Third, automation is essential to national defense. Technologically
speaking, we need new weapons; we need new defenses. Miss.le and
aircraft fly too high and too fast to be detected and counted by means
employing human senses and capabilities only. We need sophisti-
cated weapons systems embracing refined measurements, rapid calcula-
tions, and precinsion control to insure our security.

When we were forced into the Second World War, we had a surplus
of labor on which we could call to provide the additional production
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required. Currently we are at nearly full employment. If anotherwar should come, the war production would have to come at theexpense of the civilian economy-perhaps to an extent that it wouldendanger the ability of the civilian economy to support the militaryproduction.
Certainly, the sacrifices and deficiencies which would be forced onthe civilian economy would be far greater than anything we haveever known. The only answer to an increased demand whether it befor military or civilian goods is greater productivity through in-creased automation.
Now, some of the foregoing statements, which are in a sense generali-ties, should be supported by statistics. I propose, therefore, with thepermission of this committee, to enter into the record certain statisti-cal and factual information in support of some statements I have made.These evidences are much too lengthy to repeat here in detail. Itwould be helpful, therefore, if the full content of these evidences couldbe included within the record.
Basically, these evidences consist of statistics establishing the natureof the field of automation in terms of its products, its services, and thecompanies engaged in it; included is information concerning the mar-ket potential and the growtb potential of the automation industry asimplied and thus required by the growth and development of the indus-tries which embrace automation. These are appendixes A 1, 2, and 3.Chairman PATMAN. They may be inserted at the end of yourremarks.
Mr. JONES. Thank you.
It would be helpful to enter into the record an article which ap-peared in the journal of the Instrument Society of America in April1956, which outlines in quite a comprehensive fashion the problemsfaced by America in effective utilization of automation. That isappendix B.
Chairman PAT31AN. It may be inserted.
Mr. JONES. Thank you.
It would also be helpful to enter into the record excerpts from thetext of a descriptive brochure prepared to justify and explain thenature of a Foundation for Instrumentation Education and Researchwhich has recently been established in recognition of the several needsof automation-needs recognized by a group of eminent leaders of theInstrunientation-Automation-Science Fraternity, a voluntary associa-tion of freemen, representing free industries, bound together by adedication to the welfare of our country and its economy through en-hanced automation. That is appendix C.
Chairman PATHAN. It may be inserted.
Mr. JoNEs. Thank you.
Based on these evidences, it is clear that automation is imperative;that electronics and instrumentation are essential to automation; and,in order for automation to progress, the instrumentation-electronics

industries must be healthy.
Now, what is the present situation? As a matter of fact, the elec-tronics-instrumentation industries are being held back from realizingtheir ultimate potential, technologically and economically, by severalfactors. The electronics-instrumentation industry is a dynamicgrowth industry, with its markets expanding, its technology develop-ing. Economically-traditionally-you would term it "an immature
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industry." There are many small, marginal operators. New com-
panies are being formed every day. Mergers and consolidations are
taking place. We are just on the threshold of recognizing this aggre-
gate of activity as an automation industry. Already, however, this
industry is beginning to be pinched by some fundamental weaknesses
in our national picture.

At this point, a digression is indicated. The administration and
Congress are greatly exercised over the large number of mergers
which have been and are taking place. We hear much talk about
little business and big business, but nowhere is anyone worried about
the welfare, and the encouraging of formation, of the business back-
bone of the economy and the great resource of the Nation in time of
sudden war-the middle-sized business.

It is not maintained that all mergers are good. A few have been
economically unsound and a few have been shamefully conceived in a
spirit of selfish greed-but let's not throw out the baby with the bath
water.

Small business cannot match the technological research of big busi-
ness. Medium-sized business, confining itself to its specialized area,
can. In the case of national emergency, small business generally has
not the management, the flexibility, the size or the resources to do
other than be subcontractors taking the scraps perforce let out to them
from the prime contractor. The big businesses have these things and,
having them, tend to grow bigger. A strong layer of medium-sized
business-the middle class of the economic society-is the mainstay
of the'normal economy and the safety of the Nation in time of war.

This subject cannot be treated in three paragraphs but suffice it
to say that Congress should give serious thought, particularly in this
field of instrumentation and automation, to encouraging those small
businesses which, in order to achieve strength and corporate security,
wish to combine. Congress should not build up roadblocks of bureau-
cratic redtape and delays and the huge expense of reports and legal
fees.

Now to pick up the thread dropped at the digression and enumerate
the fundamental weaknesses before mentioned. First, the pricing in
the industry is at such a level that many small businesses in the in-
dustry itself cannot support their own growth. This is a fault, in
part, of the industry itself and, in part, of the tax structure.

Second, the industry is being hampered severely by an inadequate
appreciation and understanding of the capabilities, limitations, and
potentialities of its products and services on the part of those whom it
would serve, both in industry and in Government.

This is to say that, if industry as a whole and many Government
activities are to take advantage of the potentialities inherent in exist-
ing automation techniques and equipments, there is a mass education
job to be done to explain, to investigate, and to create a basic under-
standing of principles and practices of the potential users of automa-
tion and its techniques and its equipments. We need a vast automa-
tion-market educational program.

Third, there is a corresponding need within the ranks of the auto-
mation manufacturers themselves-those industries who manufacture
electronic-measuring equipment and engage in instrumentation, com-
ponents, and systems development and manufacture-for an educa-
tion of their personnel as to the very latest technological, scientific
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developments-the ivory-tower developments-which have applica-
tion to their industry.

We need to shorten the time span between the concept and under-
standing of a scientific principle to the time when it is embodied in
a piece of practical equipment that will be economically and techno-
logically justified in a user plant or production environment.

The history of the application of automation equipments is essen-
tially a pattern of timing. Some research scientist somewhere in a
laboratory identifies a fundamental physical principle. At some later
date-maybe months, maybe years-an instrument is devised which
measures or displays or characterizes this principle.

From a laboratory bench model, over a period of years usually,
there will evolve a laboratory instrument made available through
the instrument industry to laboratory scientists. With years of lab-
oratory application, gradually this instrument may get out into a plant
laboratory and ultimatley, several years later, out into the plant as a
plant-worthy instrument. The infrared spectrometer-that is the
instrument which analyzes light rays below those of human vision-is
a good example of this historical evolution where generations went by
from the first concepts of the infrared spectrometer to our present state
of plant application of these kinds of equipments. Now this time span
is being shortened. There is a greater acceptance of the new today,
not only by industry but by the public. With every new instrument
that is conceived, with every new instrument that finds its way into
a plant, we recognize and we appreciate the shortening of this time
span. But much more must be done to shorten this time span.

Fourth, both the potential user of automation equipments and the
developer and manufacturer of such equipments is hamstrung; is being
held back at the moment by an inadequate supply of technically
trained personnel at all levels-Doctors of Philosophy, bachelor's de-
grees, technicians.

This country's educational system simply is not geared at present
to producing the number of people required with technological train-
ing to absorb and apply and develop the automation equipments which
are possible; which are desirable, and which, in many instances, are
basically necessary to our modern economy. The situation is fright-
ening.

This is now the point at which can be brought out an opportunity
which has lain in the hands of the United States Government ever since
the Korean war-an opportunity so great and so apparent that I am
amazed that, in the face of the great national necessity, nothing has
been done to take advantage of it.

I have had two sons in the Army. I have been shocked at the amount
of time spent in unnecessary manual labor-or even in doing nothing
at all-by men of superior technical possibilities.

I am convinced that essential military instruction and training can
be condensed into half the time now taken. The remainder of the time
can be utilized in study in scientific courses given by men already in
the service either as officers or as enlisted men. Servicemen not in-
terested in advancement, or incapable of carrying the work, could do
the manual labor. Interest in scientific learning and scientific pur-
suits could be aroused to the end that technical education could be com-
pleted under the G. I. bill of rights after release from the Army.

In the automation field there is a great need for effective communi-
cations so that the work done by one group and the experiences of all
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groups can be made available to everyone who has a need for the
information.

With the shortage of manpower, with the needs for instrumentation-
automation research and development and application; and with the
urgency of needs in many of these areas, it is criminal for people to
spend time rediscovering the truths already known-to go through all
the growing and application pains which have previously been ex-
perienced by others.

We need fundamentally a basic system of communication in this
country by which the accumulated knowledge and experience of all
can be made available to all. We need an effective instrumentation-
automation information, storage and retrieval system. This would
embrace statistics of the industry and of the markets, technological
developments and operational experience.

One major facet of the communications problem is a need-an
urgent need-for a much more effective cross-fertilization between
those working on military developments and those concerned with
civilian application.

In order to get the maximum mileage out of our research and de-
velopment dollar, both within the military and within industry, we
need to have a much greater liasion activity so that the developments
designed for one field of application can properly be appraised and
related and correlated with the needs of other industry areas.

Specifically, the military programs of research and development
have made great strides in a technological sense and have pushed back
the capability frontiers of equipments far beyond those presently
utilized in industry. There is a need for closing that galp, for bringing
together the people from industry with their appreciation of their
problems and the people with the knowledge of the military progress.
- Perhaps some neutral unbiased group jointly supported by military

and civilian interests could evaluate the military developments and.
their application and adaptation to civilian production. This can be
justified in terms of its effect on a national economy. It can be justified
in terms of greater return for every military dollar spent on research
and development. It can be justified on the basis that the increased
productivity and lower costs of the resulting civilian industry will
in fact result in lower acquisition costs of material by the military in
its other purchasing programs.

Now there have been and there are activities which are directed
toward meeting some of these needs. The Office of Basic Instrumen-
tation of the National Bureau of Standards is an exemplary organiza-
tion in its concept and limited functioning. It, too, is plagued, as I
understand it, by manpower problems.

The various technical societies through the medium of the various
technical meetings and symposia they hold are contributing substan-
tially to the communications problem. The National Science Foun-
dation through its support of basic scholarship is contributing some-
what to the manpower problem, but they are only scratching the
surface with respect to the magnitude of the problem before them.

The establishment of the Foundation for Instrumentation Educa-
tion and Research to which I previously referred is, as far as I know,
the first specific directed activity of the instrument-automation indus-
try as represented through the membership of the board of trustees.

To approach some of these problems that foundation, to be com-
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pletely effective, will need the active support and cooperation of the
users of automation equipments and techniques, civilian and military.
They will need the active participation of several Government agen-
cies. To my mind, it is the best device available on the horizon for
accomplishing several of the objectives which are implicit in the prob-
lems I have described.

In summary, I should like to leave you the basic recommendations
which are inherent in my previous remarks. In all of these recom-
mendations I wish to emphasize that the Government need not under-
take the actual operating details. It is rather that we need the unified
approach and direction which the Government is in the best position
to offer.

First, the Government should consider the establishment of a cen-
tralized, information-coordination storage and retrieval system, coop-
eratively planned, operated and utilizedby government and industry.

Second, the Government should encourage activities designed to
enhance the cross-fertilization of military development and industrial
adaptation.

Third, the Government should attempt within the bounds of prac-
ticality to contribute to the support of research and development -
activities in small business in the field of automation techniques and
equipment by letting military contracts to such organizations. The
plea here is for a broader base of participation in Government research
and development programs relating to instrumentation.

My fourth recommendation is with respect to the educational needs
of industry and the military from the standpoint of the enhanced
utilization of existing automation techniques and equipments and the
concept and development of new techniques and equipments.

The Government should consider programs by which it can enhance
the application of these equipments and techniques in these areas
through the establishment of a series of locally based educational
activities. This might take a form similar to the engineering, science
and management war-training programs instituted during the early
stages of the last war, or support for some of the current cooperative
industry-technical society programs now in the experimental stage.

My fifth recommendation has to do with manpower development.
The Federal Government should undertake immediately programs
designed to strengthen our science education in our secondary school
systems. First it is necessary to impress on those responsible for
educational curriculums the need for instituting basic science courses
in physics, chemistry, and mathematics. Every effort should be made
to improve the quality and the quantity of our science teachers,
particularly at the high-school level.

There must be a coordinated, integrated program of orientation and
indoctrination of appropriate potential teachers and existing teachers
with respect to the needs of our economy. An appalling lack of
scientific instruction of any kind exists in most of our high schools.

My sixth recommendation is that the United States Government
should, through the military, institute basic scientific courses of train-
ing for the men under draft in the service.

My seventh point of recommendation is that-when agencies de-
signed to meet some of these needs are brought into existence, such as
the Office of Basic Instrumentation within the Government and the
Foundation for Instrumentation Education and Research outside the
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Government, when these machineries are established and it is deter-
mined that they provide a mechanism by which some of these objec-
tives can be realized, then the various Government agencies should
cooperatively join and participate in the programs of those groups
so that those programs may be advanced.

There are my seven recommendations to this committee. I don't
think they are sufficiently detailed so that they can be formulated in
terms of possible legislation at this time. But I think as principles of
problems to be resolved they do point the way for the establishment of
a series of advisory committees to the Congress and to various Gov-
ernment agencies, such committees to include representatives of the
Government and of industry, both the instrument-manufacturing and
the instrument-using groups. These committees should be able to sit
down and give birth to specific proposals leading hopefully toward
legislation.

I add only one thing in closing. One of the major characteristics
of these problems is their urgency. These problems are not problems
which are to be studied and treated at some distant time. They are
problems which exist now and they are needs which exist now. And
I state flatly that, as of this moment, automation is being held back
and our national security is being jeopardized by the existence and the
lack of solution to these problems. The rate at which automation can
be introduced in industry will be lessened by every day that these
problems go unresolved.

I appreciate the opportunity of being able to present this informa-
tion to you.

(Appendixes A-1, A-2, A-3, B and C, referred to above, are as
follows:)

APPENDIX A-1

[From the Advance Report, 1954 Census of Manufacturers, April 1956, Series MC-38-1.1]

SCIENTIFIC INSTRUMENTS INDUSTRY

(S. I. C. Code 3811)

During 1954, manufacturers in the scientific instruments industry shipped
products valued at $562 million, an increase of 379 percent over 1947, according
to preliminary results obtained from the 1954 census of manufactures conducted
by the Bureau of the Census, Department of Commerce. Average employment
In this industry has increased 139 percent since 1947 (when the last census of
manufactures was taken) to a total of 43,900 employees in 1954. Value added
by manufacture in the industry amounted to $342 million in 1954, an increase
of 350 percent over 1947. "Value added" is derived by subtracting the cost
of materials, etc., from the value of shipments. It avoids, therefore, the du-
plication in the value of shipments which result from the use of products of
some establishments as materials by others and Is the best measure available
for comparingothe relative economic importance of manufacturing among In-
dustries and geographic areas. Changes between the two census years for
other key measures of activity for the industry are shown in table 1. No
adjustments have been made for changes in price levels between the 2 years.
All figures in this report are preliminary and, therefore, subject to revision
In the final industry bulletin.

The scientific instruments industry represents manufacturing establishments
engaged primarily in the manufacture of laboratory, scientific, and engineering
Instruments such as nautical, navigational, aeronautical, surveying, drafting,
mathematical instruments, and instruments for laboratory work and scientific
research (except microscopes and telescopes, which are in "Industry 3831,
optical instruments and lenses). Establishments primarily manufacturing sur-
gical, medical, and dental instruments are classified in group 384, "Medical
equipment and supplies; mechanical measuring and controlling instruments in
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"Industry 3821, mechanical measuring instruments"; machinists' precision
measuring tools in "Industry 3545, metalworking machinery attachments; and
instruments for recording electrical quantities and characteristics in "Industry
3613, electrical measuring instruments." The industry classification for scien-
tific instruments used in the 1954 census of manufactures is based on the Stand-
ard Industrial Classification Manual, volume I, Manufacturing Industries, 1945
edition.

The value of shipments, as reported by establishments classified In the scien-
tific instruments industry, consisted not only of products described above as
primary to the Industry, but also included the value of secondary products
(which are primary to other industries). In tables 1 and 2, the $562 million
total value of shipments reported by establishments classified in "Industry 3811,
scientific instruments," consisted of $520 million manufactured products and
$42 million miscellaneous receipts for contract work, repair work, sales of scrap,
etc. The $520 million product shipments were accounted for by $394 million of
scientific instruments, and $126 million of products primary to other industries
(e. g., electrical and mechanical measuring instruments, electric motors, air-
craft parts). Thus, the industry's shipments of scientific instruments repre-
sented 76 percent of its total manufactured product shipments (primary and
secondary). This figure describes the "primary product specialization ratio,"
that is, the extent to which plants classified in an industry "specialize" in making
products regarded as primary to the industry. The 1947 primary product
specialization ratio for the industry was 81.

The industry's total value of shipments should be clearly distinguished from
the total value of primary products of the industry shipped by all producers.
The latter figure, appearing in table 3, indicates that $620 million value of
scientific instruments were shipped by all producers. Of this total, 64 percent
was shipped by plants classified in industry 3811, while the remainder was
shipped as secondary products by plants classified in other industries. The
figure 64 percent is known as the coverage ratio, that is, It measures the extent
to which all shipments of primary products of an industry are covered by plants
classified in that Industry, as distinguished from secondary producers else-
where. In 1947, the coverage ratio for this Industry was 84. This significant
decrease in coverage ratios between the 2 years is due to the Increasing pro-
duction of aircraft flight instruments by establishments primarily producing
ordnance equipment. Such establishments In 1954 accounted for about one-
sixth of all of the scientific Instruments shipped.

Relatively low coverage and specialization ratios are characteristic of the
several instruments industries. There tends to be considerable overlap among
scientific Instruments, mechanical measuring instruments, electrical measuring
Instruments and fire control equipment as well as a characteristic of estab-
lishments In this group of industries to produce secondary products such as
motors, optical instruments, fire control equipment and other products which
require similar production facilities, materials, etc. Since the classification of
an establishment is determined by its principal products in a given year, a
relatively small shift In the emphasis on a given line of production (e. g., scien-
tific instruments to electrical measuring instruments, or vice versa), may
change the classification of the establishment and result In sizable variations
in the general statistics such as employment, cost of materials, etc. for both
industries affected. Such developments are not wholly valid measures of
changes In activity of the Industries but reflect Important differences in the
industry classification of the same establishment from one census year to the
next. A somewhat more accurate picture of the changes In activity In the
instruments industry is obtained by aggregating the three instruments Indus-
tries. The product data on instruments are, of course, not affected by these
shifts in Industry classification of Individual establishments.
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The general statistics (employment, payrolls, cost of materials, value of ship-

ments, etc.) are reported for each establishment as a whole. Aggregates of

such data for an industry reflect not only the primary activities of the estab-

lishments in that industry, but also their activities in the manufacture of

secondary products and receipts for their other activities (contract work on

materials owned by others, repair work, etc.). This fact should be taken

into account in comparing industry statistics (tables 1 and 2) with product

statistics (table 3) which show the shipments by all producers of the primary

products of the Industry.
More detailed figures for this Industry will appear later In the Census Bulle-

tin, MC-38A, Instruments; Surgical, Dental, and Ophthalmic Goods, which will

be published and offered for sale at a later date by the Superintendent of Docu-

ments, United States Government Printing Office. Also, In this bulletin, there

will be a comprehensive discussion of such concepts as industry, establishment,

secondary production, as well as the various statistical Items such as employ-

ment, value added, etc. Similar advance reports and final bulletins will be

issued for other industries during the coming months. A summary of prelimi-

nary United States totals for each manufacturing Industry and totals for each

State will also be issued in the next few months. Advance reports for Indi-

vidual States will appear in May and June of 1956, to be followed later In the

year by the detailed State bulletins. (Order blanks which list these reports

and bulletins and their prices may be obtained from local United States Depart-

ment of Commerce field offices or by writing to: Bureau of the Census, Washing-

ton 25, D. C.)
The 1954 Census of Manufactures Is the 26th such census of the United States

since 1809. For 1954, it was conducted jointly with the Censuses of Business

(Wholesale, Retail, and Services) and Mineral Industries, covering continental

United States, Alaska, and Hawaii. Present legislation provides for a Census

of Manufactures every 5 years, with the next one scheduled to cover 1958. In

addition, the law authorizes annual sample surveys to be conducted in Interim

years.

TABLE 1.-General statistics for the scientific instruments industry, in the United

States, 1954 and 1947 (Standard Industrial Classification Code 8811)

Percent

Item Unit of measure 1954 1947 1 change
1947-54

Establishments -- Number -367 216 +71

Al employees:
Number- Thousands- 43.9 1& 4 +139

Payroll- Million dollars- 210. 6 66.0 +276

Production workers:
Number ---------------- Thousands- 29.7 13.5 +120

Man-hours - ------------ ------------ Millions -61.6 27.2 +126

Wages -------------------- - Million dollars- 129.4 37.7 +243

Value added by manufacture ' -do - --------- 341.6 76 9 +350

Cost of materials, fuel, electricity, and contract work ' do -220.5 41.4 +433

Value of shipments I ---------------- ----- do -56.1 117.3 +379

Capital expenditures, new -do - ---------- I. 6 4.6 +91

' Revised.
' Value of shipments less cost of materials, supplies, fuel, electric energy, and contract work.

' Excludes cost of products bought and resold in the same condition.
4 Includes, for all establishments classified in this industry, not only (a) their value of products "primary"

to the industry, but also (b) their value of "secondary" products, which are primary to other industries,

and (c) their "miscellaneous receipts" for repair work, sales of scrap, installation of own products, etc. Ex-

cludes sales of products bought and resold in the same condition.

85561-57---4



TAIBLE 2.-General statistics for the scientific instruments industry (S. I. C. Code 8811), by region and selected States: 1954 and 1947

1954 
1947

Region and State All employees Production workers Value Capital ValueEstablish-________________________ added by Cost of Value of expendi- All em- added byments manu- materials, ship- tures, ployees manu-(number) Number Payroll Number Man- Wages fac- etc.' ments 4 new (number) fac-bours ture 2 ture 2

Thou- Thou- Thou- Thou- Thsu- Thou- Thou- Thou-sands sands sando sands sands sands 8ands sandsUnited States, total 8- -_- -- _ - _- _ 367 43, 938 $210, 530 29, 707 $61, 472 $129,360 $341,s59 $220,532 $562,119 $8,5699 18,419 $75, 922
New England 36 3, 559 14,941 2,423 4,965 8,677 26, 785 11,231 38,048 1,119 585 2 766Masschuett -------------------------- 23 2, 387 10,294 1, 693 3,367 6,168 16,514 6, 705 23, 219 807 649 2' 652Middle Atlantic-------------------- 113 19,019 96, 412 12, 856 26, 343 69, 770 138,156 100,508 238,654 3,981 12, 056 49,076 'New ork------------------------------ 54 5,403 28,515 3, 637 7,470 17,279 36. 524 17, 206 53, 731 903 5, 294 22,611CnewTfrna -33 11,133 57,544 7,379 14,898 34, 943 80,548 69, 034 149,583 2, 758 8,959 24, 035 >East NrhCentral --------------------- 68 8,402 40,436 5,809 12,759 26, 417 71, 671 61, 168 132, 840 1, 216 2,823 11,972 Z~lliois -panie;----------e 30 2,118 9,5 22 1,421 3,121 5o821 14, 194 8,e a 22,672 624 2,256 9,483West North Central- ------------------------------ 15 6,947 31,306 4,a269 8,751 17, 233 57,c961 24,1319 82,281 812 177 801South------------------------- 51 2,563 11, 172 1, 755 3,580 6,698 17, 769 9,361 27, 131 698 1,327 5, 224Marylande --------------------------------------- 12 1,079 4,511 715 1,406 2,664 6, 774 4, 431 11,266 71 846 3,138 UMountain ------------------------------------------- 9 72 336 62 122 270 508 482 991 16ndlvldual-c---------

Pacific ------------------------ 75 3,374 15, 924 2, 529 4,949 10, 292 28, 705 13,457 42,163 853 1,481 6,083 ~Caliorna ------------------------------ 70 3, 154 15, 157 2,344 4, 645 9, 720 27, 261 12, 901 40, 162 818 (7) (1) CI
I1 Each producing State not shown separately has been withheld either (a) to avoid I Includes, for all establishments classified in this industry, not only (a) their value ordisclosing figures for individual companies; or (b) because the State had less than 1,060 products primary to the industry, hut also (b) their value of secondary products, whichemployeesin the Industry. (Additional publishable detail will appearIn the final census are primary to other industries, and (c) their miscellaneous receipts for repair work, salesbulletin for this industry.) of scrap, Installation of own products, etc. Excludes sales of products bought and resold -
' Value of shipments less cost of materials, supplies, fuel, electric energy, and contract in the same condition. 

0work 
a~~~~~~~~~~2Revised.I Includes cost of materials, fuel, electricity, and contract work; excludes cost of prod- 8 Sum of -regional figures may not equal United States total, due to independentucts bought and resold in the same condition, rounding.

7 Withheld to avoid disclosing figures for individual companies.
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TABLE 3.-Value of scientific instruments shipped by all producers in the United

States, 1954 and 1947 (includes value of those products reported both by

establishments classified in the scientific instruments industry and by those

establishments making these items as secondary products in other industries)

Total value of shipments in-
Product eluding interplant transfers

code Product

1954 1947

Thousans Thousand&

3811 - Scientific instruments, total-- $620, 427 2 $107, 445

38111- Aircraft and nautical instruments, except aircraft engine 515,834 (C)
instruments.

3811111 Aircraft flight instruments and automatic pilots 378,897 20,478
3811198 Other aircraft, nautical, and navigational instruments-. 136,935 (4)

3811211 Surveying and drafting instruments and apparatus 17, 998 2 19,658
3811311 Other scientific instruments and laboratory apparatus (ex- 86,594 4 67,309

cluding electrical quantity measuring instruments, and
industrial process instruments).

I Of this total 64 percent was shipped by plants classified in the scientific Instruments industry; the
remainder was shipped as secondary products by plants classified in other industries.

3 Revised.
S Not available.
4 Data for other aircraft, nautical and navigational instruments for 1947 are included with "Other Scien-

tific Instruments and Laboratory Apparatus" (code 3811311).

[From the Advance Report 1954 Census of Manufactures, April 1956, Series MC-38-1.2]

OPTICAL INSTRUMENTS AND LENSES INDUSTRY

(S. I. C. Code 3831)

During 1954, manufacturers in the optical instruments and lenses industry

shipped products valued at $118 million, an increase of 160 percent over 1947,

according to preliminary results obtained from the 1954 census of manufactures
conducted by the Bureau of the Census, Department of Commerce. Average
employment in this industry has increased 49 percent since 1947 (when the last

census of manufactures was taken) to a total of 12,700 employees in 1954.

Value added by manufacture in the industry amounted to $86 million in 1954,
an increase of 153 percent over 1947. "Value added" is derived by subtracting
the cost of materials, etc., from the value of shipments. It avoids, therefore, the

duplication in the value of shipments which results from the use of products of
some establishments as materials by others, and is the best measure available
for comparing the relative economic importance of manufacturing among indus-
tries and geographic areas. Changes between the 2 census years for other key

measures of activity for the industry are shown in table 1. No adjustments
have been made for changes in price levels between the 2 years. All figures in
this report are preliminary and, therefore, subject to revision in the final industry
bulletin.

The optical instruments and lenses industry represents manufacturing estab-
lishments engaged primarily in grinding optical lenses and prisms and in manu-

facturing microscopes. telescopes, field and opera glasses, and related optical
equipment, such as refractometers, spectrometers, spectroscopes, colorimeters,
polariscopes, and optical measuring instruments. (Establishments primarily
manufacturing optical glass blanks are classified in Industry 3211, Flat glass;

the grinding of eyeglass lenses and the manufacture of other ophthalmic goods,



46 INSTRUMENTATION AND AUTOMATION

such as frames or fittings, are classified in Industry 3851. Ophthalmic goods;
and those engaged in manufacturing sighting and fire-control instruments but
not engaged in manufacturing optical components are in industry 1941, sighting
and fire-control equipment.) The industry classification for optical instruments
and lenses used in the 1954 census of manufactures is based on the Standard
Industrial Classification Manual, volume I, Manufacturing Industries, 1945edition.

The value of shipments, as reported by establishments classified in the optical
instruments and lenses industry, consisted not only of products described above
as primary to the industry, but also included the value of secondary products
(which are primary to other industries). In tables 1 and 2, the $118 million
total value of shipments reported by establishments classified in Industry 3831,
Optical instruments and lenses, consisted of $113 million manufactured products
and $5 million miscellaneous receipts for contract work, repair work, sales of
scrap, etc. The $113 million product shipments were accounted for by $93 million
of optical instruments and lenses and $20 million of products primary to other
industries (e. g., photographic equipment and scientific instruments). Thus, the
industry's shipments of optical instruments and lenses represented 82 percent of
its total manufactured product shipments (primary and secondary). This figure
describes the "primary products specialization ratio," that is, the extent to
which plants classified in an industry "specialize" in making products regarded
as primary to the industry. The 1947 primary product specialization ratio for
the industry was 93. This change of 11 percent reflects the increased production
of photographic equipment and parts by establishments in Industry 3831.

The industry's total value of shipments should be clearly distinguished from
the total value of primary products of the industry shipped by all producers.
The latter figure, appearing in table 3, indicates that $122 million value of
optical instruments and lenses were shipped by all producers. Of this total 76
percent was shipped by plants classified in Industry 3831, while the remainder
was shipped as secondary products by plants classified In other industries. The
figure 76 percent is known as the coverage ratio, that is, It measures the extent
to which all shipments of primary products of an industry are covered by plants
classified in that industry, as distinguished from secondary producers elsewhere.

The general statistics (employment, payrolls, cost of materials, value of ship-
ments, etc.) are reported for each establishment as a whole. Aggregates of
such data for an industry reflect not only the primary activities of the establish-
ments in that industry, but also their activities in the manufacture of secondary
products and receipts for their other activities (contract work on materials
owned by others, repair work, etc.). This fact should be taken into account
In comparing industry statistics (tables 1 and 2) with product statistics (table 3)
which show the shipments by all producers of the primary products of the
industry.

More detailed figures for this industry will appear later in the Census Bulletin,
MC-38A, Instruments; Surgical, Dental, and Ophthalmic Goods, which will be
published and offered for sale at a later date by the Superintendent of Documents,
United States Government Printing Office. Also, in this bulletin, there will be a
comprehensive discussion of such concepts as industry, establishment, secondary



INSTRUMENTATION AND AUTOMATION 47

production, as well as the various statistical items such a employment, value
added, etc. Similar advance reports and final bulletins will be Issued for other
Industries during the coming months. A summary of preliminary United States
totals for each manufacturing industry and totals for each State will also be
issued in the next few months. Advance reports for individual States will
appear in May and June of 1956, to be followed later in the year by the detailed
State bulletins. (Order blanks which list these reports and bulletins and their
prices may be obtained from local U. S. Department of Commerce field offices
or by writing to: Bureau of the Census, Washington 25, D. C.)

The 1954 census of manufactures is the 26th such census of the United States
since 1809. For 1954, it was conducted jointly with the censuses of business
(wholesale, retail, and services) and mineral industries, covering continental
United States, Alaska, and Hawaii. Present legislation provides for a census of
manufactures every 5 years, with the next one scheduled to cover 1958. In addi-
tion, the law authorizes annual sample surveys to be conducted in Interim years.

TABLE 1.-General 8tatistics for the optical instruments and lenses industry in
the United States, 1954 and 1947 (Standard Industrial Classification Code
3831)

Percent
Item Unit of measure 1954 1947 1 change

1947-64

Establishments -Number-205 115 +78
All employees:

Number - Thousands - 12.7 8.5 +49
Payroll - Millon dollars-- 8.2 24.7 +136

Production workers:
Number - Thousands- 9.4 6.7 +40
Man-hours -Millions -18.6 13.6 +37
Wages -Milion dollars - 38.2 18.0 +112

Value added by manufacture I -do -- 8.4 34.1 +153
Cost of materials, fuel, electricity, and contract work - do - ------ 31.3 11.3 +176
Value of shipments 3 -------------------------------- do -117.6 45.3 +160
Capital expenditures, new -do ---- 4.6 1. +207

I Value of shipments less cost of materials, supplies, fuel, electric energy, and contract work.
2 Excludes cost of products bought and resold In the same condition.
I Includes, for all establishments classified In this industry, not only (a) their value of products "primary"

to the industry, but also (b) their value of "secondary" products, which are primary to other industries,
and (c) their "miscellaneous receipts" for repair work, sales of scrap, installation of own products, etc.
Excludes sales of products bought and resold in the same condition.



TABLE 2.-General statistics for the optical instruments and lenses industry (Standard Industrial Classification Code 8831), by regions andStates: 1954 and 1947

1954 1947

Region and State' All employees Production workers Value Capital ValueEstablish-________________________ added by Cost of Value of expendi- All em- added bymentso manu- materials, ship- tures, ployees manu-(number) Number Payroll Number Man- Wages fac- etc.' ments 4 new (number) fac-hours ture I ture '

Thou- Thou- Thou- Thou- Thou- Thou- Thou- Thou- '-3sands sands sand8 sands sands sands sands sandsUnited States, total '- 205 12,658 $58. 17 9,447 18,s5a $38, 256 $86, 379 $31, 268 $117, 648 $4,554 8,478 $34,090New England---26 1,101 7, 013 1,016 2, 221 4,170 11,871 8,182 17,054 339 596 2344 9
Middle Atlahtic-0 3 7,972 37,1588 5, 903 11,146 24, 584 53,044 15,7566 8,0 231 665 26:261 'New York -------------------- 68 7,61 3t61,245 1, 601 10,531 23,603 11,283 14,819 66,144 2, 243 6,342 25,201North Central -------------------- 40 1, 247 8, 044 1,011 2,107 3,684 7, 271 2, 983 10,2854 261 ~$) (6.South ---------- -------------- 10 521 1,833 444 888 1, 298 4,116 1,012 5,129 44 0Pacifi ------------------------ 1- 6 1,414 6,697 1,066 2,190 4,510 10,075 6,334 16,410 1,601 185 ()Cai lifor ia --------------------------------------- 33 1,372 6,517 1, 035 2, 128 4,380 9, 728 6, 173 15, 901 1 578 1985 (

I Each producing State not shown separately has been withheld either (a) to avoid 4 Includes for all establishments classified In this Industry, not only (a) their value of
.disclosing figures for Individual companies; or (b) because the State had less than 1,000 products prlrmary to the industry, but also (b) their value of secondary products, which.em loyees in the industry. (Additional publishable detail will appear in the final census are primary to other industries, and (c) their miscellaneous receipts for repair work, sales >.bulletin for this industry.) of scrap, installation of owvnproducis, etc. Excludes salesof products bought and resold C2 Value of shipments less cost of materials, supplies, fuel, electric energy, and contract in the same condition. o-3.work. 

ISum of regional figures may not equal United States total, due to Independent 03 Includes cost of materials, fuel, electricity, and contract work; excludes cost of prod- rounding.,ucts bought and resold in the same condition. 6 Withheld to avoid disclosing figures for individual companies.

i
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TABLE 3.-Value of optical instruments and lenses shipped by all producers in the
United States, 1954 and 1947 (ivncludes value of those products reported both
by establishments classified in the optical instruments and lenses industry and
by those establishments in other industries making these items as "secondary"
products)

Value of shipments includ-
Product ing interplant transfers

code Product
1954 1947

Thousands Thousands
3831 - Optical Instruments and lenses, total-' 121,814 $55,134

3831011 Photographic and projection lenses and prisms, for sale 31,178 21,087
separately.

3831031 Field glasses prismatic and nonprismatic; terrestrial and 9,741 4,293
celestial telescope.

3831051 Microprojectors, and photomicrographic equipment 977
3831053 Microscopes---------------- 6,854

eters, spectrometers, spectrographs, spectrophoto- X 29 754
meters, polariscopes, contour projectors, metallographic
equipment, etc.).

3831098 Other and not speciied optical instrument, lenses, parts 52,345
and accessories.

X Of this total, 76 percent was shipped by plants classified in the optical instruments and lenses industry.
I Revised.

[From the Advance Report, 1954 Census of Manufactures, April 1956, Series MC-38-1.4]

MECHANICAL MEASURING INSTRUMENTS INDUSTRY

(S. I. C. Code 3821)

During 1954, manufacturers in the mechanical measuring instruments industry
shipped products valued at $792 million, an increase of 87 percent over 1947,
according to preliminary results obtained from the 1954 Census of Manufactures
conducted by the Bureau of the Census, Department of Commerce. Average
employment in this industry has increased 13 percent since 1947 (when the last
Census of Manfactures was taken) to a total of 68.5 thousand employees in 1954.
Value added by manufacture in the industry amounted to $534 million in 1954,
an increase of 90 percent over 1947. "Value added" is derived by subtracting
the cost of materials, etc., from the value of shipments. It avoids, therefore, the
duplication in the value of shipments which results from the use of products of
some establishments as materials by others and is the best measure available
for comparing the relative economic importance of manufacturing among indus-
tries and geographic areas. Changes between the two census years for other
key measures of activity for the industry are shown in table 1. No adjustments
have been made for changes In price levels between the 2 years. All figures in
this report are preliminary and, therefore, subject to revision in the final industry
bulletin.

The mechanical measuring instruments industry represents manufacturing
establishments engaged primarily in the manufacturing of mechanical instru-
ments for indicating, recording, measuring, and controlling temperature, pres-
sure, mechanical motion, rotation, flow, liquid level, humidity, density, acidity,
alkalinity, and combustion; dial pressure gages; physical-property testing appa-
ratus such as hardness, tension, compression, torsion, ductility, and elasticity
testing apparatus; and instruments for household and office use such as ther-
mometers, barometers, and grain gages. Establishments primarily manufac-
turing instruments for indicating, measuring, and recording electrical quantities
and characteristics are classified in industry 3613, electrical measuring instru-
ments; watches and clocks in industry 3871, watches and clocks; and measuring
and dispensing pumps in industry 3586, measuring and dispensing pumps. The
Industry classification for mechanical measuring instruments used In the 1954
Census of Manufactures is based on the Standard Industrial Classification
Manual, volume I, Manufacturing Industries, 1945 edition.
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The value of shipments, as reported by establishments classified in the mechan-
ical measuring instruments industry, consisted not only of products described
above as primary to the industry, but also included the value of secondary
products (which are primary to other industries). In tables 1 and 2, the $792
million total value of shipments reported by establishments classified in Industry
3821, Mechanical Measuring Instruments, consisted of $764 million manufactured
products and $28 million miscellaneous receipts for contract work, repair work,
sales of scrap, etc. The $764 million product shipments were accounted for by
$667 million of mechanical measuring instruments and $97 million of products
primary to other industries (e. g., ordnance, valves, and fittings, scientific instru-
ments). Thus, the industry's shipments of mechanical measuring instruments
represented 87 percent of its total manufactured product shipments (primary
and secondary). This figure describes the "primary product specialization ratio,"
that is, the extent to which plants classified in an industry "specialize" in making
products reparded as primary to the industry. The 1947 primary product speciali-
zation ratio for the industry was 83.

The industry's total value of shipments should be clearly distinguished from
the total value of primary products of the industry shipped by all producers.
The latter figure, appearing in table 3, indicates that $845 million value of
mechanical measuring instruments and other products primary to industry 3821
were shipped by all producers. Of this total, 79 percent was shipped by plants
classified in industry 3821, while the remainder was shipped as secondary prod-
ucts by plants classified in other industries. The figure 79 percent is known as
the "coverage ratio," that is, it measures the extent to which all shipments of
primary products of an industry are "covered" by plants classified in that in-
dustry, as distinguished from secondary producers elsewhere.

The general statistics (employment, payrolls, cost of materials, value of ship-
ments, etc.) are reported for each establishment as a whole. Aggregates of such
data for an industry reflect not only the primary activities of the establishments
in that industry, but also their activities in the manufacture of secondary prod-
ucts and receipts for their other activities (contract work on materials owned by
others, repair work, etc.). This fact should be taken into account in comparing
industry statistics (tables 1 and 2) with product statistics (table 3) which show
the shipments by all producers of the primary products of the industry.

More detailed figures for this industry will appear later in the Census Bulletin,
MC-38A, Instruments; Surgical, Dental, and Ophthalmic Goods, which will be
published and offered for sale at a later date by the Superintendent of Documents,
United States Government Printing Office. Also, in this bulletin, there will be
a comprehensive discussion of such concepts as "industry," "establishment,"
"secondary production," as well as the various statistical items such as "employ-
ment," "value added," etc. Similar advance reports and final bulletins will be
issued for other industries during the coming months. A summary of pre-
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liminary United States totals for each manufacturing industry and totals for
each State will also be issued in the next few months. Advance reports for in-
dividual States will appear in May and June of 1956, to be followed later in the
year by the detailed State bulletins. (Order blanks which list these reports and
bulletins and their prices may be obtained from local United States Department
of Commerce field offices or by writing to: Bureau of the Census, Washington
25, D. C.)

The 1954 Census of Manufactures is the 20th such census of the United States
since 1809. For 1954, it was conducted jointly with the Censuses of Business
(Wholesale, Retail, and Services) and Mineral Industries, covering continental
United States, Alaska, and Hawaii. Present legislation provides for a Census
of Manufactures every 5 years, with the next one scheduled to cover 1958. In
addition, the law authorizes annual sample surveys to be conducted in interim
years.

TABLE 1.-General statistics for the mechanical measuring instruments industry,
in the United States, 1954 and 1947 (Standard Industrial Classification Code
S8218)

Percent
Item Unit of measure 1954 1947 change

1947-54

Establishments -Number -609 466 +31
All employees:

Number - Thousands - 68.5 60.5 +13
Payroll- Million dollars- 298.1 173.9 +n

Production workers:
Number - Thousands - 47.7 46.7 +2
Man-hours- Millions -- -- 96.6 93.1 +4
Wages ------------------------------ Million dollars - 187.7 122.4 +13

Value added by manufacture I ---- do -534.2 281.5 +C0
Cost of materials, fuel, electricity, and contract work - do -256.4 141.9 +81
Value of shipments 3_

-
---------------------------------- ---- do --792.2 423.4 +87

Capital expenditures, new -do -21.4 8.8 +143

I Value of shipments less cost of materials, supplies, fuel, electric energy, and contract work.
2 Excludes cost of products bought and resold in the same condition.
I Includes, for all establishments classified in this industry, not only (a) their value of products "primary"

to the industry, but also (b) their value of "secondary' products, which are primary to other industries,
and (c) their "miscellaneous receipts' for repair work, sales of scrap, installation of own products, etc.
Excludes sales of products bought and resold in the same condition.



TABLE 2.-General statistics for the mechanical measuring instruments industry (Standard Industrial Classification Code 3821), by region and
selected States: 1954 and 1947

Region and State I

United States, total - - -
New England -------------------------

Massachusetts
Connecticut

Middle Atlantic

New York - - - - - - - -- - - - - - - - - - -
New Jersey
Pennsylvania

East North Central

Ohio
Indiana-- - - - - - - - - - - - - - - - - - - -
Illinois -------------
Michigan
Wisconsin -----------------

West North Central
M issouri -- - - - -- - - - - -- - - - --

South -- - - - - - - - - - - - - - - - - - - - - - -
pMoaiuintain

California -------------- ---------------

1954

Establish-
ments

(number)

All employees

Number Payroll Number

Production workers

Man- Wages
hours

Value
manu-

faec-
ture 2

Cost of Value of
materials, ship-

etc.3 ments 4

Capital
expendi-
tures,
new

194

Value
All em- added by
ployees manu-

(number) faec-
ture 2

Thou-

$ands

I _ I I _ I1. I I _ I 1 I_ _ I_ _ I I

609 68,458

Thou-
sands

$298, 144 47,679

74 9,723 41,614 6,698 13,745 25, 290 77,419 32, 547 111, 539 3,347 8,481 42, 172

37 5, 319 21,956 3,672 7, 582 13,189 39, 516 17, 833 57, 350 1,306 2,963 (')32 4,326 19,340 2,976 6,071 11,945 37,393 14, 486 53,453 2,032 5,319 26, 722
213 22,114 96,965 15, 575 30,431 62, 260 165,043 80, 693 245, 737 4, 587 21,362 99,328

127 6,812 28,380 5,473 10, 537 20, 754 54, 273 22,429 76, 703 981 10,310 46, 55739 1,863 7 835 1,442 2, 803 5,248 14,069 7,989 22,060 723 1,596 6,41247 13,397 60, 749 8,659 17, 090 36, 255 96,698 10, 272 146, 972 2,882 9,456 46,319
153 19,653 85, 530 13,490 29, 365 153,241 150,305 85, 729 236,034 5,017 17,323 (8)

53 5, 61 24, 127 3,423 8, 270 14, 527 37,384 19, 225 56,610 1,772 3,897 18 1548 1,642 6,303 1,321 2, 569 4,1532 14, 865 6,246 21,111l 636 1, 556 (6)55 6,826 30, 597 4,6038 9,302 17, 912 57. 964 23,695 84,659 1,395 61,694 30,52925 3,275 14,895 2,489 4,862 9, 724 23,336 24,013 47,349 448 2, 174 7,97112 2, 235 9,607 1,647 3,361 6, 544 1675 959 26,304 766 3,000 '
26
10
63
8

72
66

7,867
1,598
2,9900

61
6, 135
6,021

33,675
7,576

11,610
214

28, 533
28,027

5,349
959

2,278
43

4, 242
4, 10

10,974
1,938

4,489
82

8, 543
8,381

19, 688
3,935
8,358

128
18,708
18,407

68,977
15, 168
20, 514

263
51,717
50,777

21, 294
6,238
9,995

381
25, 742
25, 275

90,271
21,407
30, 509

645
77,460
76,053

2, 565
261

1,151
38

4,714
4,653

(e)
1,431
2,198

3,173

636

13, 167

.'-

0

z
1"-

'-3

01i

0

z

..Each producing State not shown separately has been withheld either (a) to avoid I Includes, for all establishments classified In this industry, not only (a) their value ofdisclosing figures for individual companies; or (b) because the State had less than 1,090 products primary to the industry, but also (b) their value of secondary products, whichemployees in the industry. (Additional publishable detail will appear in the final census are primary to other Industries, and (c) their miscellaneous receipts for repair work, salesbulletin for this industry.) of scrap, Instalation of own products, etc. Excludes sales of products bought and resold'2Value of shipments less cost of materials, supplies, fuel, electric energy, and contract in the same condition.w ork. a Sum of regional figures may not equal United States total, due to independent3 Includes cost of materials, fuel, electricity, and contract work; excludes cost of prod- rounding.
uets bought and resold in the same condition. 6 Withheld to avoid disclosing dgures for individual companies.

Thou- Thou- | Theu- Thou- Thou- I Thou-sande sands sands sands sands sands
96,633 $187, 676 $534, 240 $256, 34 ARM92 198 .$1. 49A

] l~~~~~~ an.- yv

-I _I _

I I

1947

60. 4R1
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TABLE 3.-Quantity and value of mechanical measuring instruments shipped by
all producers in the United States, 1954 and 1947 (includes quantity and value
of those products reported both by establishments classified in the mechanical
measuring instruments industry and by those establishments making these
items as secondary products in other industries)

Total shipments Including interplant
transfers

Product Product 1954 1947
code _ _ _ _ _ _ _ _ _ _ _ _ _

Quantity Quantity
(1,000 Value (1,000 Value
units) units)

27,esazds Thnoands
3821 Mechanical measuring instruments, total- () 27$845, 342 (') $425, 277
3821111 ---- Aircraft engine instruments - - () 80,257 (I) 4, 992
38212 Integrating meters, nonelectrical type- - () 106,174 (I) 63, 262
3821211.---- Gasmeters - - ----- 1, 609 37, 840 1,335 22, 459
3821231 Watermeters - 1,352 37, 298 1,338 23, 246
3821298 - Other liquid meters (except electric), in-

eluding gasoline dispensing S------- (1) 31,036 (') 17,557
38213 ---- Industrial process instruments, including in-_

dicating, recording, and controlling instru-
ments (excluding aircraft, nautical, naviga-
tional, electrical quantity measuring and
automotive types) ---- (I) 271, 518 1') 4 168,369

Temperature thermometers (glass stem
and bimetal):

3821311 Industrial and laboratory- - () 11,347 (') 12, 549
3821313 Clinical - - 10,789 6,320 9, 296 5,360
3821315 --- Household ------- --------- 13, 642 6,808 13,494 4,051
3821321 - Temperature instruments, other than

thermometers - -(') 55,268 (I) 4 44,120
3821331 Pressure and vacuum - - () 44,901 (') 27, 535
3821341 Fluid flow and liquid level- - () 39, 927 1) 19,211
3821351 Physical properties testing and inspection

equipment, including hardness, strength
of materials, wear, abrasion, and similar
testers --- --- - -- - - -- - -- - - -- - - 19,472 (1) 4 13, 402

3821398 - Other industrial process instruments (') 87,475 (') ' 42, 141
38214 Motor-vehicle instruments ------- ------ (') 76, 401 (I) 39,495
3821411 Speedometer for motor vehicles 6_____- ----- 8,585 28,774 (') 11,433
3821498.---- Other motor vehicle indicating instru-

ments, except electric (fuel level, oil
pressure, etc.) ------------------ (') 47,627 (') 28,062

3821511---- Automatic temperature controls, activated by
pressure, temperature, level, flow, time, or
humidity (including pneumatic controls) of
the type principally used as components of
air-conditioning, refrigeration, and comfort
heating or as components of major house-
hold appliances - -- ) 259, 970 (') 4 100,640

3821611--- Other and not specified mechanical measuring
instruments ----------------- () 51,022 (I) 48, 519

' Not applicable.
2 Of this total, 79 percent was shipped by plants classified in the mechanical measuring instruments

industry; the remainder was shipped as secondary products by plants classified in other industries.
3 Includes some gas and water meters shipped unassembled from the factory.
4 Revised.
' Excludes some speedometers produced by plants of motor vehicle companies for incorporation into

automobiles and trucks of their own assembly.
* Not available.

[From the Advance Report, 1954 Census of Manufacturers, June 1956, Series MC-36--1.3]

ELEOTrIcAL MEASURING INSTRUMENTS INDUSTRY

(S. I. C. Code 3613)
During 1954, manufacturers in the electrical measuring instruments industry

shipped products valued at $358 million, an increase of 134 percent over 1947,
according to preliminary results obtained from the 1954 Census of Manufactures
conducted by the Bureau of the Census, Department of Commerce. Average
employment in this industry has increased 58 percent since 1947 (when the last
Census of Manufactures was taken) to a total of 33,000 employees in 1954.
Value added by manufacture in the industry amounted to $248 million in 1954,
an increase of 138 percent over 1947. Valued added is derived by subtracting the
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cost of materials, etc., from the value of shipments. It avoids, therefore, the
duplication in the value of shipments which results from the use of products
of some establishments as materials by others and is the best value measure avail-
able for comparing the relative economic importance of manufacturing among
industries and geographic areas. Changes between the 2 census years for other
key measures of activity for the industry are shown in table 1. No adjustments
have been made for changes in price levels between the 2 years. All figures in this
report are preliminary and, therefore, subject to revision in the final industry
bulletin.

The electrical measuring instruments industry represents manufacturing estab-
lishments engaged primarily in the manufacture of pocket, portable, panelboard,
and graphic recording instruments for measuring electricity, such as voltmeters,
ammeters, watt meters, watthouse meters, demand meters, and other meters and
indicating instruments. Also included are establishments primarily manu-
facturing meter transformers and analyzers for testing the electrical characteris-
tics of internal-combustion engines, radio apparatus, etc., and instruments for
indicating, measuring, and recording electrical quantities and characteristics.
Establishments primarily manufacturing mechanical instruments for indicating,
recording, measuring, and controlling temperature, pressure, mechanical motion,
rotation, flow, liquid level, humidity, etc., are included in industry 38,1, mechani-
cal measuring instruments. The industry classification for the electrical measur-
ing instruments industry used in the 1954 Census of Manufactures is based on
the standard industrial classification.

The value of shipments, as reported by establishments classified in the electrical
measuring instruments industry, consisted not only of products described above as
primary to the industry, but also included the value of secondary products (which
are primary to other industries). In tables 1 and 2, the $358 million total value
of shipments reported by establishments classified in industry 3613, electrical
measuring instruments, consisted of 349 million manufactured products and $9
million miscellaneous receipts for contract work, repair work, sales of scrap,
etc. The $349 million product shipments were accounted for by $263 million of
electrical measuring instruments and other products primary to the industry, and
$86 million of products primary to other industries (e. g., aircraft engine and
other mechanical measuring instruments, aircraft flight instruments, and elec-
trical distribution and control apparatus). Thus, the industry's shipments of
electrical measuring instruments represented 75 percent of its total manufactured
product shipments (primary and secondary). This figure describes the "primary
product specialization ratio." that is, the extent to which plants classified in an
industry "specialize" in making products regarded as primary to the industry.
The 1947 primary product specialization ratio for the industry was 84. This
change of 9 percent reflects the increased production, since 1947, of aircraft engine
and flight instruments by establishments in this industry.

The industry's total value of shipments should be clearly distinguished from
the total value of primary products of the industry shipped by all producers.
The latter figure, appearing in table 3, indicates that $345 million value of
electrical measuring instruments and other products primary to industry 3613 was
shipped by all producers. Of this total, 76 percent was shipped by plants classi-
fied in industry 3613, while the remainder was shipped as secondary products by
plants classified in other industries. The figure 76 percent is known as the
coverage ratio, that is, it measures the extent to which all shipments of primary
products of an industry are covered by plants classified in that industry, as dis-
tinguished from secondary producers elsewhere.

The general statistics (employment, payrolls, cost of materials, value of ship-
ments, etc.) are reported for each establishment as a whole. Aggregates of such
data for an industry reflect not only the primary activities of the establishments
in that industry, but also their acivities in the manufacture of secondary products
and receipts for their other activities (contract work on materials owned by
others, repair work, etc.). This fact should be taken into account in comparing
industry statistics (tables 1 and 2) with product statistics (table 3) which show
the shipments by all producers of the primary products of the industry.
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More detailed figures for this industry will appear in the Census Bulletin, MC-
36A, Electrical Industrial Apparatus, which will be published and offered for
sale at a later date by the Superintendent of Documents, United States Govern-
ment Printing Office. Also, in this bulletin, there will be a comprehensive dis-
cussion of such concepts as industry, establishment, secondary production, as
well as the various statistical items such as employment, value added, etc.
Similar advance reports and final bulletins will be issued for other industries
during the coming months. A summary of preliminary United States totals for
general statistics with separate figures for most individual manufacturing indus-
tries is now available. Advance reports for individual States are now being
published, to be followed later in the year by the detailed State bulletins. (Order
blanks which list these reports and bulletins and their prices may be obtained
from local United States Department of Commerce field offices or by writing to:
Bureau of the Census, Washington 25, D. C.)

The 1954 Census of Manufactures is the 20th such census of the United States
since 1809. For 1954, it was conducted jointly with the Censuses of Business
(wholesale, retail, and services) and mineral industries, covering continental
United States, Alaska, and Hawaii. Present legislation provides for a Census
of Manufactures every 5 years, with the next one scheduled to cover 1958. ..In
addition, the law authorizes annual sample surveys to be conducted in interim
years.

TABLE 1.-General statistics for the electrical measuring instruments industry, in
the United States, 1954 and 1947 (Standard Industrial Classification Code
S613)

Percent
Item - Unit of measure 1954 1947 change

1947-54

Establishments -Number -302 154 +96
All employees:

Number -Thousands- 33.0 20.9 +58
Payroll -Million dollars- 144.9 60. 7 +139

Production workers:
Number -Thousands - 24.2 16.1 +50
Man-hours - -------- Millions -47.6 32.6 +46
Wages -Million dollars - 90. 7 42.3 +114

Value added by manufacture I -do -247.7 103.9 +138
Cost of materials, fuel, electricity, and contract work 2 - do -110.7 49.4 +124
Value of shipments 

3 -
do -358.4 153.4 +134

Capital expenditures, new -do -16.1 4.3 +274

X Value of shipments less cost of materials; supplies, fuel, electric energy, and contract work.
2 Excludes cost of products bought and resold in the same condition.
3 Includes, for all establishments classified in this industry, not only (a) their value of products "primary"

to the industry, but also (b) their value of "secondary" products, which are primary to other industries, and
(c) their "miscellaneous receipts" for repair work, sales of scrap, installation of own products, etc. Excludes
sales of products bought and resold in the same condition.
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TABLE 2.-General statistics for the electrical measuring instruments industry (S. I. C. Code 3613), by regions and selected States:
1954 and 1947

1954 1947

Region and State I All employees Production workers Value Capital Value
Establish. l added by Cost of Value of expendi- All em- added by

ments manu- materials, ship- tures, ployees manu-
(number) Number Payroll Number Man- Wages fac- tc 8 ments 4 new (number) fac-

hours ture ' ture 
2

On

Thou- Thou- Thou- Thou- Thou- Thou- Thou- Thou-
sands sands sands sands sands sands sands sands

United States, total -302 32, 991 $144, 926 24,175 47, 588 $90,694 247, 670 $110, 714 $358, 386 $16, 132 20, 926 $103, 946 t

New England -36 8, 725 37, 636 5,932 11,762 21,464 72, 703 25, 163 98, 267 1,925 6,068 (8)
New Hampshire -5 2,274 8,403 1, 796 3, 574 5,919 21, 727 8, 479 30, 206 (8) 319 (8)
Massachusetts -19 5,938 27,378 3,783 7,506 14,502 47,845 15,284 63,131 1,140 5,490 (8) 3

Middle Atlantic - 128 11,973 53, 928 9,036 17,896 35,220 86,071 41,217 127,290 2,114 7,480
New York -61 2,888 13,383 2, 032 3,916 7,850 21, 798 17,272 39,072 551 480 a
New Jersey ---- ------------------- 43 7,795 35,596 6,031 12,159 24,428 57,785 20,269 78,055 1,342 6,100 32,649 4
Pennsylvania -24 1,289 4, 948 972 1,820 2, 941 6,487 3,675 10,163 221 900 3,065

East North Central -56 7, 705 32, 282 5,776 11, 178 20,275 55, 614 24, 418 80, 033 1, 918 6,646 29,740
Ohio-16 1,600 5,639 1,272 2.369 3,744 9,195 6,421 15, 617 110 1,429 4,345 4
Illinois -22 4,711 19,994 3,467 6,713 12,666 33,194 12, 924 46,118 1, 537 4.039 18,452 t

West North Central - ----------- 12 331 1,081 269 555 745 1,613 917 2, 531 (8) 202 564
South - 13 712 2,474 525 1,050 1, 520 2, 500 3,190 5,691 (6) t6)(O)
West --------------------------------- --------- 57 3, 542 17, 522 2, 634 5, 143 11,467 29, 165 15,405 44. 571 0e 2*) (1)

California -52 3,010 14, 817 2,269 4, 420 9, 776 22, 619 13,677 36, 297 1,481 267 1,748

I Each producing State not shown separately has been withheld either (a) to avoid 4 Includes, for all establishments classified in this Industry, not only (a) their value of
disclosing figures for individual companies; or (b) because the State had less than 1,000 products primary to the industry, but also (b) their value of secondary products, which 3
employees in the industry. (Additional publishable detail will appear in the final census are primary to other Industries, and (c) their miscellaneous receipts for repair work, sales o
bulletin for this industry.) of scrap, Installation of own products, etc. Excludes sales of products bought and resold Z

2 Value of shipments less cost of materials, supplies, fuel, electric energy, and contract in the same condition.
work. ° Sum of regional figures may not equal United States total, due to Independent

3 Includes cost of materials, fuel, electricity, and contract work; excludes cost of prod- rounding.
ucts bought and resold In the same condition. 6 WIthheld to avoid disclosing figures for individual companies.
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TABLE 3.-Quantity and value of electrical measuring instruments shipped by all

producers in the United States, 1954 and 1947 (includes quantity and value of
these products reported both by establishments classified in the electrical
measuring instruments industry, and those establishments making these items
as secondary products in other industries)

Total shipments including interplant
transfers

Product Product 1954 1947code __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Quantity |Quantity
(1,000 Value (1,000 Value
units) units)

.I -

6
36

36
36
36

36
36
36

36

36

36

36

36

36
36
36

36

36

36
36
36
36
36
36
36

36

36

13 - Electrical measuring Instruments, total
131 Integrating instruments, electrical

A. c. watt-hour meters:
13111 -- Single phase.
13115--_ Polyphase ------------
13121--- Combined watt-hour and time-switch

meters.
Combined watt-hour and demand meters:

13131 ---- Single phase
i3135 ---- Polyphase
13141- Demand meters (including kilowatt and

kilovolt-ampere).
13151 --- Other electrical integrating meters includ-

ing d. c. watt-hour meters, ampere-hour
meters, and other miscellaneous inte-
grating instruments not included In the
above classifications.

13161.... Parts for integrating meters, electrical type
(including meter mounting and test
equipment), sold separately.

132 Test equipment for testing electrical, radio,
and communication circuits and motors.

13211- Oscilloscopes, high-frequency types, de-
signed primarily for radio testing.

13215 - Other types of oscIlloscopes and oscillo-
graphs.

13221- Volt-ohmn-milliammeters
13227 ---- Electronic volt-ohm-mslliamnmeters .
13233- Resistor, capacitor, and inductor measur-

ing equipment.
13239-- Analyzers for testing characteristics of in-

ternal combustion engines and auxiliary
uipment.

13245.-- Tube characteristic measuring instru-
ments for receiving tubes.

13251- Microwave test equipment .
i3257.-- Signal generators.
13263- Broadcast transmitter test equipment
13269- Radio frequency measuring equipment
13281- Parts for test equipment sold separately--
13298- Other test equipment
13200.-- Test equipment for testing electrical, radio,

and communication circuits and motors,
not specified by kind.

133 Other electrical measuring instruments
Electrical Instruments which are designed

fundamentally to Indicate, measure, or
record electrical quantities, but whose
scales may be marked in other than
electrical quantities:

Indicating and recording instruments:
Indicating Instruments:

13311- Panel-type Instruments, nom.
inal lsze 40i inches and
smaller. Initial accuracy
within =2 percent of full-
scale deflection for all types
except rectifier types which
shall be within bl3 percent.
Excluding Instruments for
use on motor vehicles and
aircraft.

See footnotes at end or table.

(1)
(1)

2,880
167
126

26

126

(1)

(X)

(X)

(')

(1)

(1)

(X)

(')

(1)
(')
(I)
(2)

(1)

2, 037

Ttousanle
1$345, 389

73, 090

36, 938
6, 491
3,807

1, 141

8, 900

2, 930

12, 883

188, 115

7, 051

16, 475

4,460
3, 624
3,209

23, 189

5,805

8,488
15, 155
1,622

13, 790
11,389
68, 179

5, 679

84,154

19,011

(I)
(1)

3, 277
211

(I)

I (')

(')

(X)

(I)

(1)

(1)

(1)

(1)

(l)

(l)

(l)

(1)

1, 039

Thousands
$157, 453

63, 650

44, 967
5,096

(8)

6,862

3 2,121

4, 604

54, 805

766

4, 048

2, 535
723

1, 653

15, 193

2,058

2,512
3,774

(8)
1,812

481
a 9,992
9,257

38,998

8,369
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T"LsE 3.-Quantity and value of electrical measuring instruments shipped by all
producers in the United States, 1954 and 1957 (includes quantity and value of
these products reported both by establishments classified in the electrical
measuring instruments industry, and those establishments making these items
as secondary products in other industries)-Continued

Total shipments including interplant
transfers

Product Product 1954 1947
code

Quantity Quantity
(1,000 Value (1,000 Value
units) units)

Electrical measuring instruments-Con.
Other electrical measuring instruments-Con.

Indicating and recording-Con. 27iousands Teusands
Indicating instruments-Con.

3613313---- Panel-type instruments, nomi- 40 $2,217 108 $2, 155
nal size larger than 43.4
inches including all ex-
ploded types. Initial accu-
racy within ch2 percent of
full-scale deflection for all
except rectifier types which
shall be within Ai5 percent.
Excluding instruments for
use on motor vehicles and
aircraft.

3613315--- Panel types for use on aircraft 85 2,848 43 408
only (for measurement of
electrical quantities only in-
cluding ammeters, volt-
meters, volt-ammeters, watt-
varmeters, frequency me-
ters, phase sequence indi-
cators, etc.

3613321_... Switchboard-type insti-uments 130 71,57 115 3,111
43.4 inches nominal size and
larger with accuracy within

1=1 percent of full scale.
3613331--- Industrial portable ammeters, 108 4,223 68 1, 659

voltmeters, watt-varmeters,
etc., including hook-on and
split care current measuring
types.

3613335----. Laboratory portable instru- 33 3,461 44 2,317
ments-with accuracies
within -I percent, up to
34o percent of full scale and
better, all case sizes.

3613345-- Other indicating instruments, (X) 3,332 (I) (6)
except motor vehicle and test
equipment.

3613351- Instrument relays-all types . 45 2,098 ' 40 899
3613361.--- Recording instruments, not in (1) 10, 191 1,911

eluding control types.
3613371 ---- Parts for indicating and recording (I) ,985 () 3,468

instruments.
3613381,--- Instrument, meter, and tripping trans- 208 17,649 278 10, 628

formers (current and potential).
3613385 ---- Ammeters and voltmeters for motor 2, 503 1,590 (4) 6 2, 502

vehicles.
3613300 ---- Other electrical measuring equipment, (1) 4,422 (1) 1,571

not specified by kind.

I Not applicable.
SOf this total, 76 percent was shipped by plants classified in the electrical measuring instruments indus-

try; the remainder was shipped as secondary products by plants classified in other industries.
3 In 1947, shipments of combined watt-hour and time switch meters (code 3613121) included with other

integrating meters (code 3613151).
4 Not available.
A In 1947, shipments of broadcast transmitter test equipment (code 3613263) included with other test

equipment (code 3613298). -
6 In 1947, shipments of ammeters and voltmeters for motor vehicles (code 3613385) included with other

indicating instruments (code 3613345).
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APPENDIX A-2

[From Control Engineering Around the Loop, May 1955, New York, N. Y.]

REPORTS POINT UP DYNAMIC CONTROL EXPANSION

Anyone doubting that the control market has entered an era of dynamic expan-
sion can stand a brush-up on two authoritative reports issued by McGraw-Hill's
department of economics.

One report is a long, hard look at what the American economy will be like
in 1960, a summary of the Twentieth Century Fund's study of America's Needs
and Resources.

"The economy is being remolded by titanic forces of a technological nature,
with almost bewildering prospects of rapid change," the summary says. If
our society can absorb a rapid rate of technological change, the prospects are
"absolutely glowing." The technology must grow progressively more efficient,
the report adds, to provide for a population which has been increasing at a
much more rapid rate than anyone could foresee from past experience.

How is industry reacting to the "titanic forces" of change? Its plans for
capital spending give valuable insight into the control market's potential as
industry meets the new industrial revolution.

A second McGrawtHill report describes those capital spending plans. It's
titled "Business' Plans for New Plants and Equipment 1955-58."

"United States business as a whole," the report says, "plans to spend more
for new plants and equipment in 1955 than in any previous year." And, on
the basis of present planning, there is every indication that the uptrend in
capital spending will continue well into the future. In 1955, manufacturing
industries plan to spend $9.2 billion for new plants and equipment, about 3 per-
cent more than in 1954.

EXPANDING MARKETS FOR CONTROL

Standouts among major control users are chemical processing and textiles.
Chemical processing companies plan a 7 percent increase in capital spending
this year over last. Textile companies expect a 5 percent rise. -Over the period
1955-58, the chemical industry foresees a 22 percent increase in manufacturing
capacity.

Since last fall, practically every manufacturing industry has raised its
sights on capital spending. Papermakers, figuring last year on a drop of 6 per-
cent, now expect an increase of 10 percent in 1955.

SALES TIE IN WITH SPENDING PLANS

Manufacturers' capital investment plans, of course, tie in closely with their
sales expectations. In 1955, manufacturers as a group look for an average
7 percent sales increase over last year. By 1958 they expect a sales gain of
21 percent

How manufacturers are ezpanding capacity

Percent Increase
1954-15 1955-58

Primary metals ----- ------------ 3 8
Iron and steel -- - -2 7
Nonferrous ---l------------ 4 12

Metalworking ---------------------- 6 12
Machinery --------------- 6 13
Electrical machinery -- 7 15
Autos --------------- 4 10
Transportation equipment (including aircraft) - - 8 11
Other metalworking - -6 12

Chemical processing --------- 6 16
Chemicals - -7 22
Parer -------- 7 16
Rubber --- ---- 5 10
Stone, clay, and glass -- 14
Petrolqum refining -- 1 4

Food and beverages ------- 5 9
Al manufacturing --- --- . 1 1

The part control can be expected to play in the development of specific indus-
tries can be inferred from the table above. McGraw-Hill research points out

85561-5T-5
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that experience with previous surveys shows that plans for years ahead are
always lower than plans for current periods. Thus, actual expansion in the
1955-58 period may well exceed the estimates shown.

Automatic control is the bond of common interest linking two huge fall engi-
neering meetings separated widely by geography.

The production engineering show, Chicago, September 6 to 16, is aimed at the
men who direct, design, and apply the methods and mechanisms of industrial
production. It is planned to help them achieve the goals of automatic production
and processing in their plants.

The ISA Instrument-Automation Conference and exhibit, Los Angeles, Sep-
tember 12-16, will offer business and industry the newest components, instru-
ments, computers, devices, and systems needed in control development.

Marking these vital control events, the September issue of Control Engineering
will present close to 80 pages of new, practical ideas for the control of automatic
processes and production machinery. Editorial material will cover the mutual
control interests of production engineering men and process instrumentation
men.

80 PAGES OF NEW IDEAS

Because September will be Control Engineering's first anniversary issue, its
editors have gone all-out to make it a truly outstanding issue for both subscribers
and advertisers.

The production engineering show is new this year, so no figures are available
for breakdown of previous years' attendance. ISA, however, has supplied an
audit of the first International Instrument Exposition held last year in Philadel-
phia. From it (in the box at right) we have derived figures on attendance which
should be of interest and value to anyone planning to attend or exhibit in Chicago
or Los Angeles this year.

In September, 150,000 production men will attend production engineering
show in Chicago, 25,000 process instrumentation men will gather for ISA show
in Los Angeles, and, control will dominate both shows.

BREAKDOWN OF 1954 INSTRUMENT SHOW ATTENDANCE

A total of 21,363 people attended the First International Instrument Show
last year; 31 industrial and business groups were represented by men in 47
general job classifications.

A total of 568 sales and advertising managers were at the show, along with
1,317 sales engineers and 1,076 salesmen. These groups made up 14 percent of
attendance.

Industrial and business groups with more than 1,000 attending included: In-
strument manufacturers, 6,871; electrical manufacturers, 2,269; chemical and
allied products, 2,087; National, State, city government, 1,899; service industry
and supply houses, 1,307.

Men with "engineer" in their titles-39 percent or 8,278 of total-included:
Engineers, miscellaneous consulting, 3,235; chief engineers, 806; research engi-
neers and associates, 731; development engineers, 710; instrument engineers,
527; design engineers, 508; electrical engineers, 469; mechanical engineers,
319; chemical engineers, 285; test engineers, 128; product superintendent and
engineers, 125; maintenance superintendent and engineers, 115; production
managers and engineers, 107; plant engineers, 100; material engineers, 64;
gas superintendent, combustion, power, heat and fuel engineers, 49.

Groups having 500 to 1,000 attendance included: Iron and steel industries, 886;
educational institutions, 814; research and analytical laboratories, 721;
petroleum products, 606; machinery manufacturers, 573; consulting engineers,
514.

Management and allied titles comprised 22 percent or 4,641 of attendance.
Research, laboratory, testing, chemist and medical made up 8 percent or 1,667.

Geology, geophysicists, scientists, mathematicians, metallurgists made up 3
percent, or, 688.

Inspectors, electricians, mechanics, instrument men, draftsmen, architects,
7 percent or 1,435.

Four hundred professors attended-about 2 percent; 251 students, about 1
percent.

The instrument manufacturing people comprised the largest group with 32
percent of attendance; 1,583 or 23 percent of their total were sales and ad-
vertising managers, sales engineers, and salesmen.

Smaller groups with high percentages of sales personnel included: Iron and
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steel industries, 18 percent; forest and paper products, 17 percent; machinery
manufacturers, 20 percent; nonferrous metals industries, 30 percent.

[From Control Engineering Around the Loop, September 1955, New York, N. Y.]

CONTROL ENGINEERS IN INDUSTRIAL OR MILITARY WORK ARE SAME KIND OF PEOPLE

Engineers have hairy ears, the ballad tells us, distinguishing them from lesser
citizens.

Beyond that, what's the difference between a control engineer in an industrial
setup, and a control engineer doing military or defense work?

There is none. Knowing quite a few of both binds, we've been reasonably sure
of it for some time.

We thought it might be well, though, to give the notion some scientific verifica-
tion, by testing it across our subscription list. A reasonable number of subscriber
cards were pulled out at random and this sampling was polled.

-We can announce, with a hint of smugness, that the inquiry bore out our own
observations.

Among the respondents, 46 percent were involved in industrial control engineer-
ing; 34 percent in military control engineering; 20 percent were doing both.

We found that a ratio of 4-to-1 respondents in military control engineering
foresaw important industrial applications for their present military work. The
sampling disclosed also that the areas in which military control work would
have industrial applications was almost evenly divided between process control,
machine control and production control.

ENGINEERS WELCOME CHANGE OF PACE

Inherent noisiness impelled us to inquire in our questionnaire, what engineer-
ing media these subscribers worked in. Inherent politeness impelled them to
answer, permitting us to observe that 66 percent work in electrical; 67 percent
in mechanical, pneumatic, and electronic; 13 percent optical.

These percentages do not add up to a neat 100 because all respondents indicated
they work with more than one engineering medium. Few will quarrel with our
conclusion that these control engineers welcome a varied editorial cuisine cover-
ing varied interests and occupations. Since its first issue, Control Engineering has
been written on that basis.

Based on the number of years these subscribers said they had been working
for their present companies, we concluded that their median age is roughly
32 to 39, youthful enough to bang away hard at building careers, sharpening
skills, acquiring knowledge. For the most part they have solid academic back-
grounds and don't wince at math-differential equations, transforms and such
like.

COMPLETE REPORT WILL GIVE DETAILS

Sometime soon, when summer has simmered away, we'll have the information
from the questionnaires processed into presentable form, with a more generous
helping of specific than offered here. We will supply a breakdown on job titles
for those who are fascinated by such information. If you'd like to see a complete
report on this study call one of our district managers. But give us a month or
so, m-m-m?

In the realm of product research, we are (with the collaboration of McG-H11's
erudite research department) developing some specific information from the
control field on the application of pneumatic and hydraulic components and
relays. We hope to have this material available to you in about 2 months.
Orders taken now for the complete report. Flag a district manager or write
us here in New York. If this report is as incisive and illuminating as our
recent vacuum study, your postage will be well rewarded.

The September issue marks Control Engineering's first birthday, and we feel
entitled to cover the occasion with a brief, dignified statement, quote: We're
happy about the way subscribers have responded to this new editorial service,
glad of the evidence the magazine is slotted to their needs. We're gratified too,
at the reaction of advertisers with the perspicacity to use Control Engineering
as a means of marketing their products. The record shows: September 1954 issue
circulation, 15,235 net paid; September 1955 issue circulation, 24,412 net paid;
September 1954 advertising pages, 71; September 19.55 advertising pages, 115.
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MANUFACTURERS REPS AND SALES PERSONNEL NEEDED

"Where can we hire, hypnotize or abduct a good manufacturers' rep?" More
and more of these plaintive inquiries are drifting our way, for reps, sales engi-
neers, and advertising managers. At this point we can't give a straight-out
answer-a condition we're in the process of correcting.

We take the enlightened attitude that for advertising in Control Engineering to
have greatest effectiveness, our advertisers must have adequate sales representa-
tion. We've begun compiling a manufacturers' rep file.

We are requesting from manufacturers' representatives confidential informa-
tion concerning the companies whose lines they handle, products they sell, terri-
tories they cover, their abilities to provide engineering services.

FILE WILL BE CONFIDENTIAL

Because this information is necessarily of a confidential nature, we will retain
this file in our office in New York. We will, however, be glad to provide manu-
facturers with names of competent representatives in various parts of the coun-
try, after we get the file set up and rolling.

We would appreciate some help from manufacturers, too. If you have a list
of representatives, send us their names and addresses. We will, in turn, send
them questionnaires to be returned for our file.

If you need representation, let us know where it's needed, and general charac-
teristics you're looking for in your man. We will send the information along just
as soon as the file builds up to a point of usefulness.

Let us emphasize that we will use scrupulous care to insure that the passing
along of information will serve only to supplement lines handled, not duplicate
them.

Representatives to sell delay lines, magnetic storage elements, and pulse trans-
formers. Well established highly technical reps who will be looking for orders
above $50,000. All territories open.

Sales reps: Not just catalog sellers, but reps who can give technical service.
Must have thorough experience in sale of complete systems for automation, re-
mote control, or telemetering. Can bird-dog leads, get facts for action into
reports. Salary and territory open.

Sales engineer, for sales and engineering application, to handle a new line of
industrial electronic measuring and control instruments. Applicant to work from
factory in New England. Job involves travel, training field representatives and
contacting major prospects. Experience in industrial instrumentation required.
Salary open and commensurate with experience.

Representatives: Standard electronics reps, preferably handling computer
components, servo components and/or systems. To contact aircraft, guided
missile and control systems manufacturing companies. Areas to be covered:
New England, Middle Atlantic, Midwest, Southwest, west coast, Canada.

[From Control Engineering, Around the Loop, October 1955, New York, N. Y.]

BIG INDUSTRIAL SHows GAVE PANORAMA OF NEW CONTROL DEVELOPMENTS

Two great shows in September gave control engineers a chance to evaluate
new control developments across the span of industry.

In Chicago the machine tool show corraled the industrial mastodons. the first
such roundup since 1947. A tangent of the tool show was the production engi-
neerilng show, also in Chicago.

In Los Angeles, the Instrument Society of America's conference and exhibit
displayed a year's progress in industrial control.

First stop in Chicago for control engineers was the production engineering show
at the Navy pier. While the bulk of equipment consisted of machine shop acces-
sories (or what the trade knows as automation, transfer devices and the like)
perhaps a dozen booths featured equipment familiar to the closed loop: dynamic
motor-control arrangements, tape-servo director system for machines, liquid state
devices.

An oasis for the feedback minded was the cooperative exhibit by eight uni-
versities of control innovations originated by the schools. Around the loop
described these in a previous issue.

Machine tool behemoths rumbled and clunked at the tool show out near the
stockyards. To the naked eye there was little direct evidence of closed-loop
applications among the 500 new machines shown.
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Primary considerations were speed, and the ability to cut metal, reflected
in the size of machine frames and the size of drive motors. The general im-
pression was not one of automatic control gadgetry but absence of it. But con-
trol hardware was there, somewhat in the background. For example, numeri-
cally programed machines having closed-loop systems were present, but not
actively promoted.

There are undoubtedly good reasons for the lack of emphasis on automatic
controls, for example, reluctance on the part of manufacturers to believe their
markets are ready to launch into the control era.

A Control Engineering editor supplies an analysis of machines employing con-
trol techniques displayed at the tool show: positioning servos-which drive the
carriage holding the workpiece or tool an amount proportional to a control
signal-were seen on 18 new contour tracing machines. Fifteen of these were
hydraulic, only three electric. About one-half of the tracing actuators were
developed by the tool maker. The remainder were subsystems supplied by an
outside control manufacturer.

One of the most avidly discussed control techniques, numerical programing,
was noticeable at the show for its scarcity. Only seven tape-controlled machines
were observed. Three were developed by the manufacturer, four were sup-
plied by outsiders.

Variable speed drives, replacing or augmenting gear changing, were more
common. Electric, pneumatic or hydraulic clutches were utilized when gear
changing was required.

More than 50 machines featured automatic transfer, loading and assembly,
pointing up the prime interest of manufacturers in automation. And bearing
out the reluctance of manufacturers to stress feedback, the major interest of
machine users was in watching the chips fly-speed of transfer and loading and
the volume of metal cut.

So on close look, machine-tool makers are starting to spend money in interest-
ing quantities on control refinenments. For people in the control field, the ma-
chine-tool industry looms as an area of enormous opportunity.

CONTROL ENGINEERS RULED ROOST AT INSTRUMENT SHOW

At the instrument show in Los Angeles there was no question of where the
emphasis lay. Control was the big concern, and engineers skilled in control
are well integrated into the process field.

The big trends noted were the emergence of a great many data handling
and logging devices, and electrohydraulic process control valve positioners.
The large companies are now talking systems engineering. An ardent interest
was demonstrated in electronic instruments by people who have been exclusively
pneumatic in outlook.

The products of 300 companies were displayed across 3 floors. While older,
well-established firms were well represented, newer systems firms from the west
coast occupied large booths and displayed an intriguing array of new control
developments.

Exhibits could be roughly classified into those groups:

Transducers and measuring- ------------------------- 42
Control component hardware (relays, switches, timers, etc.) … ________ 41
Testing equipment- - 38
Process control systems… _____________________________________ 34
Services for control… __ _22
Analytical instruments_- _--------------------- _---- 18
Data processing- --------------------------------- 1s
Servo-type equipment ------------------------------- _--- ---- 12
Computing and counting- -_________ 10
Telemetering- - 8
Unclassified--------------------------------------------------- 22

The technical sessions indicated the control-dedicated nature of the occasion.
There were 7 original studies in the dynamic analysis of elementary process
control; 4 special sessions, 16 papers, on plant product analysis techniques;
symposia on data handling, transportation, and nuclear instrumentation; daily
clinics for engineers on computers and analytical measurements.

Few products exhibited stood out as individual developments. They seemed
rather to be grouped to fill specific control needs. There were: At least 5 newly
developed electrohydraulic valve actuators-to meet the need to match valves
to fast electronic controllers; 5 major entries in data processing systems-indi-
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eating an eagerness of companies to join the competition: several new analyti-
cal instruments for in-stream use-in response to demands by advanced process
engineers; 4 new flow computing devices-to provide linear analog and even
direct digital output from nonlinear "workhorse" flow sensors.

Among developments having unique design features and promising futures
were: A new ultrasonic type flowmeter by Fischer & Porter; Perkin-Elmer's
new vapor fractometer; Honeywell's and Bristol's new high-speed strip chart
recorders.

APPENDIx A-3

(Not available for inclusion as an appendix, but used as a reference, The
General-Purpose Electronics Test Instrument Industry, an industrial mobiliza-
tion and defense planning study by the Scientific, Motion Picture, and Photo-
graphic Products Division, Business and Defense Services Administration,
United States Department of Commerce, July 1, 1956, available in subcommit-
tee files.)

APPENDIX B

ISA expands Its program of education and research activities. For several years the
society has been working, through its education, and structure and planning committees, on
the development of a comprehensive plan for improved society programs and activities
with respect to instrument education and research. This work has been predicated on the
fact that the society serves primarily as an educational medium and a stimulating agency
for the benefit of its individual members and the instrument using and manufacturing
Industries.

The society's education committee, under the chairmanship of Robert J. Jeffries, pre-
pared the first program proposals in 1953. The society's executive board at that time
agreed with the necessity of such a program and referred the matter to the society struc-
ture and planning committee. This committee considered the content of the proposals
and in September 1955, under the chairmanship of Phil Sprague, recommended to the
executive board a broad program of activities in the areas of education and research, essen-
tially as originally proposed by the education committee, but taking Into account the pos-
sible administrative and financial growth of the society. The program was accepted, and,
as recommended, a special presidential development commission was established to bring
forth an organization, a specific program, and means of financing.

The first meeting of this commission was held at St. Petersburg, Fla., on February 28,
with Robert Jeffries as temporary chairman. The success of this meeting Is of great
significance to every individual member of ISA and the Industry in general. The progress
of this commission and its "plan for action' means a new and positive approach to the
single biggest problem facing the instrument and automatic control field-education and
research.

CONSIDERING TODAY'S PROBLEMS IN INSTRUMENTATION

(By Dr. Robert J. Jeffries, technical planning adviser, Schlumberger Instrument
Co., Ridgefield, COon.)

(Condensation of the introductory address by Dr. Jeffries before the first
meeting of the ISA Education Foundation Development Commission, St. Peters-
burg, Fla., on February 28, 1956.)

The purpose of my remarks is to provide a common vocabulary and basis for
consideration of the problems and opportunities inherent to the task before the
ISA Education Foundation Development Commission. I would ailso hope to
provide, in some measure, a perspective on the scope and depth of the concerns
of the society with respect to educational and research activities in the field of
instrumentation. e

This is a development commission. It is our job to give consideration to the
many existing and anticipated problems relating to instrumentation, and
ultimately, to focus upon those situations and the possibilities which, in our
opinion, represent a practical compromise between what is most urgently
needed-and what is most probable of accomplishment.

For our purposes, instrumentation research is meant to include: "The search
for and quantization of fundamental phenomena which will make possible
instrumentation techniques and equipments plus investigation of potential uses
of instruments and systems."

Recognition of instrumentation as a science is belated and still far from uni-
versal. Lord Kelvin may be considered the father of the field as a result of his
vision and perception as to the fundamental importance of measurement, but
it wasn't until the 1940's that important attention was drawn to a broad view.
Gradually and grudgingly has developed the appreciation of the existence of
this new field which has yet to be universally defined. About 1942, the American
Association for the Advancement of Science organized a committee to define
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the term. It brought back approximately 39 different definitions. In more
recent years, educators, publishers, even organized labor, have adopted the
word-pairing it first with feed-back control, then systems engineering, and
most recently, automation, in an effort to imply in some measure the breadth
of concern and scope of activities. Instrumentation today, in its broad sense,
is fundamentally concerned with the development and application of instruments
and instrument systems for purposes of measurement, computation and control.

Instruments and instrument systems exist fundamentally because of the desire
for measurement. This desire for measurement is usually horn out of necessity.
When one is curious, in a scientific way, concerning a phenomenon or a condition,
his curiosity is manifest in his desire to express quantitatively the factors in-
volved. Science is measured knowledge. A fact is not a scientific fact unless it
can be quantized in concept, form, or relation. In order for any science to
advance, there is the continued pressure, the necessity for better measurement
technique and equipments. It is this necessity, first in the sciences, then in
engineering activities, and now in production activities, which has fostered the
conception and evolution of our modern research and production instruments and
instrument systems.

Fundamental to the conception or application of an instrumentation technique
or equipment is an understanding of the problem. To intelligently conceive a
solution to an instrumentation problem, one must acquire a detailed understand-
ing of the circumstances of the situation, the environment, the medium, etc.
One must have a thorough-understanding of the various alternatives available
within instrument technology; one must be able to apply to his solutions the
yardsticks of feasibility, probability, performance, economics, and human nature.

Today's process control provides an illustration of the technical and economic
problems in instrumentation. Consider a refinery. One may desire to control
a temperature at the top of a fractionating column. The problem of the controller
is the maintenance of the desired temperature. The problem of today's instru-
ment engineer is to select an appropriate controller, matched to the plant and
the process, to effect the desired dynamic performance. Ideally he should know
the characteristics of the plant-process complex; he should know the characteris-
tics of various modes of control-proportional, rate, reset, their combinations
and interactions-and armed with this understanding, attack his problem with
an intelligent first guess. Fortunately, the controller manufacturer permits him
a second guess-he can readjust his sights after a near miss-with an empirical
adjustment of the control knobs inside the controller case. The controller manu-
facturers have done a superb job of providing today's instrument engineer with
a face-saving, soul-saving, job-saving feature of complete adjustability over
ranges of hundreds to one. With this built-in margin, today's instrument engi-
neer can overcome his lack of precise understanding of the dynamic behavior
of the process and the plant. However, his plant pays for his ignorance. To
provide this wide range of adjustability, the controller is not optimum for any
given condition. It is an easily demonstrated fact that for a given control prob-
lem, a specific nonlinear type controller can be made to have a performance
superior to any of the existing commercial linear-type controllers. The second,
and perhaps more important penalty is improper plant design, which is the result
of the instrument engineer's lack of understanding with respect to dynamics of
integrated systems back when the plant and the process were in the planning
stage. Because of this, plant designers are excessive and costly.

Understanding is, then, an important technical factor in instrumentation.
The second technical problem facing the instrument engineer, and of direct

concern to the process designer and operations manager, is what should be the
prescribed point about which control action is to take place. Out of experience,
out of pilot-plant operations, out of balance-sheet analyses, there gradually
emerges a preferred combination of operating set points which result in a salable
product, manufactured hopefully at a profit, in a way which permits continual
operation. The prescription of optimum controller set points is a static problem,
mathematically speaking. Knowing the capabilities of the plant-process-con-
troller complex, one could mathematically derive, either with paper and pencil
or with the aid of computers, the optimum set points. To my knowledge, this
has just been attempted by a few plants. The need is demonstrated by a familiar
situation which exists today in most plants-every new shift of operators changes
the set points of the process as they report for work, even though all shifts are
making the same product from the same raw materials with the same plant and
process.

The outstanding economic problem of the processing industry is the most
effective employment of the plant, with its product-making characteristics, in
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relation to a dynamic market and raw materials situation, so as to maximize
the dollar profit derived from the overall operation. This adds two more degrees
of complexity to the problem of establishing optimum controller settings to
produce a given product. It adds the question 'what product," and the com-
plicated factor of a variable input. A refinery exemplifies this problem. Its
input is a continuously varying crude; its output must be tailored in type and
quantity, from aviation gasoline to road oil, to meet an ever-changing market.
The operations manager-perhaps a vice president-must, in essence, tell the
operator what his controller set points should be-for it is these set points which
determine the fractionating or cracking of the crude into salable products.
There are techniques just now emerging in the field of operations research which
promise to be directly applicable to processing problems of this type.

Why doesn't the process designer-the plant designer-the instrument en-
gineer-the operations manager-know the facts required to select the best
controller, the best set point, the best production schedule? The simple answer is
that the necessary information isn't available to them. And yet, techniques
and technology exist to furnish them with the information they would require.
One of the greatest problems in instrumentation today is the necessity for com-
municating the advances in technique and technology as they are made to those
who need them in a way in which they can be assimilated.

The mathematical and physical concepts necessary to predict exactly the type
of controller to employ for any specified desired dynamic performance of a con-
trolled system have been known for at least 40 years. Our chemical, mechanical,
and instrument engineers have not, until just recently, been analytically and
dynamically oriented. It is to be expected that "long hair" mathematics will
be slow in filtering down from the ivory towers into the work-for-profit world.
But this alone isn't sufficient justification for the high level of ignorance which
prevails today. There are experimental, empirical techniques available which
any instrument engineer could employ to get the information necessary to per-
form intelligent dynamic instrument engineering. The knowledge of these
must be communicated.

Only within recent years has there been any practical revelation of the tech-
niques and applications of experimental frequency response methods for the
analysis of the dynamic characteristics of physical systems. Production plants
and controller manufacturers have very few engineers competent in the tech-
nique. To my knowledge, few of the big consultant-construction companies-
firms designing and building processing plants all over the world-have engineers
who actually know how to use frequency response data to deduce the dynamic
characteristics of a system.

This is an appalling fact since all of the necessary information has been
available in literature since the early thirties. It has been taught in electrical
engineering curriculums since the early forties. The mechanical engineers have
just discovered it within the past 5 years.

Closely tied with the need for communication is the need for manpower ef-
ficiency. It is a criminal waste of time and talent for every research worker
in medicine, biology, agriculture, in any of the sciences, to be forced to start
from the bottom, so to speak, with respect to the instrumentation of his prob-
lems. It is still true that literally hundreds of physiologists, psychologists,
medical doctors, geologists, chemists, and even physicists, struggle with DC
amplifiers, slide-wire position transmitters, cathode-ray photography, while their
own problems wait.

Practical, efficient means must be found to provide researchers in all fields with
the necessary instrumentation equipments and skills-and this must be preceded,
paralleled, and followed by a communication and understanding as to the avail-
ability and characteristics of modern instrumentation.

Let us now consider the roles of the instrument manufacturers and users in
the evolution of techniques, products, information, etc.

With respect to instrument manufacturers, the situation is fairly clear-their
efforts are directed toward the development of equipments which, in their
opinion, will be profitable. They expend great amounts of time and money to
ascertain potential markets for new developments. By and large, their research
is rather product development. They will do little basic research, except insofar
as it can be related to a potential financial return, particularly through achieve-
inent of a unique competitive position. Profit margins in the instrument business
simply do not permit extensive basic research. I am sure that our marketed
items are far ahead of our basic understanding of the how and why they work
and their limitations. There is much room for catching up in a systematic,
inquisitive way.
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Instrument users, in general, might be categorized in several ways.
(a) Instrument purchasers-with no inherent internal instrument interests.-

This group includes the bulk of the dollar-volume of instrument sales today,
which buys and operates instruments as tools. They tend to follow instrument
technology, buying what is offered, rather than leading in demanding new things
or finding new applications.

(b) Instrument purchasers--with internal instruments intere8ts.-This group
includes major instrument-user industries, such as chemical, petroleum, missile
manufacturers, and Government agencies. They attempt to meet these needs
through instrument development within their own organization, through con-
tractual relationship, and through legitimate pressure on instrument manufac-
turers for improved products. It is this group, by and large, which accounts for
most of the new developments in instrumentation today. It is noteworthy that
medical and biological interests are virtually unrepresented in this group. Mili-
tary spending frequently provides money to undertake developments which could
not be justified in a commercial sense. Large user groups such as chemical
producing plants can afford and must develop new instruments concurrent with
new products. Their developments usually prove to be relatively expensive
equipments in which the value of the improved product justified the cost. It is
an important and significant trend that most new analytical-type industrial
instruments, such as recording refractometers, vapor-phase chromatographs, etc.,
are being born in users' laboratories, and then adopted by instrument manu-
facturers, who become, in effect, packagers and entrepreneurs.

(c) "Would-be" instrument purchasers.-This group includes individuals and
organizations, principally engaged in research, such as usually are found in the
biological sciences, whose immediate interests are in noncommercial areas in
which they encounter situations which require new or modified instrumentation.
Since their primary interests are usually not in instrumentation, they are either
incapable or extremely inefficient in their approach to solution of their problem.
They would, ideally, like to purchase a solution to their problem.

My final thought concerns the fierce struggle in the world today to capture
the minds of men. The world is divided into two economic and political camps.
Our hopes for survival and our ultimate hope for success in establishing our
concepts of individual dignity and opportunity, lie chiefly in our prosperity and
example. This requires that we have more better trained engineers to conceive
and design more machines which incorporate the latest products of instrument
technology. It requires that we establish a supply of highly skilled technicians
to operate and maintain this equipment. It requires that we continually up-
grade existing personnel to enable them to take advantage of, and keep pace with,
instrument technology. Russia is turning out perhaps as many as 60,000 trained
technicians a year, and between 40,000 and 50,000 engineers a year. In contrast,
we may graduate this year 1,000 to 2,000 technicians and 20,000 to 25,000 engineers.

As businessmen experienced in the management of technical operations, I
leave it to you-what are the inevitable technological results to be anticipated?

RESULTS OF THIS FIRST MEETING

At the conclusion of Dr. Jeffries' opening remarks Mr. Rex Bristol, vice presi-
dent and treasurer of the Foxboro Co., was elected chairman of the commission.

Then followed much discussion concerning the objectives and plans for the
commission. In the deliberations there was considerable sentiment expressed
in favor of establishing some type of permanent ISA planning and coordinative
group which would serve as a catalytic agent in bringing together those who have
problems and the means for effecting solution to these problems. It was recog-
nized that the ISA cannot possibly finance all the activities which might desir-
ably be undertaken with respect tod instrumentation education and research.
It appeared, however, from the initial considerations of the commission, that the
ISA could function very effectively as the stimulant and mechanism for channel-
ing the efforts of several groups toward the common goals of affording increased
educational opportunities for individuals at all levels, improved communication
and translation of technical knowledge into forms practical for assimilation and
utilization in the working world by working people, and an increasing attention
to research and development of improved instruments, instrument techniques,
and practices.

Under Mr. Bristol's direction the commission will arrive at conclusions and
recommendations with respect to:

(a) What specific activities in instrumentation education and research
the society should undertake, and in what order.
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(b) How these activities shall be organized and administered, and
(c) How these activities shall be financed.

It is anticipated that the commission will submit its report to the executive
board by June 1. The work of this commission will undoubtedly have a direct
bearing on the value of the ISA to every one of its members and its many sup-
porters and friends in the years to come. The ISA Journal will carry a com-
plete coverage of the work and recommendations of this development commission.
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APPENDIX c

EXCERPTS FROM A CHALLENGE AND AN ANSWER, A BROCHURE PREPARED To JUSTIFY
AND EXPLAIN THE NATURE OF THE FOUNDATION FOR INSTRUMENTATION, EDUCA-
TION, AND RESEARCH OF THE INSTRUMENT SOCIETY OF AMERICA

THE CHALLENGE

The increasing productivity of American industry per man-hour is due in
large part to the greater automaticity of modern production process. The con-
tinuing progress of science on all fronts is possible because of more advanced
measuring apparatus and techniques. * * *

* * * These technical accomplishments are the product of man's technical
training and ingenuity. Their effective use requires man's perception of need
and intelligent application. America is currently experiencing a slowdown in
its conception, development, and application of instrumentation equipment be-
cause of a shortage of approximately trained personnel at all levels of design and
application in all areas of industry and science. This shortage presents a real
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threat to an increasing standard of living and our national security, and its
resolution constitutes a challenge to the best minds and resources of the Nation.

THE PROBLEM

To understand clearly the nature of the challenge which our evolving technology
poses one must identify problems which exist.

Top management of manufacturing and processing industries do not, in many
instances, understand sufficiently well, the fundamental characteristics and
potentialities of modern instrumentation, to take full advantage of its capabili-
ties.

Production layout and process design engineers do not understand sufficiently
well, the dynamics of their problems to intelligently specify appropriate instru-
mentation.

Instrument design engineers do not understand sufficiently well, the more
sophisticated theories and engineering data available, to effectively incorporate
the latest knowledge in their designs.

Educators in our colleges and universities do not have the equipment nor the
experience, in most cases, to incorporate modern instrumentation techniques
and concerns into their curricula and student experiences.

Technical institutes and vocational high schools either are not aware, or do
not have the facilities or staff to train the great host of subprofessional instru-
mentation personnel required to assist in research and man the highly instru-
mented plants of today and tomorrow.

The great quantities of instrumentation information and experience being
acquired, that being published, and that available for the asking, is largely being
lost for all practical purposes, for want of an efficient and effective system for
storage and retrieval.

Scientists in all disciplines are functioning at only fractional efficiency because
of their unmet needs for competent instrumentation services. * * *

ISA'S ANSWER

* * * The Instrument Society of America is an association of freemen in a free
society, banded together for their mutual education and benefit. Their back-
grounds include virtually all the traditional scientific disciplines-physics,
chemistry, mathematics, medicine, all braches of engineering, science, business
management, and education. It is the only technical society in America devoted
exclusively and completely to the interests and problems of instrumentation
and automation. * * *

* * * Through established machinery within the society, various groups of
this Nation's outstanding men in instrumentation, industry, Government, and

education have defined specific needs and outlined methods of meeting their needs.
It is their considered judgment that the desirable objectives can be most
effectively and efficiently nialized through the mechanism of a noprofit foundation
under the guidance of leaders from various areas of our society, supported by
funds from those whom it serves, and oriented specifically to solve the solution
of the instrumentation problems of our time. * * *

Chairman PATIAN. Thank you very much, Mr. Jones.
I was very much impressed by your statement, and I state flatly at

this moment that automation is being held back and our national
security is being jeopardized by the existence of lack of solution of
these problems.

The problems you presented are similar to the problems presented by
Mr. Sheen.

Mr. JONES. Well, we are in the same industry.
Chairman PATMAN. Yes, sir; you are in the same industry. And

we cannot emphasize the solution of these problems too much.
On page 7 you talked about middle-sized business. In practice

and effect, the Small Business Committees of the House and Senate
assume jurisdiction over middle-sized business. In other words, every
business that is not big, according to definitions that are generally
accepted, is "small," including the middle-sized businesses.
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We are not opposed to big business, those of us on Small BusinessCommittees, but we just feel like the big businesses have good repre-sentation before the different committees, and their interests are lookedafter pretty well by people employed by big business for that purpose.They have lots of representatives here in Washington, and they are notfrowned upon, they are welcomed in the office of any Member ofthe Congress that I know of. I know I welcome them, because Ican invauiably get information that I would not get any other way, andI know that they are very helpful to Members of Congress.
So, we are not against big business, we just feel like the little man isalways represented here in the same way and manner as the big-business man is.
Mr. JONES. Isn't the little man usually defined as one who employsless than 500 people?
Chairman PATMAN. That is some arbitrary definition that someagencies have established. I don't think it is a correct definition at all.The term "small business" is a relative one, the way I view it. Itdepends upon the industry, sometimes. You take, for instance, Stude-baker-Packard, that is a small business in comparison with GeneralMotors and Ford and Chrysler. You take a steel company that isemploying four or five thousand people and producing a pproximatelya million tons of steel a year, although in itself it is a big operationit is small business in comparison to United States Steel or Bethlehem.So I think the term "small business" is a relative one that cannot bedisposed of by number of employees. You take 500 employees in theneedle industry, or many other industries you could name, would bethe biggest business in the industry.
Mr. JONES. Well, of course. my point is not that; it is that smallbusiness gets to a certain point, especially in this instrumentation,automation, and general technological field, and they run out offinances and they run out of management able to handle the largerproblems, and they need to go somewhere to get under an umbrella.My point was that if Congress sets up roadblocks to these avenuesof escape for these small businesses, it not only injures those peoplewho are owners of the small businesses but it injures the economy.Chairman PATMAN. Yes, sir; I agree with you.
Now, on page 9 you have an interesting statement:
This country's educational system simply is not geared at present to producingthe numbers of people required with technological training to absorb and applyand develop the automation equipments which are possible, which are desirable,and which in many instances are basically necessary to our modern economy.
And you added there, you ad libbed: "The situation is frightening."And I agree with you. You also made a statement that has beenbrought up by Mr. Sheen which I think is very important, in whichyou said:
I have been shocked at the amount of time spent in unnecessary manual labor,or even in doing nothing at all, by men of superior technical possibilities-

in the Army.
Mr. JONES. That is correct.
Chairman PATHAN. And that is where Russia has been gettingahead of us. You see, they have been using their men like you andMr. Sheen have suggested. Russia has been doing that. So Russiahas been outthinking us and outdoing us.
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Mr. JONES. But the amazing part is that these services are the ones
who require these men with the technical training.

Chairman PATMAN. Yes, sir. We can utilize the military service
for that purpose, and it will be not only helpful to the country, it will
be helpful to the men themselves.

Mr. JONES. Yes, indeed.
Chairman PATMAN. And you state here:

An appalling lack of scientific instruction of any kind exists in our high
schools-

and I believe you added:
most of our high schools-

and I believe if you had left it pretty well like you had it, it would
have been all right. But that is exactly the problem.

Your testimony is very much appreciated.
Dr. Moore, would you like to ask some questions?
Mr. MOORE. Do you have in your industry much in-service training

in the industrial plants?
Mr. JONES. Yes, indeed.
We are doing that in my own company very extensively. We have

a man in the top group, in the staff group, who inspires and leads the
subsidiaries and branches in doing that very thing, and we will be
setting up central schools for that in self-defense, in our own selfish
interest.

Mr. MOORE. The industry of electronics and instrumentation seems
to me to be characterized by the survival of a lot of small businesses-
or perhaps they should be called middle-sized businesses. The big
corporations are of course in the electronics business, but at the ma-
chine tool show and the instrumentation exhibition I was surprised
to find how many virile, active small companies that there seem to
be. Would you agree with that?

Mr. JONES. That is a very true observation.
Mr. MOORE. To what would you attribute that? Is it the newness

or the immaturity of the industry?
Mr. JONES. It is newness. A group of young engineers who get

bright, new ideas, maybe two or thre or four of them, will start a
business, and it will grow and flourish. Most of them, I must say, do
run up against managerial and financial troubles after they get, say,
to a million and a half or $2 million of sales, and come running to some
other company, such as my own, for an umbrella. It is quite fright-
ening sometimes. They come in almost every day.

Mr. MOORE. They have the ideas, but not the money of their own
to push them through, and so they are forced to borrow ?

Mr. JONES. Well, management is almost as much of a science as
engineering. And an engineer coming out of school is not necessarily
prepared for management.

Chairman PATMAN. Thank you very much, Mr. Jones.
We will stand in recess until 2 o'clock this afternoon here.
(Whereupon, at 11:45 a. m., a recess was taken until 2 p. in., of the

same day.)
ArTERNOON SESSION

Chairman PATMAN. The Committee will come to order.
As our first witness this afternoon we have Dr. Howard L. Bevis,

Chairman of the National Committee for the Development of Scien-
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tists and Engineers, president emeritus of Ohio State University,
Columbus, Ohio.

We are delighted to have you, sir. And you may proceed in any
way that you desire. You have a prepared statement, I believe.

STATEMENT OF DR. HOWARD L. BEVIS, CHAIRMAN OF THE NA-
TIONAL COMMITTEE FOR THE DEVELOPMENT OF SCIENTISTS
AND ENGINEERS, PRESIDENT EMERITUS OF OHIO STATE UNI-
VERSITY, COLUMBUS, OHIO

Mr. BEVIS. I have a prepared statement. If I may, I will just
read it. And, then, if you have any questions afterward I will try to
answer them.

My name is Howard L. Bevis. For 161/2 years I was president of
Ohio State University. On the 1st of August I retired and I am
now emeritus.

I appear here today as Chairman of the President's National Com-
mittee for the Development of Scientists and Engineers.

The creation of this Committee was due, I believe, in part, to the
work of your subcommittee which., ast year held extended hearings on
the general subject of automation and technological change, and, in
part, to the interest of the Price Subcommittee on Research and De-
velopment Needs, with respect to scientists and engineers.

The President appointed the Committee-that is, our Committee-
to improve our situation with regard to the education and utilization
of highly qualified scientists and engineers.

The President recognized that, although the Government-that is,
the United States Government-has a responsibility for increasing
the supply and improving the quality of our technological personnel,
the chief responsibility for solution of the problem, and this is the
President's language, lies in the concerted action of citizens and citi-
zens' groups.

To show the variety of groups represented on our Committee, I shall
name them: American Society for Engineering Education; American
Council on Education; American Association of Land-Grant Colleges
and State Universities; Engineers Joint Council; National Education
Association; National Science Teachers Association; National Asso-
ciation of Secondary School Principals; National Association of Man-
ufacturers; United States Chamber of Commerce; A. F. of L.-CIO;
Governor's Conference, Council of State Governments; United States
Conference of Mayors; Council of Chief State School Officers; Social
Science Research Council; American Council of Learned Societies;
American Association for the Advancement of Science; and National
Academy of Sciences.

Each group is represented on our Committee through its president
or other chief officer.

I might say, in passing, that if the term of one such officer ends, his
successor becomes a member of our Committee.

In order to maintain continuity, we have tried to keep the first man
in some sort of touch with us, but membership in the Committee con-
sists of the heads of the organizations for the time being.

I understand that your committee is to review developments in the
general area of automation and technological change which have oc-
curred since hearings on this subject were held a year ago.
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Dr. Detlev W. Bronk, who is president of the National Academy of

Sciences and in that capacity a member of our Committee, is to testify,

I understand, tomorrow on the need for trained scientists as research

workers.
In view of this, I shall only briefly mention the problem of need.

Primarily, I want to indicate who we are, and what we are trying to

do, and how much progress we have made so far in trying doing it.

The role of engineers and scientists in our economy is well recog-

nized. Technology plays an all-important role in maintaining a ris-

ing standard of living for our country and in our efforts to remain

strong in terms of national security.
Because of this role of scientists and engineers, we believe the work

of the National Committee to be of prime importance.
Expanding technology and an expanding economy are constantly

producing increasing, demands for highly qualified scientists and engi-

neers. It is not enough to plan for presently estimated needs, for the

demand for scientists and engineers will accelerate as new discoveries

open up new areas for further exploration and application.
The supply of many types of scientists and engineers is insufficient

to meet current needs and future requirements, both civilian and

military. In America, the indispensable combination of qualitatively

superior military and civilian technology can come only through free,

voluntary research.
Such research requres men and women possessing highly developed

professional skills w~ith the opportunity and incentive to use those

skills.
In approaching the task given us by the President we are faced with

a number of basic facts.
Because of low birth rates during the depression, the number of

college age youth has been for a number of years past at a low ebb.

We are now in a period where college enrollments are rising because

of the higher ratio of eligibles that go to college, but we shall soon be

in a period where the total number of college age young people will

increase. So we will have the higher ratio applied to a larger base,

beginning about 1960.
The number of teachers is still being adversely affected by this

period of low birth rates. They were born during the period of low

birth rates.
Chairman PATMAN. What do you -consider the low birth era,

about 1929 to 1942?
Mr. BEvis. 1930, shall we say, to about 1941.
Chairman PATMAN. 1930 to 1941? Roughly about 10 years.

Mr. BEvIs. Roughly during the decade of the thirties.
Chairman PATMAN. That is right, yes, sir.
Mr. BEVIS. We must wait for those now in college to graduate before

we can count on a real increase in the number of teachers.
That is a very real factor in our problem, how to find enough

qualified teachers to take care of the increased numbers of students.

The rise in college enrollments is due not only to the fact that we

are leaving the period when enrollments were being held down by

low birth rates, but, also, because a higher proportion of young per-

sons desire a college education. And increased family income enables

more to go to college than in the preceding decade.
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Added enrollments in the years ahead will put more strain o.
existing teacher shortages. In many schools, faculties and facilities
already are inadequate for handling present enrollments.

Of course, we expect the enrollments to go up.
This committee is specifically charged with the responsibility for

increasing the supply of engineers and scientists. Nevertheless itis, I want to register this note, important to increase the supply ofhighly qualified persons in all fields. We do not want to create an
imbalance in education.

Sometimes there has been a suggestion that we are trying to raid
other disciplines to get more scientists and engineers. That is not
what we want to do. We want more scientists and engineers, but we
also need more economists, more Government people, more philos-
ophers, perhaps more poets.

The President in creating our Committee stated that it was anaction group. He asked specifically that we do four things:
1. Assist the Federal Government in identifying the problems as-

sociated with the development of more highly qualified scientists andengineers.
2. Enlist the cooperation of all interested individuals and groups in

analyzing the problem and developing programs to deal with it, and
to take the lead in coordination of interested organizations outsidethe Federal Government.

3. Make available to all interested organizations information oneffective ways of overcoming the obstacles to the training of more
qualified scientists and engineers.

4. Publicize the problem and possible solutions in order to stimu-
late widespread public understanding and support.

Our first job was to identify the scope and character of our prob-
lems. It quickly became apparent that the problems were too many,and too diverse, for us to approach them all simultaneously. We had
to set some priorities.

We have tried to stimulate action by local private groups. I have
already pointed out the wide representation on our Committee. Be-
cause of this membership, we have been able to get help-effective
help, very quickly.

In addition, because of the national interest in our problems, many
local, State, and National groups have voluntarily offered their assist-
ance. This has been invaluable.

Some groups, for example, have helped to publicize our problems
and our efforts. One valuable form of cooperation has been for
specific groups to lend us highly qualified persons for a short time.

It is in the area of local action that we believe we can make the most
significant contributions. There are at present a number of efforts
at the State and local levels that show what can be done when localgroups-educators, industry, labor, government-attack a problem.

A notable example is found in Oklahoma. In this State a Founda-
tion has been established, called Frontiers of Science, to raise the level
of scientific knowledge and to increase the supply of competent scien-
tific personnel.

I met with this group recently and was impressed by the wide scope
and the effectiveness of their program. Other areas getting started
along similar lines include some in North Carolina, New Jersey, De-
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troit, Cleveland, New Orleans, Pittsburg, Boston, and Milwaukee
and other places.

The problems being attacked by these local groups include:
1. Improving facilities for teaching.
2. Providing more science and mathematics teachers.
3. Improving the technical training of such teachers.
4. Providing summer employment to enable teachers to acquire

additional experience and at the same time increased earnings.
5. Upgrading teachers.
6. Improving teaching methods.
7. Stimulating student interest in science and mathematics.
8. Counseling students.
9. Improving curricula.
Stimulating State and local groups in getting started is a significant

part of the work we are doing.
Such local-action groups need help-particularly in the form of

ideas and organizational guidance. We are documenting experiences
and ideas that have proved locally effective. These we are passing
on to other local groups and organizations. We are formulating a
general plan of attack.

As the Committee has come to grips with its problems, it has be-
come apparent that we need to know more about the occupations and
areas where shortages now exist and about the future outlook.

In cooperation with the Department of Labor and the National
Science Foundation, programs are now going forward that will pro-
vide on a continuing basis the kind of labor market data that we
need.

A representative of the Department of Labor recently met with the
national Committee to present an appraisal of the existing situation
and of anticipated future developments.

This material will be available in printed form in a few days. If
this subcommittee so desires, I should be pleased to submit it as soon
as it is ready.

It takes time to train an engineer or a scientist. About the only
way to do something constructive immediately to ease existing short-
ages is to make more effective use of what we have.

One of our Committee's first acts was to appoint a task force to study
the fuller use of technical aids to scientists and engineers.

This group, after careful study and analysis, has developed a pro-
gram to assist industry in utilizing technical aids. As a result of this
work we now have another task force working on the problem of im-
proving the curriculums of technical schools. -

Similar efforts are now being directed toward two other problems:
1. The adequacy of salary levels for scientists and engineers; and
2. The improved utilization of scientists and engineers.
In both of these cases the work is exploratory-designed primarily

to ascertain whether it might be fruitful to setup task forces.
We also have a task force on the problem of improving science

and mathematical education in elementary and secondary schools.
A proposed program of action has been developed. Primarily,

action must come from the States and communities, but the program
developed by this task force will be helpful to them.

A fundamental requirement for the Committee's success is the
achievement of public understanding. Support and cooperation are
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necessary from industry, labor, scientists, and engineers, teachers,
parents, and students, as well as from the general public.

Efforts to secure this support through publicizing our programs is
being directed to the individual citizen through his local organizations.

Direct participation of individual citizens and local organizations
will generate local news and community interest. The Committee's
function in this area, we believe, is to supply the basic information
with which others can carry out the major publicizing activity through
established facilities and channels.

I hope that this brief statement will give you some idea of our
problems and how we are approaching them.

I want to express my appreciation to this subcommittee for giving
me the opportunity to tell you about the National Committee and the
work that we are trying o do. I shall, of course, be glad to respond
to any questions.

Chairman PATMAN. I would like to ask you, Dr. Bevis, what is the
relationship of the National Committee for the Development of
Scientists and Engineers, to the National Science Foundation?

Mr. BEVIS. Well, the Natlonal Science Foundation is very broad in
scope. It is primarily concerned with the development of a national
policy for the promotion of basic research and education in the sciences.
It is, too, I take it, a contributing body of indefinite duration.

Our committee has as its objective the development of scientists and
engineers, a very much narrower point of attack. The National
Science Foundation Cooperates with us in our work, particularly by
providing us with staff assistance and assists us in dealing with Fed-
eral agencies. And while we have no terminal date, I take it that it is
obvious that our committee is not supposed to go on forever.

We will try to do our job in a reasonable length of time. And pre-
sumably, we will go out of existence. The National Committee is the
focal point for developing action programs and for getting these
programs working through organizations of private individuals.

But our point of attack is a small sector of the ground that is covered
by the Science Foundation.

Chairman PATIAN. *What is the relationship of your committee to
the President's Committee on Education Beyond the High School?

Mr. BEVIS. Well, the President's Committee on Education Beyond
the High School has a twofold function: first, to stimulate informed
public discussion that will lead to action and, second, to make useful
recommendations to guide citizens' action in cooperation with institu-
tions and governments to reduce some of the major educational prob-
lems beyond high school. The President's Committee is concerned
with educational problems of all persons after high school, whereas
our National Committee is specifically charged with increasing the
supply of scientists and engineers. Many of our efforts, for example,
are directed at problems of the secondary and even the primary
school level.

Chairman PATMAN. Would you comment on the success of Russia
in the training of scientists, engineers, and technicians, Dr. Bevis?

Mr. BEVIS. Well, I think we have to recognize that the Russians
have laid out for themselves a very significant program. They did
it a good while ago, maybe thirty or more years.

They set up a vast apparatus for training technological people.
The leaders of Russia, have grasped the significance of technological
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production. They are no longer depending on the geographical
frontier. They are also looking toward the scientific technological
frontier.

And so they set up a system of schools for technological training.
From the ages of 14 to 17 all students devote about 40 percent of their
time to physics, chemistry and mathematics. In addition they have
taken measures to make science and engineering vocationally attrac-
tive. The living standards for both the teachers and the graduates
in these fields are better than those of most people, relatively better
in fact, than our engineers enjoy, I do not think their living standards
are as good as ours, but theirs is higher than the rest of the Russian
people; relatively higher than the living standards of our scientists
and engineers compared with the rest of the people.

We know a few things about the Russians. They are apparently
turning out now more technical graduates than we are. We do not
know too much about how good those graduates are.

And I do not think we know, either, too much about how relatively
efficient in the production process, a given number of Russian en-
gineers may be.

But we do know this, they are putting out some pretty good ships,
some pretty good planes. They have nuclear apparatus.

I do not think we can afford to sit by and assume that we shall
continue to be better. I think we are better than they are now, but
if we do not move ahead there is a possibility that they may pass us.

There is one more thing I would like to say about Russia. I believe
they have passed the stage where they need to rely on foreign help.
I think there was a time when they needed German scientists and
German engineers. I believe they have reached the stage now where
they can go on their own without such help.

Chairman PATMAN. Dr. Bevis, I believe that we all feel that Presi-
dent Eisenhower should be commended for setting up this Committee.
I certainly feel that way about it.

And if you think it is all right, I would like to have inserted in the
record at this point the President's charge to the Committee, which
is addressed to you.

Mr. BEVIS. Yes, sir.
Chairman PATMAN. From the White House of April 3d.
Mr. BEvIs. I will be very happy to have you do that.
Chairman PATMAN. I will insert it in the record at this point.
(The President's charge is as follows:)

THE PRESIDENT'S CHARGE TO THE CoMMuiTrE

THE WHITE HOuSE,
April 3, 1956.

DEAR DR. BEvIs: For the last several years there has been a growing aware-
ness within the Government and among private citizens in general that as a
result of our continuing shortages of highly qualified scientists and engineers
we are running the danger of losing the position of technological preeminence
we have long held in the world.

Because of my own concern with this situation, I established some time ago
a special interdepartmental committee to make an intensive study of the situa-
tion. This committee has now made recommendations to me on actions which
might appropriately be taken by the Federal Government to improve our relative
position.

At the same time, the special committee pointed out that the problem of
increasing our supply of qualified scientists and engineers cannot be solved
by Government alone. The committee wisely recognized that the problem re-
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quired for its solution the powerful and concerted action of citizens and citizens'groups organized to act effectively.
As its major recommendations, therefore, the special committee urged thatI establish a National Committee for the Development of Scientists and Engi-neers. They proposed that this be an action group, representative of majorcitizens organizations concerned with the education, training, and utilization ofscientific and engineering personel. This group would consider ways of fosteringthe further development of scientists and engineers and would in all appropriate

ways take action to promote a substantial growth in the supply of scientificand technological manpower.
I have accepted the recommendation of the special committee and I am estab-lishing the National Committee which has been proposed.
It is my hope that the Committee will-

1. Assist the Federal Government in identifying the problems associated
with the development of more highly qualified scientists and engineers.

2. Enlist the cooperation of all interested individuals and groups in ana-lyzing the problem and developing programs to deal with it, and to take the
lead in coordination of interested organizations outside the FederalGovernment.

3. Make available to all interested organizations information on effective
ways of overcoming the obstacles to the training of more qualified scientists
and engineers.

4. Publicize the problem and possible solutions in order to stimulate
widespread public understanding and support.

5. Provide me, from time to time, with a report of progress.
It gives me a great deal of satisfaction to appoint you Chairman of thisCommittee. Under your leadership, I am convinced that this group can makea major and timely contribution to the economic and social welfare of theNation and to the national security as well.

Sincerely,
DWIGHT D. EIsaENowER.

Dr. HOWARD LANDIs BVIs,
President, Ohio State University, Columbus, Ohio.

Chairman PATMAN. Thank you again very much, Doctor Bevis.
Mr. BEVIS. Thank you, sir.
Chairman PATMAN. Dr. Moore, suppose you read into the record an

introduction for our next witness.
Mr. MOORE. Dr. John J. Grebe has been a member of the Dow or-

ganization since 1924, where he served as director of the physical re-
search laboratories since 1949. He holds more than 50 patents in
electrochemistry, power generation, synthesis of organic compounds,
and air conditioning, and is the author of numerous articles in scien-
tific journals. He was a consultant in the Office of the Rubber Di-
rector during World War I and civilian observer at the Bikini tests.
From 1948 to 1949 he served as chief technical adviser to the Chief of
the Army Chemical Corps. In 1953 he was appointed to the position
of director of nuclear and basic research department of the Dow
Chemical Co. This department is currently engaged in a very di-
versified program in research. Dr. Grebe.

Chairman PATMAN. We are very glad to have you, sir. And you
may proceed in your own way.

STATEMENT OF DR. JOHN GREBE, DIRECTOR, RESEARCH AND
NUCLEAR DEVELOPMENT, DOW CHEMICAL CO., MIDLAND, MICH.
Mr. GREBE. Thank you very much, Mr. Chairman.
This subject of automation is one dear to my heart, for back in the

1920's a group of my associates and I devised some of the first auto-
mation instruments to be applied to the chemical industry.

I well remember the struggles we went through to design the instru-
ments and to test them and eventually to find the manufacturers who
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would and could build them for us. We are still working hard on
new and vital instrumentation research.

May I digress for one moment to say your work so far, the Report
of the Joint Committee on the Economic Report to the Congress of
the United States of January 5, 1956, is a wonderfully sound state-
ment of the problems to be solved. It emphasizes that education, the
development of our human resources, is the most important single
problem facing us as a nation.

May I explain what automation means to me? We have had auto-
matic machines for many years, particularly in hydraulic turbine
speed control. These machines did a job automatically which in
former times a man would do manually.

Now the difference is that complete automation replaces the operator
of the automatic machine with a device that observes or feels the
variants to be controlled and makes the proper adjustments so that the
automatic machine regularly operates in proper balance.

This eliminates much human error. I do not mean that it creates
unemployment, for, as I later point out, it is quite the reverse, but
it does make it possible to do with machines what human beings
could not do quickly and accurately enough, nor continuously.

The chemical and the petroleum industries are outstanding examples
of the application of instruments and controls to increase productivity
and to maintain product quality.

You will forgive a reference to my own company as an example,
but my company is typical, I believe, of a very diversified chemical
operation. To this degree it can serve as a good cross section or
example of chemical industry methods of manufacture and automatic
control.

Our chief chemical raw materials are water, salt, oil and coal.
Water is brought a distance of 75 miles, from Lake Huron. The
salt, as a brine, is pumped from deep wells. Coal, as the energy
source, is transformed by boilers and condensing turbines into electri-
cal energy and process heat.

Power and chemical people well understand that water is not a
simple substance, but rather H20 complicated by a vast complex of
impurities. Even the term "pure water' has a meaning dependent on
the application.

The elaborate plant installed to treat the process and powerplant
water at Midland cost over $1 million. Mechanically, it is a complex
aggregate of tanks, pipes, valves, and pumps.

operationally, it is almost completely automatic. A central control
room receives signals of measured quantities from all parts of the
system. Ohanges in all the important variables such as impurities,
flow rates, et cetera, are transmitted and recorded automatically.

The control instruments then send back orders to servomechanisms
which open and close valves, adjust weights, pressures, temperatures,
and so on.

Practically no brawn is required in a plant of this sort, only com-
plex mechanism and enough brains to run it. A single operator,
backed up by maintenance crews, keeps the production on the beam.

In the powerplant we find-another complex assemblage of instru-
ments and controls. These measure temperatures and the chemical
constituents of the stack gas, temperature of water fed to boiler,
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pressure and temperature of the steam produced, the precise speed
of the turbine, et cetera.

They control and allocate loads on the various machines, watch
bearings for overheating, check condensers for leaks, and so on.

All this is only a start. Let us look at an average chemical plant.
To a large degree it consists of fluid transportation-liquids and
gases-flowing through a system of piping and tanks. At hundreds
of points, instrumentation must measure and adjust pressure, tem-
perature, flow rate, and composition.

Some of the more complex processes require controls that will re-
place and improve on human judgment. The central brain receives
signals from many instruments and meters. It studies their relative
values and tests them against prescribed criteria built into the
machine.

From these it reaches decisions on what's to be done, sends out
electronically the orders to servomechanisms, which execute these
orders.

Finally, another device, known as feedback, reports the extent to
which the ordered action failed to create the effect desired. The cen-
tral brain then sends out corrective reorders.

This feedback is the mechanical equivalent of what one does in driv-
ing a car around a curve. As one enters the curve, he turns the wheel
an estimated amount. This is never exactly right. His eye notes the
car edging toward the shoulder or toward the center and feeds back,
or relays, this information to the brain which then estimates the re-
quired correction and signals the steering arm to turn the wheel
slightly left or right.

Thus, in industrial apparatus, fluid chemical systems, or aggregates
of pipes, tanks, valves and pumps, the direct sensing and controlling
elements are connected to meters, valves, and pump motor controls on
pumps, to produce the desired changes.

With these examples in mind we can then proceed to look into the
additional operations existing in a chemical plant. We can find in-
strumentation for recording and controlling such basic operations as
crushing, grinding, filtering, precipitating, distilling, evaporating,
crystallizing, et cetera, which result in a more uniform product, a
reduction in product cost, and an increase in product quality.

A large and constantly growing percentage of the money spent on
new plants of many chemical companies go for advanced instrumenta-
tion. This year there will be spent many millions of dollars on instru-
ments of all types, including the highest percentage ever for automatic
control components.

The importance of instruments to today's plant is shown by the fact
that a moderately sized manufacturing plant in the chemical industry
will use from 5 up to 20 percent of its cost for instrumentation.

In addition to our outside purchases of instruments that meet our
normal demand and needs, we spend a substantial part of our research
dollar on the engineering, design, and fabrication of special purpose
instruments.

About one-third of the work at testing and engineering laboratories
is devoted to research on automatic control components.

The chemical industry, as a whole, is more dependent on automatic
control than any other large industry. We won our spurs in our in-
dustry by doing things automatically that could not be done otherwise.
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It might be of interest to enlarge on this point, but time would not
permit.

Keeping track of hundreds of variables and making necessary proc-
ess adjustments in time and with safety, is a job which can be handled
only by automatic control. In the long run, automatic control, like
every other technological improvement, will stimulate employment.

The whole field of nucleonics is a special case of an industry entirely
dependent upon instrumentation. Except for the discovery at the
University of Michigan that the water spider somehow senses and
knows enough to dodge gamma radiations, we know of no living
organism that is directly sensitive to nuclear radiations, unless the
rays are intense enough to produce "sensible heat," or obvious physical
damage.

Indirect sensing through instruments, however. has made possible
an extension into qualitative and quantitative analysis that was un-
dreamed of before the invention of the Geiger counter.

It, and its many counterparts and improvements, is capable of tell-
ing us things about a few atoms out of the 1024 -that is millions of
millions of millions of millions, beyond comprehension-(10 with 23
ciphers behind it) number of atoms in an ounce of water.

The growth of this industry will continue to follow the lead of
automation, particularly the segment consisting of instrumentation,
because it is difficult to depend on human beings to do the right thing
when they cannot directly see, hear, feel, taste or smell any of the things
that are going on behind the necessary shielding.

So when you go to see a nuclear development anywhere, you can
recognize without instrumentation it could not be. It is just that
positive.

For a concrete example in productivity, let's look at the experience
of one chemical company.

In the past 10 years, its total employment has doubled, but the
physical output has increased more than fourfold.

Year Employment Output as Output at
reported 1946 values

1946 --- ----------------------------------------------------- 13,500 men $101,000,000 $101,000,000
1956 - ------------------ ------------------------------ 28,072 men 065,000,000 420, 000, 00

Even figuring in 1946 values the output has more than increased
4 times in 10 years with roughly double the number of men.

These same 10 years have seen increasing use of instrumentation.
During this period, automatic control equipment was used on a large
percentage of its manufacturing processes.

This resulted in a reduction in the amount of direct operating
labor. This was not all net gain in efficiency, however.

It required skilled workers to make and install the control instru-
ments and other highly skilled maintenance men. Many of the
former operators have been upgraded to these maintenance jobs.

In the chemical industry, the instrument groups search the world
for the best instruments they can find, and they are encouraged to
use vision in planning for the future. They are also encouraged to
develop new special instruments not on the market. The total of
men employed in this field is large indeed, running surely into the
thousands.
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There is one additional subject that is most difficult to present.
It is bound to be misunderstood and raise hard feelings.

We have been speaking about productivity in our industrial output.
We have been thankful that our engineers and scientists have made
it possible for our nation to increase its material conversion by a
factor of two, every 25 years, but on the effort of converting human
resources we have had no similar increase in efficiency. Some even
say a decline.

This is well presented by one of our colleagues in instrumentation,
Dr. Arnold 0. Beckman, in U. S. News and World Report, Novem-
ber 30, 1956. I think it was referred to this morning.

There are, however, many examples of the very best in educational
methods and facilities that have reduced the man-hours required to
accomplish definite objectives in educating, training, and broadening
individuals.

The newest methods and facilities have in common the objective of
making higher paid teachers free to be a friend and inspiration to the
students, leaving all formal presentations to what the best lecturers
can do with films; and the giving of tests, grading, and bookkeeping
to nmachines and student assistants and other nonprofessional people.

The full utilization of such technology would greatly increase the
flexibility of our educational systems, making it possible to keep all
students challenged sufficiently to maintain keen interest without
overtaxing and discouraging them.

Much of the new and better is being introduced by private and
corporate sponsorships. Examples of this type can be found all the
way from Ding Dong School, Mr. Wizard, Our Mr. Sun, and other
TV programs, as well as interesting church, and Boy and Girl Scout
activities, little leagues, on-the-job-training, contest, camps, civic
activities, on through the methods of graduate schools.

Graduate schools give an excellent example of what is needed.
Movies, educational toys, models, and hobby shops accomplish

wonders. Museums, like the Rosenwald Museum of Science and
Industry at Chicago, are most important. The really great develop-
ments in these fields, however, are still to be made.

We have not started yet.
The best example of what has been, and should be done, is given

by our Armed Forces. The military services improved on old prac-
tices in selecting men by a factor of two during World War I; again,
they doubled the efficiency of utilization of the men in World War II.

Now we need another doubling to make the 2 years of service the
most worthwhile, the most broadening and educational, in the lives
of our youths. It is being done by the military in spots.

The S. P. P. program, which uses specialized professional personnel
in the armed service at the level and on the jobs that fit the training
the men have had, is of tremendous value. They apply the experience
they have had, and extend their training by research and development,
in badly needed fields of activity.

For example, some of the most highly specialized work in the serv-
ices is being carried out by draftees in the United States Army Chem-
ical Corps, at its various installations. Seminars are held by the men
to broaden their interests and education. Their physical training and
buildup is also much appreciated.
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An inventory of the capabilities of a person before and after mili-
tary service could, and should, show a rounding out of personality
and experience that cannot be attained in any other organization.

Measuring this effort and accomplishment alone would lead to new
demands being supplied and balanced out in new ways to meet the
needs of the complete man.

It is an automatic control technology using instruments that may
not yet have become a part of the recognized field of instrumentation
and automation.

I have talked to many men who were proud of the way the services
used them, and thankful for the training. This can and must become
the rule for all service men and women, if we are to keep up with the
pace set in many specific instances by the rest of the world.

On the other hand, there may be many sergeants, who would say
with the Scotsman, philosophizing: "If it gives you pleasure, it's a
sin."

Next, we need better motivation for human advancement that will
reach more people. The living standard of the average American is
on a par with that of the upper fraction in most other countries.

Hence there is less incentive for the average individual to try to
improve himself. The young Russian shift workers Vwho work at
night and study college texts in the library during the day have two
incentives that -we do not have. They must make more of themselves,
in order to rise above, in freedom and self-expression, the lot of a serf,
and second, to gain the differential in pay and privileges accorded for
increased responsibilities.

We have all but lost differential pay incentive in our country, and
are thankful that the hunger for freedom is so strange to us that
it is hard for us to understand.

And so three-fourths of our young people quit school too early, to
reap the benefits produced by the other fourth, who develop themselves
further.

Finding and thoroughly establishing a good method of human moti-
vation, and better methods of eduication, can be the key to the suc-
cess of attaining our needs in the development of our human resources.

One possibility is to develop a movie presentation of the growth
of man, showing how from early youth an individual gradually fills
out great fields of knowledge and capabilities in reflexes, thought, and
feeling in all the lines of human abilities.

One first develops physically, extending coordination, muscular
strength and endurance, in this wide plane of possible applications.
It is the first tier of a great pyramid that one builds of himself.

Next, there is communication in many ways, including speech,
vocabulary, languages, and the like. Finally, one broadens into many
other fields, such as music, mathematics, art science, religion, and the
many specialized fields of human activity and employment.

At best, a person is "well-rounded," much like a Christmas tree that
glrew uniformly and completely.

However, no one can possibly extend his background, training, and
abilities in any one plane without sacrificing somewhere else. When
the going gets tough in one direction on one plane, there are all the
other tiers to work on.

Of the total range of human capabilities, one could not hope to
attain more than a few percent. Having a clear picture at any age,



84 INSTRUMENTATION AND AUTOMATION

of what one has attained and some inkling also of what one might
attain currently, would help all of us appreciate one another more-
and also, to understand our own limitations.

Growing tall and rounding out and bearing much fruit on specific
branches could become a greater motivation for self-improvement
than any other inducement that we have left.

A beautiful illustration of the national need for this was presented
by Dr. de Bordenave, at the celebration of the 250th birthday anni-
versary of Benjamin Franklin.

I am sure Walt Disney and Cecil B. De Mille would not shy from
this job, even if it had to be done in 10 stages to be understood by all
the different levels of maturity.

Here is a copy, if you should care to refer to it further.
(The document is as follows:)

[Reprinted from, Journal of the Franklin Institute, January 1956]

OUR POLITICAL CRISIS-AND FAITH

(By the Reverend Ernest A. de Bordenave,' Christ Church)

FOREWORD

"Benjamin Franklin was a religious man who practiced his religion through
tolerance, unselfish service, and love of his fellowman. Since he attended Christ
Church and is buried in its grounds, we hope that you, the present rector of
Christ Church, will prepare a paper on religion for our Franklin issue. The title,
'Faith-the Crystallization of Our Hopes' is listed on the attached plan, but this
is only a suggested title and you are free to change it at will. We visualize this
paper not so much a record of Franklin's religious beliefs as a history of the
changing practices of religion during the past 250 years."

This is one paragraph of the letter from the editor of the Journal of The
Franklin Institute, Dr. Henry B. Allen, inviting me to write this article and indi-
cating its nature.

According to the invitation, and I hope, in the spirit of Benjamin Franklin, the
title has been changed and the content of the paper attempts to deal with the
deepest problem facing man today-himself and his political behavior.

Direct quotations, footnotes, appendixes, and bibliography have been purposely
omitted in the hope that this paper may be read by others than scholars, who do
not need such.

Although my indebtedness to the works of others is much greater than can be
listed, it is hereby humbly and gratefully acknowledged. There is a special
indebtedness to a series of lectures entitled "Christianty and the Crisis of
Secularism," given by the Reverend A. T. Mollegen, S. T. M., D. D., in the Wash-
ington Cathedral Library in 1950 and 1951.

It is a privileges and honor to have this participation in the 250th anniversary
of Franklin's birth, especially so since I am no longer the rector of Christ Church
in Philadelphia. For this privilege and honor I thank Dr. Allen and the Franklin
Institute.

E. A. DE BORDENAVE.
MIDDLEBIJRG, VA., Maay 1955.

The political crisis of our time is the split between the so-called free nations
and those nations that are dominated by Soviet Russia. This crisis is so acute
that at best it will keep us living under the threat of war for years ot come. At
worst it will plunge us into an armed conflict that will threaten the survival of
man's civilization, if not the existence of man himself in many parts of the world.
Our thinking and writing cannot but be aimed at a resolution of this conflict,
assuming a resolution is possible. If history proves a resolution not to have been
possible, then our thinking and writing should have helped to prepare us to stand
fast when the deluge comes. This paper, therefore, has as its purpose to help
us understand the crisis of our time and to help us meet it, no matter how it
confronts us.

I Rector of Christ Church, Philadelphia, Pa., 1950-55.
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A first thing to note about our political crisis is that the split is not between
East and West. It is a split within western civilization itself. Secondly, it is
not a crisis that was created in our time, rather it roots deeply in the development
of western civilization. Its origins can be traced back 250 years to Benjamin
Franklin's time-and back further still. In fact, the political crisis with which
Franklin wrestled was only one phase in the development of the crisis with which
we wrestle. Our crisis began with what is commonly called the modern period
of the West. It cannot be understood with any profoundity except as it is under-
stood in its context of the developing modern period of western civilization.

Therefore, our first task is to try to trace out the rise of our political crisis.
Only after we have done that can we talk with relevance about faith and about
the relevance of faith to the political crisis of our day.

The simplest way to trace this development is in terms of he major ideas that
have marked the turning points. If anyone objects that ideas are too abstract
a route to pursue, he needs only to be reminded of how seriously the ideas of
one man, Karl Marx, have affected the life of all of us, and Marx has been dead
only 73 years. Ideas furnish us as good an understanding of what has hap-
pened as can be had from any other source.

I

We must begin with the Middle Ages.
For a long time man's thinking about himself and his world had been domi-

nated by concepts that had come into the Christian Church from Greek philos-
ophy. These emphasized a great and unbridgeable contrast between good and
evil and between the spiritual and the material. That which is good was
identified with that which is spiritual. That which is evil was identified with
that which is material or physical.

Since man is both spiritual and physical, hence both good and evil, he was
confronted by a serious problem: how to be free from evil? This problem could
be solved only by his getting away from the physical, even from the physical
which was a part of himself. This would happen to him finally at death but
in the meantime he was told that he could get partly away from the physical
and its concomitant evil by losing himself in contemplation, meditation, prayer,
and other mystical practices.

Man's attitude toward the physical, material, universe was determined by this
dualistic understanding of the universe. He felt that anything physical or
material was his foe. It was something alien to his true being, which was good.
Man felt that physical nature was his enemy, something to be escaped from or
to be delivered from. His only interest in the material world was to get away
from it. This attitude toward the material and physical world is always
characteristic of all people whose culture is informed by a mystical religion.

In the West, however, a change had begun to take place by the beginning of
the 13th century. St. Francis of Assisi (1182-1226) affords us a good example
of this change. The material world had ceased to be man's foe. For St. Francis
all of nature was his friend; it was not to be shunned but to be courted and loved.
The birds and bees, the flowers and trees, the sun and the moon-all of these
were objects of St. Francis' affection.

This was a new attitude toward nature. It was the result of the Hebraic-
Christian idea of creation overcoming the Greek idea of an irreconcilable dual-
ism. A few men began to assert that God had created all things, therefore they
must be good-these include material things, which are essentially good and not
evil. Nature is to be taken unto man, because it is God's nature. It is not alien
to man. It is a part of God's creation and man is a part of nature and all of
it is God's.

This victory of the Biblical idea of nature over the Greek idea was of the
utmost importance to the development of western civilization. No longer was
it necessary for man to flee from nature; now he could turn his face toward
nature. He could ask questions about it. Indeed, he should ask questions about
it, because it was God's nature.

It should be noted that this was not the position of those who governed the
church at Rome. This attitude arose primarily among the Franciscans, but
St. Francis had trouble with the authorities at Rome. It made no difference,
however, because these new ideas were abroad in the church and they could
not be stopped.

C Here was an important turning point in the development of western civiliza-
tion: when the Biblical idea of creation emerged victorious over the Greek idea.
It was this victory of the Biblical attitude toward nature which made possible



86 INSTRUMENTATION AND AUTOMATION

the whole development of empirical science. It is no accident that science as
we know it did not develop in any other culture. It could develop only in the
West where the influence of the Hebraic-Christian attitude toward the material
universe became the dominant one. This was the first turning point of western
civilization into its modern period.

II

Nicholas Copernicus (1473-1543) was a canon of the Cathedral in Frauenburg,
in East Prussia. He also practiced medicine and speculated about astronomy.
He reduced his theories to writing in a treatise entitled "De revolutionibus
orbium coelestium" and stated therein his conviction that the sun is the center
of a great system of heavenly bodies, and the earth is only one of several planets
that revolve around the sun.

This treatise was probably finished by the year 1530. But the church officially
frowned on any idea that intimated that the earth is not the center of the
universe, hence Copernicus would not publish his treatise. It was not finally
published until 1543 when he lay on his deathbed. Nevertheless, this new idea
of Copernicus became the foundation upon which modern astronomy has been
built.

Galileo (1564-1642) attempted to demonstrate the truth of the theories of
Copernicus and had some success. It was Galileo's persistent investigations of
the laws of nature that laid the foundation for modern experimental science.
Like Copernicus, Galileo was called on the carpet by the authorities of the church
at Rome. He assured those authorities that there was no intention on his part
to undermine or contradict the teachings of the church. He was confident in
his own mind that truth discovered by experimental science was God's truth,
which man could accept with confidence. It was truth about God's creation.
So, in spite of the church's pressure upon him to desist from his researches,
Galileo continued his experimental investigations until his death.

One of the most significant results of Galileo's work was his distinguishing
between those properties of matter which can be reduced to mathematical
formulas and those properties which are known through the senses. He argued
that the properties such as weight, volume, size, and speed of physical nature
could be reduced to mathematical formulas and thus be known by man in a
precise way. These facts could be discovered by patient, scientific inquiry and
be known exactly. On the other hand, the taste, smell, color sound or feel of
physical objects, which are perceived through man's senses, cannot be reduced
to mathematical formulas and this means that knowledge of these properties
of physical nature cannot be exact knowledge. The sun, for instance, appears
to man's sense to move across the sky each day but this could be demonstrated
not to be the case.

Galileo thus created a distrust of knowledge that is known through the senses
and which cannot be reduced to mathematical formulas. He also established a
new kind of cleavage between the knowing subject and the known object; and he
opened the way for the doubt that the knowing subject can really know the
object. Thus, he opened the way for doubts and questionings about all
knowledge.

Needless to say, the procedure of gaining knowledge by applying doubts and
questionings was not acceptable to the Church but it could not be stopped. The
procedure of doubting and questioning was adopted as the new path to new dis-
coveries, and it was indeed a fruitful path. The more serious the doubt and
the more rigorous the questioning, the more sound the answers, it was thought.

Ren6 Descartes (1596-1650) was a brilliant man who breathed this atmos-
phere. Although he was a mathematician he was also a philosopher who applied
the principle of doubt and questioning to everything. He rigorously doubted
that anything existed. He wrestled with the implications of this complete doubt
and concluded that he had to grant that the doubt itself existed, and if the doubt
existed, then the existence of the one who doubted had to be admitted. Thus
he came to his famous statement, "cogito ergo sum"-I think therefore I am.

That which is primary to all existence therefore became the human mind, the
rational faculty, man's power of reason. Human reason is basic and is the bar
before which all other existences must be tried. Nothing could be accepted as
having existence unless and until it so confronted human reason that it had to
be accepted by that reason. God so confronts human reason, said Descartes,
hence God has existence. God is to be trusted, He will not fool people. The
outside world, the physical universe which appears to exist, therefore can be c
accepted as actually existing. So, Descartes gives us the knowing mind, God,
and the physical universe, as having existence.
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Here we come to the second great turning point as western civilization moved
into its modern period and form. It occurred whtn Descartes made human
mind, human reason, the basis of everything that exists. The human mind takes
precedence over God. In fact, it decides whether or not God exists. Human
reason becomes the final arbiter, the primary existence.

Although Descartes, like Galileo, had no intentions of upsetting the faith of
historic Christianity, he did in fact turn it upside down and it has not yet
wholly succeeded in righting itself. The God of the Hebrew-Christian faith
is the ground of all being. He is the Creator and judge, the beginning and the
end, of all existence. His existence makes possible man's existence and the
existence of man's reason itself, which is part of man's being. Man is related
to God whether he likes it or not and whether he knows it or not. God is
Being itself.

Descartes changed all this. Man's mind became the basis of all existence.
Man put his final trust in human reason and its judgment. Man's reason is
trusted to determine even God's existence. Here, man's reason becomes God,
in the sense that man places his final trust in it. Man's faith has a new object.
It is no longer the God of the Hebrew-Christian tradition, the God who is Being
itself. Man's faith is in a new God, human reason. Reason is trusted in all
things and trusted ultimately.

This new kind of ultimate faith in human reason began with Descartes. Al-
though it is thus not more than 300 years old, its influence in the succeeding
centuries of western civilization cannot be overstated. Had one been able
to have foreseen in Descartes' day how great this influence would have been,
such a one could have foretold the present political split in the West, which
is the crisis of our time. That split roots in Western man putting ultimate
faith in human reason. One side of the split puts its ultimate faith in collectve
human reason. The other side has put its ultimate faith in individual human
reason. In both sides, however, it is ultimate faith in something less than
God, therefore both sides are putting ultimate faith in a false god. And false
gods always betray those who worship them.

III

Descartes was a century ahead of Benjamin Franklin, whose life was con-
temporaneous with the early settlements in the American colonies. The citizens
of those colonies had few books and little time for reading. They had the task
of conquering the trials and hardships of a wild frontier. They were laying
foundations upon which a new society would be constructed. Not many Ameri-
eans of the 17th century ever heard of Descartes, but his influence was working
itself out in Europe. It is, for instance, in the materialism of Thomas Hobbes
(1588-1679) and in the reaction to him of the Cambridge Platonists. It was
affecting the intellectuals of Europe even though it had little influence in America
before the 18th century.

John Locke (1632-1704) was the person of the 17th century who probably has
more influence on the century of Franklin than any other one person. Locke
was the apostle of "common sense." He seems to have taken the position that
any problem which could not be solved by common sense was not worth worrying
about.

By the use of common sense Locke proved the existence of God. He observed
that everything that happens in nature is caused by something that preceded
it and caused it. The chain of effects and their causes cannot be endless as on(
traces them back. There had to be a "First Cause," and this was God.

So God became the "First Cause" who set in motion the endless chains of causes
and effects, and who has nothing more to do with the processes of nature. Lock(
recognized that this God had disclosed Himself by revelation but this was onl3
for the illiterate masses of men. Those whose common sense was mature, like
Locke's, did not need revelation. In fact, they had to use their reason to decide
whether revelation was true or not. The subject to be studied was nature
and this would reveal to man's reason the processes begun by nature's God.

Thus John Locke is the turning point into the 18th century when nature was
relied on so heavily. Locke died just 2 years before Franklin was born.

David Hume (1711-76) took seriously the empiricism of Descartes and Locke.
They had insisted that the only true knowledge of external reality was gained
through empirical science and was expressible in mathematical formulae
Hume analyzed the knowledge thus gained and raised the doubt that there was
any necessary correlation between the "knowledge" thus accepted by human
reason and- the external objects that are thus known. Hume says Descartes only
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proved that there is an idea of a self that experiences unknown and probably
unknowable reality. Thus Hume shatters Descartes' assurance of the existence
of the self, and any assurance of the existence of God and the physical world.

Immanuel Kant (1724-1804) was shocked by Hume's work, though he had
to admit the validity of his arguments. He recognized the impossibility of
arriving at knowledge through pure reason which was consciously or uncon-
sciously presupposing the existence of a God who is knowable by man's reason.
Kant said that this is not the way man knows God. Instead of knowing God
by reason, Kant says that man knows God by the sense of obligation to do the
right which is implanted in every man. The right is whatever a man would agree
is right for every other man to do in the same situation. Man can know what
is the right and therefore it can be asserted that since man can know the right,
he also can do the right. And there is implanted in every man the sense that he
ought to do the right. It is this sense of "ought" where God is known. God is
the author of man's sense of "ought to do the right." God is the author of man's
rule of behavior and the Rewarder of the men who obey His rules.

Thus with Kant, not only does God degenerate into a giver-of-rules of conduct
but Christianity itself ceases to be an intellectual matter. It is now a moral
matter, a matter of enunciating rules of behavior and living by them, in the
assurance that God rewards those who do this.

Locke and Kant together give us the religious atmosphere that dominated
the 18th century. The God who was the "FirskCause," who began the processes of
nature, cannot be known by man, nor does man need to know Him. Man studies
nature, which is the resulting cause and effect sequences flowing from the First
Cause. But this remote God is not absolutely indifferent to man. He makes
man have a sense of ought-to-do-the-right and has somehow ordered causes and
effects so that men who do the right are rewarded. It remained for man to work
out his codes of conduct and live according to them. Deeds were more important
than creeds.

This was the 18th century "faith" for intellectuals-and Benjamin Franklin
was foremost among intellectuals!

IV

The emphasis on nature of the 18th century was spurred on by man's steadily
increasing control over it. As man learned more and more of nature's secrets
It seemed to open up ever new promises for man's future. Man had a profound
trust in nature and in human reason's capacity to know nature and to aline
itself with nature's meaning and the harmonies inherent within it. "Nature"
for the 18th century intellectual meant the objective universe. It was a universe
that had within itself a meaning, and this meaning included a knowledge of
God and of morality. Human reason applied to nature could discover, codify,
and obey rules of behavior sufficiently to guide men into political, economic,
and social organizations which in turn reflect the harmony in nature itself.

In spite of this kind of thinking, however, there were deep political splits during
the 18th century. Those splits were not only between the great and powerful
nations of the world; there were also splits within those nations. There were
splits between those nations and their colonies and also between the colonies
themselves. In short, the "harmony" so faithfully trusted had not manifested
itself in political relationships.

Jean Jaques Rousseau (1712-78) was a French philosopher who was pro-
foundly disturbed by the political problems of his day. He was not just a
philosopher but was also a political analyst and theorist. He shared the current
faith in human reason and nature and felt that the harmony of nature included
man himself. He felt that there was within man a natural friendliness that
would have made for good and peaceful societies had it been able to express itself.
Rousseau felt, however, that man's structures of civilization and his organizations
of society had disrupted the natural harmony; that this disruption had been so
complete and in effect so long that the only hope was to break, to overthrow, the
social and political structures of society and to discard them. When nature was
thus freed from these corrupting influences its harmonies would have a chance
to express themselves. The result would be a political and economic harmony
that would overcome conflict and would produce liberty and justice.

Rousseau was profoundly aware of the contradiction between the demands
of individual liberty and those of order and justice. He was confident, however,
that the social and political structures that distort and corrupt the harmony
of nature also distort and corrupt the harmony that is within man; that if those
structures are overthrown and discarded then the natural harmony within man
also would express itself; that this was primarily a natural friendliness, and
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this friendliness would overcome the contradictions between personal freedom
and social justice.

Thus, liberty (personal freedom), equality (social justice) and fraternity
(man's innate spirit of friendliness) became the slogan and the hope of the
French Revolution.

Adam Smith (1723-90) shared Rousseau's faith in the harmony of nature
and applied this faith to the economic realm. He insisted that every individual
should strive for his own self-interest, that each striving would- thus act as
a check on other men's strivings, and the end result would be harmony in the
economic sphere. It needed only that restrictions be removed from individual
man's self-seeking to have the perfect economic order manifest itself. Smith
felt that the law of supply and demand was a part of the economic harmony of
nature and that it worked to restrain and level off the worst effects of individual
self-centered actions. Hle knew nothing of economic situations where monopoly
has gained control of supply, nor does he indicate any concern with the fact that
demand has to be coupled with purchasing powver in order to become effective as
an economic factor. But these should not be labored too strongly against Smith.
He was concerned primarily to prevent the aristocratic government from using
its political power to prevent the rise of the new middle class that was appearing
in the western world. His faith was in individual reason, motivated by self-
interest, moving in step with the harmony in nature to produce the economic
utopia. It would be a society dominated by the then rising middle class of
merchants and bankers and other radicals of that day.

V

At this point it may be helpful to try to illuminate the nature of the contra-
diction between the demands of freedom and of order. The contradiction can
be expressed in many ways: liberty versus equality, or individualism versus
justice, but it is the same problem no matter how it is expressed. It is the
basic problem with which every society must wrestle.

On the one hand, people are so created that they must possess a certain measure
of freedom, liberty, self-determination, individualism, if they are to be persons
and not automatons or lower animals. This quality is a prerequisite of human
beings. No matter how regimented or how totalitarian a society may be, it
has to grant a sufficient measure of this necessary quality at least to an extent
that will keep the people from rebelling.

On the other hand, no society can survive unless it establishes and maintains
a sufficient measure of order to enable individual persons to live together in
relative peace. There have to be rules and regulations and these have to be
enforced. The enforcement, however, must be administered fairly to the indi-
viduals, and the ultimate measure of fairness is that each be treated equally.
This will produce justice for all the members of a society. A society has to

achieve at least a sufficient measure of justice to keep the people from rebelling.
The contradiction arises from the fact that as soon as one single rule has been

promulgated and enforced in the interest of order, justice and equality then the
rights of freedom, individualism and self-determination have been encroached
upon. And every exercise of human freedom and liberty that encroaches upon
the rights and liberties and freedom of one single other person is an encroach-
ment upon the demands of order, justice and equality. This contradiction is
inevitably a part of every society, whether it be the simple unit of a family
or whether it be the larger unit of nation or world.

Every society must struggle to overcome this contradiction or at least to
ameliorate its worst results. Every political organization of a society promises
to do these things. Every society promises to give the greatest measure of
personal freedom and the best and most just order. Rousseau and Adam Smith
were certain that if individual man applied his reason to the problem, the
harmony of nature would be discovered and each reasonable man would bring
himself into line with that harmony, thus resolving the contradiction. Rousseau
thought that man's inherent friendliness would bridge the gap between Liberty
and Equality. Smith thought that man's sympathy-that is, man's ability to put
himself in place of the other fellow-would bridge the contradiction. Both of
these now appear to have been somewhat naive.

The American Declaration of Independence, framed by a committee that in-
cluded Benjamin Franklin, recognized the contradiction. It affirms the fact that
men are created equal. It affirms the fact that government is necessary to insure
that individual men have the right to life and liberty and to pursuit of happiness.
The Declaration, however, does not have any factor comparable to Rousseau's
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"fraternity" or Smith's "sympathy," which factor might be expected to bridge the
gap between the demands that the Declaration so clearly recognized. We can
assume from other writings of Thomas Jefferson that he felt that "educated"
individual human reason could be trusted to perform this function, although the
Declaration itself does not indicate this.

We can be grateful that men with profounder understanding of human frailty
and pridefulness wrote the Constitution of the United States. Franklin was also
a member of the Constitutional Convention and it is fair to assume that he had
grown in wisdom since the Declaration was written. Madison had become the
stronger influence from Virginia and John Adams from the regions of New
England, which regions were deeply imbued with the Reformation understanding
of human nature. Thus the Constitution not only recognizes human egoism and
pridfulnes but it provides safeguards against the inordinate expression of these
by any one branch of government. It does not eliminate the contradiction in
society, but it does make possible some reconciliation of the legitimate but
opposing demands of freedom and order.

VI

Every society promises freedom, liberty and personal self-determination on the
one hand, and order, justice and equality on the other. This was true in both
America and Europe of the 19th century. Man's advances in speculative science
had been accompanied by the application of that knowledge to the controlling
of nature and bringing it more and more into the service of man. The good
society was being produced and being produced by individual man using individual
reason. Liberty and justice were assured. The Industrial Revolution was mov-
ing swifty ahead to the benefit of large segments of society. But there was
another side.

Karl Mark (1818-83) examined the results of the society that was being
produced in Europe and pronounced that the procedure was not producing justice
and equality, that individual men were exploiting their fellow-men to their
own benefit without the exploited having a chance of enjoying the fruits produced
by their labor.

Without going into the details of Marx' thoughts, it can be noted that he was
a Jew and as such was familiar with the writings of the Old Testament. Also,
he knew Hegel's dialectical theory that spirit expresses itself in history, that
this produces its opposite and this in turn produces a synthesis of the two.
Marx also knew Rousseau and his theory that it is the structures of civilization
which have corrupted history and which should be overthrown so that the nat-
ural harmony could assert itself.

Marx tookl something from each of these sources but changed them. He said
that there is the dialectic of history which Hegel had recognized but that it was
not spirit actualizing itself. Rather the dialectic was within the materialistic,
physical stuff of which the universe is composed. The revolution which Rousseau
called for had to be actualized by the victims of the prevailing injustice, which
was the working class. The rulers of the capitalistic society would surely be
overthrown because of the dialectic of history but it would be the privilege of
the working class, the proletariat, to be the instrument through which this
would be accomplished. This would be because this was the class that suffered
from the injustice of the capitalist structure of society. When capitalism is
overthrown and its form cast off it will be succeeded by a dictatorship by the
proletariat; this will rule in the new form of society where competition is
eliminated; with competition gone, wars will cease because men will no longer
have that acquisitiveness which is bred into them by the competitive capitalist
form of society.

Working man is the vastly more numerous class of men; it is mass man. Under
the dictatorship of the proletariat, mass man will apply collective reason to
the solution of man's problems-will use the techniques and implements which
science makes available and will bring in still another order of society; this will
be a society in which there will be no classes-there will be justice and equality
for all. Since there will be no acquisitive instinct among men, and hence no
inclination to exploit one's fellows, then the power of the state can "wither
away"-it will voluntarily evacuate.

It is true than man yields up his individual freedom, but only for a time and
only to achieve an order of justice and equality and peace. When this has been
attained, when the classless society has been brought into being, then the rights
of individuals to personal freedom and liberty can be granted. This can be
done because the individual will have become a new kind of being who can be
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trusted not to use his freedom and liberty to exploit his fellow man or to upset
the equality and justice that will then prevail.

Two things should be noted in particular about this Marxian picture. First,
it promises a society of justice, equality, and peace, with finally the gift of per-
sonal freedom. Second, this society is to be achieved by applying collective
human reason to the solution of man's problems, and the solution is guaranteed
by the dialectic of history.

There is no final difference in the promise made by communism and the promise
given by the free nations. There is no final difference in the means by which the
two sides of this political split say they will use to achieve this promise. Both
plan to do so by applying human reason to the problems of man and history.
The only difference is that communism plans to apply collective human reason and
the free nations plan to apply individual human reason.

The ultimate faith of both of these is in human reason. Both have their faith
in something that is not ultimate: human reason. Not being ultimate, it is an
idol, a false god. It is faith in the same false god on both sides of this political
split.

Thus both sides of the political split of our time promise the same things, to be
achieved by different kinds of use of human reason. For the most part there
seems to be no inclination on the part of the majority of Russians to adopt the
individual use of reason that the majority of Americans assume to be the best
method of achieving the best society. On the other hand, there is no real evidence
that the majority of the people of the United States are apt to adopt the Com-
munist method of using collective reason to achieve this end. The political split
is not acute insofar as the vast populations of the United States of America and
of the United Soviet States of Russia are concerned. Each of them goes their
own way without ever meeting. Each assumes that the other is evil and wrong.
At least, each seems constantly to be told by press, radio, and other means of
communication that the other is wrong. The people seem to accept this as truth,
even though the average individual in the masses of either country would perhaps
be fairly inarticulate as to reasons for his conclusions.

So if the political problem of our time were only the split between the United
States and Russia other people of the world could relax and let these two giants
writhe in the disappointment of a stalemate. They could argue at long dis-
tance-the one insisting that the way to the "good" society is through collective
reason, first binding individual reason until a society of justice and equality is
achieved and then giving back to the individual person his right to be a person;
the other insisting that the way to the "good"' society is by maintaining and
protecting the greatest measure of personal liberty, even if it temporarily pre-
cludes justice and equality, in the faith that individual human reason will
eventually overcome the opposition in man and achieve these social goals.

The political split of our time, therefore, is not between a nation that has faith
and one that does not have faith. They both have faith and the only difference
is between faith-in-individual-human-reason and faith-in-collective-human-rea-
son. The object of both faiths is the same-human reason-and it is a false god
that could come into being only after Descartes.

VII

The seriousness of the split between these two sides of a false and materialistic
ultimate faith in human reason is not, then, in the conflict between the peoples
and the geographical units of the United States and the U. S. S. R. These
giants, however, live in a finite and limited world that also includes many other
peoples and geographical units. The seriousness of the split of our time arises
out of the meeting of the promises and influences of the United States and the
U. S. S. R. in other countries. They meet in weaker countries, in countries that
are underdeveloped, in countries that have been subjected to political domination
and economic exploitation by other nations, in countries that have suffered from
the ravages of war, no matter whether they were on the side of the victors or the
vanquished. The conflict between the two types of struggle for the "good"
society, as symbolized by the secular faith of the United States and the U. S. S. R.,
has taken place and is taking place in these kinds of countries and it is a struggle
unto death. Neither will admit defeat finally.

Yet, those of us who cherish the vritues and values of the so-called free nations
would be less than candid with ourselves if we did not admit that in this struggle
in these countries the U. S. S. R. has been winning since the end of World War II.
During this time the people whose lives have come under the dominance of the
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faith-in-collective-reason are innumerable. The nations that have been organized
and are now controlled by the adherents of this faith are many. The fact is that
the faith that is dominant in the U. S. S. R. has been proving more powerful than
the faith that is dominant in the United States.

This is the fact that should prove more disturbing to the people of the United
States and of the free world than any other single fact. It should be more dis-
turbing because communism has not been victorious due to its possessing more or
better guns or ships or planes. The free nations have had more of these. The
reason for the communists' successes must be sought in other than its material-
istic resources. It must be sought in the realm of the spirit.

The question then becomes: Why is the Communist faith more powerful than
the faith of the free nations? The two faiths have the same object-or god-
namely: human reason. So it cannot be the god they worship. Its superiority
must lie in the difference in their ways of using reason. The one believes in
collective reason, the other in individualistic reason. What does this mean?

It means that the Communists say to people: "look at the injustice, the
inequalities, the divisions that separate people-a separation that is so deep
that it finally ends in war. Give up your individual liberty, your personal
self-determination, and cast your lot with us in a great effort to eliminate
the injustices, the inequalities, the evil and enmity from among men. Col-
lectively we can do this. Give your life to the group for the betterment of man-
kind and his lot on earth. We are bound to win this effort because the thrust
inherent in the material world is such that it guarantees that this end will
be accomplished. You yourself can become a part of this movement of history
toward its inevitable and glorious end. Even though you lose your life in the
effort, your life will have had significance and meaning. That which you give
your life for will be carried on to its successful conclusion by the group of which
you are a member. It will collectively apply reason in the best scientific ways to
the attainment of the perfect society in which there is no enmity, no classes, no
strife. Your life has ultimate significance in the cause of communism and it
has comradship now with kindred people who also are self-committed to this
high and noble cause."

On the other hand, the secular faith-in-individual-reason of the free nations
says to people, "the utimate meaning of your life is to be found in the preservation
and use of your personal freedom and self-determination. Your right to exercise
these is threatened today by communism. You must sacrifice in order to preserve
your right to use your individual reason. You may even have to sacrifice your
life itself in this cause."

But that would be the end of meaning for the individual! If the ultimate
meaning of my life is found in my individual reason, my personal liberty and
freedom, than if I give up my life I no longer have these things-my life loses its
meaning. So, instead of fighting communism and risking the losing of my life,
which would be the end of meaning for me, it would be better for me to avoid
that conflict, or at least to give my life to something that will be carried on to
a successful conclusion even if I die.

Although perhaps never expressed in these words, this is the choice that
seems to confront people in lands where faith-in-collective-reason symbolized
by Russia, and faith-in-individual-reason, symbolized by the United States.,
meet and struggle for acceptance. Faced with only these two alternatives, it
should not be surprising that the faith which offers comradship now and
ultimate meaning through the group exhibits a greater power to gain adherents
than does the faith which offers a separated individualism whose meaning ends
with death-whether that death comes in the mud of a Korea or in the wreckage
of a convertible.

Unless and until the free nations have faith in a God that offers more meaning
than this, and faith in a God that produces more sacrifice for the achieving of
the good society for all men, they are doomed to continue being defeated.

VIII

Defeat for the free nations in the realm of faith and its works need not be the
fateful result of the political split of our time because ultimate faith-in-individual-
reason need not be the faith that determines the decisions and actions of the
free nations.

The United States of America is not only the symbol of these nations but it
also is the most powerful of them. And the leaders of the political life of the
United States give signs of sensing the truth that faith-in-individual-reason is
inadequate. There are signs that these political leaders are seeking some other
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and more adequate object for their faith. Many indications of this can be

cited: no political leader makes a speech without including a "nod to God";

the President not only opens his tenure of office with a prayer but he gets

baptized and joins a church; his Sunday golf is delayed until after attendance

at worship; Cabinet meetings are opened with prayer; Members of Congress

of both parties attend Bible breakfasts and discussion groups; the pledge of

allegiance to the flag is altered to read "one nation under God, etc."; the national

motto "In God We Trust" is rediscovered and printed on a postage stamp;

political meetings are opened with prayer; a room is set aside in the Capitol

Building for legislators to use for meditations; and politicians are even found

speaking from pulpits.
These signs in our political life can be multiplied. They have their reflections,

or are themselves reflections of, a phenomenal interest in religion all across the

Nation. People are large seem to sense in some dark and hidden way that the

faith upon which they have been depending is inadequate and they seem to be

groping toward something more profound. Churches and synagogues are being

built at a faster pace than ever before in history, and they are filled with wor-

shippers. Crowds of unprecedented sizes listen to evangelists, who speak in

such improbable places as Madison Square Garden and football stadia. Reli-

gious articles appear regularly in press and periodicals. Religious programs

are popular on radio and television. Religion is the topic of conversation at

cocktail parties and all gatherings of intellectuals. In fact, it has become

"chic" to be conversant with and interest in religion.
It is hard to access the depth of the new faith to which these signs point,

but it may be that this popularity of religion and its assurance that Americans

have "faith" is significant for the political crisis of our time. It is doubtful,

however, that its signficance will be very great unless this new "faith" moves

to a deeper level than is yet indicated in either its political or popular mani-

festations. So far, the teme song of this new development is that Americans

have faith in the future became Americans have faith. Americans are no

longer so crass as to think that other nations of the free world will follow

American leadership just because Americans have greater wealth and power.

Now, however, other free nations can follow America's lead because America

deserves to be followed-it deserves to be followed because it has faith.

What this is saying finally is that America has now put its faith in faith.

The object of faith is no longer reason, neither individual nor collective, nor is

it God-the object of faith is faith.
As naive and immature as this religious state may be, it still may represent

an advance for western man. At least it reflects a vague and uneasy awareness

that there is some power beyond the power of dollars and guns, even atomic ones.

It also reflects a vague and uneasy awareness that human reason is really not

the ultimate God of the universe. The most respected of scientists are saying

that their question "How?" will never enable them to penetrate the mysteries of

the meaning of existence. Philosophers, artists, and writers of prose and poetry

are admitting that even though they can raise questions about the meaning of

existence, the answers to their questions must be religious answers.

All of this means that there has been at least a partial unseating of reason

from the throne that belongs only to ultimate Being. Perhaps ultimate Being has

not yet been enthroned but at least some sweeping out has been done in the

palace!
Ix

And it may yet be that the God whose self-revelation is recorded in the Bible

will move into the vacuum that has been created by faith having no object other

than itself. It may yet be that this God will move in quickly enough and with

sufficient power to enable us to stand the years of pressure that can be predicted

as lying ahead for us if war is averted. It may yet be that this God can give us

fidelity and meaning worthy of sacrificing even life itself if war is not averted.

Even though we cannot know Him completely, He has revealed enough of

Himself to us to enable us to admit that He alone is the God who is the source of

sufficient strength to give us meaning in our crisis and sufficient power to help

us emerge victorious. He has revealed that He is the God who created the uni-

verse and who created man-who gave man his powers of reason. He not only

gave man the power of reason but He gave man a quality of self-transcendence,

a capacity to rise above the determination to which all the rest of physical nature

is subject. He gave man this quality which separates man from all other

animals. It is this quality that enables man to ask questions about himself and
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about the meaning of his existence. It is this quality that enables man to know
that he is going to die.

This is the capacity that raises man above being just animal but it is also the
capacity that makes man protest against the limitedness tbat he knows he is
subjected to-the limitedness that ends with death. In the face of the fact of
death, man tries to arrange for himself some kind of immortality. Since man
lives in a limited world his arrangements for his own immortality are always at
the expense of his fellowman. This is where conflict arises and not from an
acquired sense of acquisitiveness. Man's attempts to make arrangements for his
own immortality arise out of self-love. But this same self-love is possible only
because of the quality that makes man higher than all other animals.

It is this quality that enables man to know God and love-neither of which is
known by reasoning processes only. It is this capacity given to man alone of all
the animals that enables him to find a ground for his being in a relatedness of
love-self-committal to-ultimate Being.

This is the quality in man that finally is free-not determined. It is a freedom
given to man that he might be man, in order that he might enjoy the relatedness
of love to ultimate Being. But man uses this freedom to love himself instead-he
uses it to try to create his own immortality. This creates opposition between
man and man-ending in war and rumors of war. But it also creates opposition
of man to God because man is making himself God. This is the human situation.

God, however, set Himself to overcome man's opposition and divisions. He set
out to do this by means that would not take away from man that freedom by
which he is a man. God's method was self-disclosure to man-making Himself
known in ways which man could apprehend-and accept or reject.

This was the God who revealed to Moses His demand that men be free from
bondage. Moses experienced a demand upon his life that he go back into Egypt
and lead the children of Israel out of slavery. It was not a logical demand.
Moses did not apprehend the demand through his reason only. In fact, he pre-
sented some reasonable arguments why he should not go back to Egypt on this
errand. But the demand persisted. It was not backed up by political, economic,
or sociological arguments, yet Moses recognized it with his whole being. When
he sought the source of the demand he got the answer that it came from the God
whose name was "I am that I am"-from the God who is self-existent, ultimate
Being, whose very nature demanded that men be free. It was in obedience to this
God and His demand that the struggle for human freedom began. It is in
obedience to this God and His demand that the struggle continues.

This is the same God whose self-disclosure to man in the fullness of time took
the form of a man. Had men been placing their faith in reason, either collec-
tive or individual, they could have measured this God-man in every way known
to science and yet not have known him any more than a man can know the love
of his wife by scientific measurements. But the men of that day were not yet
rationalists. Their weakness was only that they were interested in building
for themselves an immortality through obedience to religious laws. The God-
man, Jesus, told them they could not do this for themselves-neither by
obedience to laws nor by any other way-because death mocked their every
self-centered effort. They retaliated by inflicting on Him the worst death they
could devise.

And He willingly bore it-loving them.
He bore the worst that they could do rather than overrule the freedom by

which they were doing it-that same freedom which makes man man. God
bears the worst we can do rather than make us cease to be people. He wants
men, not automatons.

His bearing of the worst that men could do-His bearing it and still loving
men-elicited from some men the acknowledgment that only God could love like
that. This was a freely given response-and it carried with it a self-commit-
ment to Him as the source of meaning for life, the measure of value in human
affairs, and Ultimate Being in human form.

This is faith in God.
It may be that this same God-the God of Abraham, Isaac, and Jacob, the

God who acted for man in Christ's death and resurrection, the God whose
personal influence operates in the lives of men today-it may be that He will
assert Himself as the object of the faith of Americans. It is He that can inspire
us and guide us in the meeting of today's political crisis, give us humility to
admit our share of guilt, give us courage to accept our share of responsibility,
give us steadfastness to do what we must do and wisdom to know what that is,
and give us friends who trust us as friends who are trustworthy.
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A faith in the God who gives these things is essential to enable us to meet
the crisis of our time. The God who would thus become the object of our
faith, to whose ways we would commit ourselves, is the God who would rather
die on a cross than to overrule that personal, individual liberty and freedom
of self-determination with which He has endowed men-that they might be men.
Yet, He is also the same God who so ordered creation that man as a distinct,
separated individual person cannot exist except in relationship with others.
Each person has to be born into a blood-related family. Each person is born
into political, economic, and social structures of society and cannot help but he
related to other persons in these ways and within these structures. God ordered
it this way. It is He who ordained that there be order in society, so that men
might live together at all. It is He who so ordered society that justice is neces-
sary for men to live together in peace, and so that equality is finally the standard
of justice. He is the God who not only has so ordered life in this world but
also He is the God who promises life beyond death to individuals only as mem-
bers of a fellowship.

In faith commitment to this God we can so value the personal that we give
even our life to protect and preserve liberty and freedom. In faith commitment
to this God we are freed from the shackles and shibboleths that make us afraid
to admit that we recognize the necessity of community, and can admit that
we are the best planners and executors of social schemes aiming at justice and
equality.

In faith commitment to this God we will constantly admit and reexamine
the contradiction between the demands of the personal and the demands of the
social. In humility we will admit our weaknesses in resolving it and with
high heart set ourselves to achieving a new measure of solutions.

Faith commitment to this God may not enable the free nations of the world
to turn the tide of communism and emerge victorious from our present political
crisis. Then again, if such faith commitment is in sufficient depth and soon
enough, it may.

In either case, God is God-and man and history remain His.

Mr. GREBE. In this direction, the doubling or even tripling of the
private and corporate efforts now amount to about $538 million-as
determined by l~r. Killian, president of MIT-would multiply the
rate of development of new methods that accomplish more, in less time.

There is no reason to doubt that educational developments can be
made by the people who have doubled our instrumentation and auto-
mation every 5 years. Tax reductions, to permit these private expend-
itures currently to be increased, are to be recommended.

There we come to a very unhappy problem. Very few of us like the
idea of having any special tax treatment of any one subject or any one
field of national or human need.

On the other hand, there are two fields in which one can argue very
strongly for them.

The first is in the tax problems of small industry. All of them are
under a very severe strain to gain capital. And so long as the money
is spent wisely and effectively to produce new developments, new in-
struments, new apparatus, new devices, new jobs, for carrying on the
growth of the Nation it would be a marvelous thing if the suggestion
that was made this morning would be practically applied to our indus-
try of exempting, say, the first fifty or one hundred thousand dollars
of income that is to be spent on new capital facilities from immediate
taxation.

It will all come back in the end. But at least it would carry the
rapid writeoff a little bit further for the lower brackets of income or
profit.

Chairman PATMANT. In other words, some special allowance like
the depletion allowance for oil companies?

95
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Mr. GREBE. That is right, but not exactly-not quite that sort of a
thing because after all, that is an expense for rediscovering and devel-
oping the oil resources that are being consumed.

However, in this instance, it would be a faster writeoff than is even
currently allowed.

And the same thing, I feel, is necessary in this particular field of
education and human resources. Many, many thousands of different
approaches by different people, who feel strongly enough about this
matter to spend their own corporate and private money in these lines
of new education and technology are needed. There is a total of
around $500 millions spent by them. Those people should be encour-
aged to do more of it, because somewhere out of that diverse effort there
will come the new developments that will double the effectiveness of
education as a whole. That would mean an awful lot, much, much
more than we can recognize, because after all the military alone is
using up about $8 billion worth of time of our manpower each year
by the draft.

Let us get much more out of it.
Our colleges are using a number of billion dollars worth of time.

Let us get more out of it than we are getting.
Of course, our high schools and grade schools could be tremendously

improved by such technology.
It costs money, but some place there has to be an incentive to do

something new. It cannot be done by the hard-working teachers who
are already overburdened with limited funds.

The chemical industry specifically has been the most potent in apply-
ing modern technology, in multiplying productivity, in making it pos-
sible to increase wages in my 30 years of activity by a factor of 6, while
the cost of the products that were being produced in quantity has gone
up very little.

In other words, right within my productive lifetime wages have
been commercial without modern automation and new instrumental
analysis and control.

In other words, right within my production lifetime wages have
increased sixfold over the corresponding prices in that industry. It is
remarkable.

While the cost of our production plants per dollar output has re-
mained about constant despite inflation, the application of automatic
control equipment has multiplied.

Variables have been detected and eliminated that defied analysis
only a few years ago. In all of my experience, the upgrading of the
manpower working with me has always been the major concern and
objective.

Even now, with all that has been done to destroy incentive nationally,
our youth has retained the spirit of progress.

Notwithstanding the lack of dire necessity as an incentive, 80 per-
cent of our basic research group-the most prolific inventors-are
taking part in advanced training programs, currently mostly on their
own time. Operators, helpers, as well as engineers and scientists take
part.

Each man knows he has no external limitation to keep him from get-
ting up to a doctor's degree with continuous pay, even during the "in
residence" period at a university.
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But all this is still not enough. We are continually limited by the

lack of able men in our objectives for doing new things and making

new products for new uses to create new hmnan values and new em-

ployment. The perpetual relay race is on. We enjoy it. We need

more and better men to carry the torch.
Chairman PATMAN. Thank you. We appreciate your testimony.
Let me see if I did not make some notes.
In your operation on LTake Huron, I do not suppose you have any salt

water ?
Mr. GREBE. We get our salt water from below the ground. At the

1,200-foot depth we get a salt brine. And at about a mile depth we get

solid salt, which we can dissolve out.
Chairman PAT3IAN. I certainly agree with what you said about the

improving of military training. I think that is a point that we should

continue to advocate.
Thank you very much, sir.
Mr. GREBE. Thank you, we appreciate it.
Chairman PATMIAN. We will place in the record the document that

you gave us a while ago.
Mr. GREBE. Thank you very much.
Chairman PATMAN. Professor Easton, we are glad to have you here.
Mr. EASTON. Thank you.
Chairman PATMAN. You have a prepared statement, I understand.

You may proceed in your own way, sir.

STATEMENT OF ELMER C. EASTON, DEAN, COLLEGE OF

ENGINEERING, RUTGERS UNIVERSITY

Mr. EASTON. My name is Elmer Charles Easton. I am dean of the

College of Engineering at Rutgers University, the State University
of New Jersey. I am speaking today, as an individual, on the subject

of engineering education for the American economy.
My knowledge of the subject has been gained through 22 years of

experience as an engineering educator. At present I am privileged

to serve as chairman of the engineering division of the American

Association of Land-Grant Colleges and State Universities, as a mem-

ber of the executive committee of the Engineering College Admin-

istrative Council, as chairman for region I of the education and

accreditation committee of the Engineers' Council for Professional

Development, as a member of the Council of the American Associa-

tion for the Advancement of Science, and as a member of the general
council of the American Society for Engineering Education.

I am a member of the American Institute of Electrical Engineers,

a member of the National Society of Professional Engineers, and a

registered professional engineer.
My remarks do not necessarily reflect the opinions of my university

or of any of the organizations of which I am a member.
I should like to present my testimony in three stages: first, to show

that it is necessary for the United States to have greatly increased
industrial productivity; second, to consider the factors 'which control
productivity; and third, to study the educational problems involved
in developing those factors favorably. I will conclude with several

suggestions for possible action by the Federal Government.
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For the next decade, largely because of the low birthrate during
the depression years, the population of the United States will gow
in such a way that there will be a relatively large percentage of elderly
retired persons, a relatively large percentage of children, and a rela-
tively small percentage of workers.

Chairman PATMAN. Do you agree with the preceding witness that
the period you speak of, the depression years, so far as the birthrate,
was from 1929 to 1942?

Mr. EASTON. That is correct. I was listening to that, and I agreed
with him when he said it.

As a result of this unusual distribution of age groups, it will be
necessary for each worker to support many nonproductive people.
The productivity of every worker must increase if we are to improve
or even maintain the present standard of living. In the event of a
war which would draw men from the working force, greatly increased
productivity of the few remaining workers would be essential for
survival itself.

The number of elderly people in this country seems destined to in-
crease for some time. However, the rising birthrate since World War
II indicates that we shall gradually assume a more normal balance be-
tween children and workers.

At the same time, it is to be hoped that world tension will subside
and the men now under arms will return to civilian pursuits. Hence
the impending shortage of workers will be reduced.

If we increase the productivity of each worker in the next few years
so that we can support vast numbers of unproductive children, elderly
people, and military personnel, it is apparent that we shall face prob-
lems of adjustment when the shortage of workers comes to an end.

How shall we employ the men who are now supplying the military
needs of the Armed Forces when these forces are greatly reduced?
How shall be employ the men released from military duty? How
shall we employ the increasing fraction of youngsters who reach work-
ing age?

We cannot put them all to work producing the normal goods pres-
ently available for nonmilitary needs because the workers already in
those fields will be able to meet most of the demand. The ability to
solve this problem by shortening the workweek is very limited.

Suppose, for example, that we were to try to employ twice as many
men to produce our present civilian goods and services by cutting the
workweek in half. Obviously, there could be no reduction in salary
for any of the workers, for then they would be unable to buy the prod-
ucts of the system. Thus the labor cost for all items would double, and
the prices for all items would have to be greatly increased. However,
the increased cost might put most items out of the reach of the workers,
and hence the system would collapse.

As I see it, there is only one way to absorb the increasing percentage
of workers without upsetting the economy; and that is to employ them
on new products and new services for which a demand has been created.

A new worker producing a new product or service poses no threat
to an old worker producing an old product. On the contrary, such a
new worker becomes a customer of the old worker. A shorter work-
week for all then becomes possible as each worker becomes more
productive.
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The problem, then, is a changing one. First we must increase the
productivity of every worker to supply normal consumer demands and
military needs during the years when there will be a relatively small
percentage of workers in relation to elderly persons and children.
Later we must increase our productivity of entirely new products and
services in order to maintain full employment when the percentage of
the population in the labor force increases.

Let us consider now the factors which influence productivity. The
most obvious factor is machinery. The more automatic machinery a
worker has at his disposal, and the greater his skill in using it, the
more he can produce.

If we are to increase productivity, we must have more machinery
and more integration of this machinery through automation.

Given the machines, we must have energy to drive them. We need
coal, oil, gas, nuclear fuels, and solar energy.

Given the machines and the energy to run them, we must have ma-
terials with which to produce useful goods. If we secure adequate
supplies of these elements, and if we educate our people to use them,
we shall be in a position to increase our productivity for normal needs
and for defense in the years when the labor force is relatively small.

Now, what is the outlook for obtaining these elements?
The President's Materials Policy Commission reported in 1952 that

with regard to many basic materials the United States is rapidly
becoming a have-not nation. According to the Commission, in 1950
this country produced 9 percent less materials-other than food and
gold-than it consumed.

It is estimated that by 1975 this deficit may be 20 percent. The
time will come when we shall have to develop substitutes for many
of the materials which we consider essential today. Furthermore,
we must develop completely new materials with new properties to
meet the demands of such advances as supersonic flight and nuclear
power.

I say that we must "develop" these things. Obviously, they do
not exist in nature. They must be compounded out of abundant in-
gredients which do occur naturally. This compounding cannot be
done by some uneducated person mixing batches of material at ran-
dom. It can only be accomplished through the systematic and per-
sistent application of all of the known laws of physics, chemistry,
biology, and mathematics.

Progress will depend on the development of these sciences and on
the number and competence of the people who are familiar with them.

In the last 50 years mankind has consumed as much fuel as was
consumed in all previous time. Half of that fuel was used in the
United States.

At the rate we are going, I estimate we shall consume all of the
coal, oil, and gas in the world in about 1,000 years. Some responsible
engineers believe that for all practical purposes the supply will be
depleted in 300 years. Long before the fossil fuels are gone, the
cost of producing them from low-grade sources will become very
great.

The very existence of civilization as we know it depends on the
development of new fuels and means of using them. The most prom-
ising sources are the energy from the fission and fusion of atomic
nuclei and from the radiation which we receive from the sun.
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Think of the difference between the obvious procedure of burning
coal to produce power in a steam engine, and the process of obtain-
ing energy from an atomic pile. The idea of obtaining energy from
the fission or fusion of atomic nuclei was not obvious and was not con-
ceived by man until he had learned to use the most advanced con-
cepts of physics, mathematics, and chemistry. The concept was pre-
dicted theoretically before 'it was observed in the laboratory.

The development of devices using atomic or solar energy will de-
pend entirely on the quality and quantity of our engineers and scien-
tists.

The nature of the machines which are needed for this age of
automation is far different from the equipment which was in general
use 15 years ago. Until quite recently, machinery used in production
was of a rather obvious type. Each machine might perform a single
operation, and do so in a manner which could be readily observed
from an examination of its parts.

Today, machines are being interconnected through electronic con-
trol systems-through systems of instrumentation and control-so
that the operation of any one device will affect in some predetermined
way the operation of every other unit of the system.

The design of such automatic systems requires the use of incredibly
complex mathematical analysis as well as a thorough knowledge of the
basic principles of electronics, mechanics, chemistry, physics, and the
other sciences. There is nothing stereotyped about designing for
automation. Knowledge of current or past practice is not as impor-
tant as ability to apply engineering principles to produce novel solu-
tions to new problems.

The development of the new products which will be needed to em-
ploy an expanding labor force also depends on the application of very
complex mathematical and scientific principles.

As an example of a new and strange product which engineers are
now developing to create new jobs, consider the electroluminescent
light source. This lamp is in the form of a sheet of material whi h
glows uniformily when electricity is applied. To the casual obserier
it looks like a simple piece of colored glass. There is no filament,
no moving parts, or any apparent source of light. The design of this
lamp is not obvious.

Its operation can be understood only by a person thoroughly veised
in the most advanced theories of solid state physics and mathematics.
This disarming appearance will characterize most of the new products
which the next generation will see. The need for competent engineers
and scientists to design them will increase.

It should be obvious that the quality of our engineers measured in
terms of their ability to create new processes and materials is of
paramount importance to the security and economic well-being of our
Nation.

It is true that we shall need large numbers of such personnel, but
quantity cannot overcome a deficiency of quality. One good engineer
with an adequate knowledge of the basic principles involved can
design a new product like an electroluminescent lamp or a new system
of automation. A thousand poorly prepared engineers could not
duplicate the feat.

Iam happy to report to you that the Nation's engineering colleges
are alert to this need for quality of competence in scientific know-why
and are taking positive steps to meet it.

100
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In 1952, the American Society for Engineering Education estab-
lished a committee on evaluation of engineering education to peer into
the future and try to determine the type of education needed to pre-
pare our young people for the tasks which may face them 25 years
hence.

This committee, which was composed of educators and practicing
engineers, enlisted the aid of many local committees throughout the
country. On June 15,1955, the committee published its report (copies
available from Prof. Leighton Collins, secretary, American Society
for Engineering Education, University of Illinois, Urbana, Ill.).

Shortly thereafter the education and accreditation committee of the
Engineers' Council for Professional Development-this is the group
that accredits engineering colleges-adopted many of the recommen-
dations from this report as criteria for the accreditation of engi-
neering curricula.

Since the report appeared, almost every engineering college has
reexamined its program of instruction with a view toward raising the
competence of future engineers. It is interesting to note that the
accrediting agency now, more than ever, encourages experimentation
with new educational methods.

No longer is an effort made to restrict engineering curricula to a
few major fields. Now an institution may set up any type of engi-
neering program. It will be considered for accreditation only in
terms of its ability to impart competence in engineering analysis,
design, and systems.

In brief, the present trend is toward more scientifically oriented
engineering curricula. For example, the amount of mathematics
taught to the average engineer will be increased. In a short time,
practically every engineering college will require a knowledge of
differential equations for all students, and will require much more
advanced mathematics for undergraduates in such fields as electrical
and chemical engineering.

There will be increased breadth of coverage of a wide variety of
basic and engineering sciences so that an engineer will be able to work
with the great diversity of problems such as those which arise in a
system of automation.

This trend reflects industry's increasing demand for men who can
solve unusual problems and who can design novel equipment and
systems. The attitude of industry is indicated by a remark which a
corporation president made at a recent meeting of the American
Society of Mechanical Engineers. He said, "Teach your students the
basic principles which will never change. Don't teach them current
engineering practice. If you teach them current practice, the chances
are that it will not be the practice of my company, and if it is, the
practice will be obsolete before the students can use it."

Today there is a growing awareness on the parts of both industry
and the colleges that the complete education of the engineer must be
a joint venture. The colleges constitute the best medium for impart-
ing the unchanging scientific principles which have guided the opera-
tion of machines and processes in the past and which will forever
govern the operation of machines and processes yet to be invented.
To acquire knowledge of current practice there is no substitute for
industrial experience. There is no way to develop mature engineering
judgment other than by growing up in the proper industrial
atmosphere.
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The engineering profession is learning what the medical profession
has learned, that formal education must be supplemented by intern-
ship. As an example of this recognition I call your attention to the
fact that the Engineers' Council for Professional Development now
sponsors programs to direct the young graduate's development during
the first 5 years after leaving college. Literature on these programs
may be obtained from the Engineers' Council for Professional Devel-
opment, committee on professional training, room 13-217, 3044 West
G'rand Boulevard, Detroit 2, Mich.

These postgraduate development programs are conduted by groups
of industries and by sections of the professional societies. They
involve integration into civic life as well as continued education in
social and technical fields. Since this movement started only a short
time ago, there are only a few organized programs in operation. There
is a real need for widespread adoption of this type of engineering
internship so that the young graduate may obtain his practical experi-
ence in an organized way from the people best suited to provide it.

On the whole I am encouraged by the prospect of better education
for the engineering student who completes his work for the bachelor's
degree and who then receives enlightened professional guidance from
industry. I am not at all happy about the situation which is develop-
ing in the graduate schools of our colleges and universities.

There is great need for increased numbers of engineers who have
thorough graduate training through the master's and doctor's degrees.
Unfortunately, the present shortage of engineers has prompted many
industries to lure students away from the campus as soon as they
receive the bachelor's degree. Some companies which are located near
universities encourage young engineers to go to work and then take
graduate courses during the evening or at odd hours during the day.
Other companies entice students away from the universities through
promises of graduate instruction provided at the plant by occasional
visiting professors.

The result of these practices is that too few American engineers
are receiving any kind of graduate training. Furthermore, a growing
fraction of those who are studying beyond the bachelor's degree are
part-time or off-campus students whose training, while undoubtedly
valuable, is not equivalent to that which they could obtain as full-time
resident students at a university.

Of additional concern is the fact that the scarcity of graduate
students on the campus seriously curtails the programs of basic
research through which the universities add to man's knowledge.

So much for the quality of engineering education. Now, what
about the quantity? It has been estimated by various sources includ-
ing the United States Office of Education and the Fund for the Ad-
vancement of Education that this country will need approximately
50,000 to 60,000 new engineers annually by 1970.

We produced 25,500 in the accredited engineering colleges in 1956.
Let us look into the possibility of expanding our output to meet the
anticipated need. Obviously we shall need a large number of quali-
fied applicants from the high schools, a large number of faculty
members to teach them, and adequate facilities in which to accommo-
date them.
* Assuming that the distribution of intelligence among the popu-
lation will remain as it is, we may expect that approximately one-third
of the people in the United States will be mentally qualified to study
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engineering at least through the bachelor's degree. The number of
potential engineers should be sufficient to meet our needs. It remains
to give these people the necessary education and then to utilize them
efficiently. This education must include the study of science and
mathematics in the high schools.

The actual status of mathematics and science in the high schools
is the subject of much discussion, and, I might say, very little factual
information.

Those who wish to show the picture in its worst light quote figures
on the percentage of all high-school students who are studying a par-
ticular subject at any given time. Thus, Rear Adm. Hyman G. Rick-
over, Chief of the Naval Reactors Branch of the United States Atomic
Energy Commission, speaking at the Sixth Thomas Alva Edison
Foundation Institute in November 1955, said that in 1900, 23 percent
of all highschool pupils studied physics, while in 1950 only 4 percent
studied this important subject. According to Admiral Rickover, in
1900 chemistry was studied by 10 percent of all high-school pupils,
while in 1950 the figure was 7 percent. The figures for algebra are
52 percent in 1900 and 27 percent in 1950. For geometry, 27 percent in
1900 and 13 percent in 1950.

Those who wish to show the picture in its best light quote percent-
ages of various classes rather than percentages of all pupils. Thus,
Robert H. Carleton, executive secretary of the National Science
Teachers' Association in the April 1956 issue of the Science Teacher
reports that in 1954-55, the number of pupils taking physics was equal
to 23.5 percent of the 12th grade enrollment, and the number taking
chemistry was 31.9 percent of the 11th grade enrollment.

At first glance it seems more encouraging that 23.5 percent of the
12th grade enrollment studied physics in 1954 than that 4 percent of
all high-school pupils studied physics in 1950. Actually, these two
sets of figures are almost identical, although they do show a slight
improvement between 1950 and 1954. In many schools the senior
class will be approximately one-fifth of the total enrollment. Thus
23.5 percent of the seniors represents about 4.7 percent of all the pupils.

It has been pointed out that despite the decline in the percentage of
students studying mathematics and science, the number of such stu-
dents has increased greatly. In 1900 only 1 out of every 10 children
of high-school age attended high school in the United States. In
1954, almost 8 out of 10 of this age group were in high school. Ac-
cording to figures prepared by Commissioner Raubinger of the New
Jersey State Department of Education, 98,000 pupils were enrolled in
a high-school course in physics throughout the United States in 1900,
whereas 302,800 were enrolled in such a course in 1954.

At first glance this is a most encouraging increase. However, there
are two basic reasons why the current situation is not satisfactory.
In the first place, even though it may be argued that all high-school
pupils may not require instruction in physics it seems reasonable to
assume that at least those who go on to college should be so prepared.

Since approximately 700,000 students enter American colleges each
year, it is apparent that not half of them study physics in high school.

Secondly, many of the high schools offer such shallow survey-type
courses in physics that the preparation is not adequate for college.
As a guess, it may be said that not more than one-third of the entering
college students have had as much as 1 year of adequate training in
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physics in high school. The situation is much the same, although the
percentages are different, in the other science areas. It is from this
limited group that the engineering students now come. It is from the
same limited group that students in all the other scientific fields must
come.

Fortunately, during the last few years several influential groups
such as the Engineering Manpower Commission, the Edison Founda-
tion, and the American Association for the Advancement of Science
have conducted powerful campaigns to improve high-school prepara-
tion and to motivate students to enter engineering.

These movements have been successful to an encouraging degree.
Although the problem of adequate preparation is far from being
solved, there is an increasing awareness of the importance of science
and engineering among school boards, PTA's, and high-school
faculties.

With regard to stimulating interest in engineering, the campaigns
have been remarkably successful. Despite the fact that the college-age
population is now at a minimum, the number of applicants to engineer-
ing colleges has risen to the point where many institutions are forced
to turn boys away. The number of bachelor of science degrees granted
by accredited engineering colleges has increased from 19,700 in 1954
to 25,500 in 1956. It is estimated that this figure will rise to 30,500
in 1957.

We have now reached the point where most engineering colleges are
operating at maximum capacity. May I emphasize that many colleges
are now getting along only by using temporary barracks buildings
which were erected to handle the great influx of veterans after World
War II. It is obvious that we must utilize every means of making
the best use of the limited facilities which we have. In my opinion,
we should raise the admission standards so as not to use valuable space
and valuable faculty for students who will never graduate. In this
way our colleges could produce more engineers without adding signifi-
cantly to the plant or to the faculty.

However, even though we resort to every possible expedient, I
believe that if we are to increase our output of engineers from the
present 25,500 per year to the needed 50,000 per year in 1970, and if
we are to provide engineering education for the growing college-age
population which will increase 66 percent by 1970, we shall have to
expand the physical plants of our colleges. In this connection may I
point out that if any of the proposed Federal scholarship programs
are adopted they will aggravate this already critical space problem.

It should be obvious also that there is a growing need for engineering
teachers. Most of our colleges are short of staff now. The general
shortage of engineers and the overpowering competition from industry
makes the faculty situation the most serious problem now facing the
colleges.

Assuming that the colleges will produce the needed number of
engineers, every precaution must be taken to utilize these men effec-
tively. Fifty thousand engineering graduates put to work at non-
engineering tasks will not meet our needs. Each engineer must be
utilized for creative engineering desigi. He must be adequately sup-
ported by technicians who will relieve him from the routine phases of
engineering activities. The engineer must be aided by technicians
just as the physician is aided by nurses.
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It has been estimated that there should be 3 to 5 technicians for
every engineer. Although exact information is lacking, it is prob-
able that the average ratio is approximately 1 to 1 in the United
States at present. A recent survey of 18 oil and chemical companies
conducted by the Engineering Manpower Commission showed an
average of 0.9 technician per chemical engineer.

There is a very great need for increased numbers of technical insti-
flutes which will provide the 2-year terminal programs for technicians.
Unless we get a much greater number of technical institute graduates
in the near future, the full effectiveness of our engineers will not be
realized. On the other hand, in my opinion, if we had a really ade-
quate supply of competent technicians, we might get along with
40,000 rather than 50,000 new engineers per year by 1970. I recom-
mend that the campaigns which have been so successful in producing
interest in engineering now be turned to the technician.

As our machines and processes become more complex we shall need
increased vocational training for the people who will operate and
maintain them. Furthermore, provision must be made for the con-
tinuing education of all workers to enable them to keep up with the
rapid changes which will- occur. Automatic machinery does not take
care of itself. The more automation we have, the more skilled our
workers must be.

Now let us summarize the needs which I have mentioned above.
1. The Nation's engineering colleges must obtain additional staff

and additional facilities to increase the output from the present
25,500 per year to 50,000 per year by 1970.

2. More engineering students must remain in college for graduate
study.

3. More industry-sponsored programs must be established to guide
the professional development of young engineering graduates.

4. The number of technical institutes must be increased to provide
2-year terminal instruction for technicians. The present ratio of
approximately 1 to 1 should be increased to about 3 technicians
per engineer.

5. High-school training should include the mathematics and science
necessary to prepare students for further education as scientists, engi-
neers, and technicians.

6. Vocational school training should be made available to more of
the young people who will operate and maintain our increasingly
complex equipment.

7. Adult education programs must be expanded at all levels to
enable all workers to keep abreast of changing conditions.

Finally, permit me to suggest some ways in which the Federal
Government might aid in solving our educational problems.

1. Most engineering colleges have ROTC programs, and most of
these schools provide the space for this instruction. The Government
could construct new and adequate quarters for the ROTC thus free-
ing the present space for other educational purposes.

2. In order to help colleges provide living quarters for the students,
the Government could reduce the interest rate on housing loans.

3. Let me introduce this suggestion by sayin that I am very
strongly in favor of higher salaries for engineers. am pleased to see
the recent trend toward higher salaries because it reflects the great
value of the work which engineers do. The shortage of engineers has
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accelerated this trend as companies bid against each other for the
services of the limited personnel. This is a natural operation of the
law of supply and demand. What I should like to mention is a prac-
tice engaged in by relatively few companies in which cost-plus Govern-
ment contracts are accepted before adequate engineers are available
to handle them. In some cases the holder of such a contract will raid
a college faculty and will attempt to entice men away from teaching
with exceptionally high salaries which can be charged to the Govern-
ment. I feel that colleges must face the competition of legitimate
industrial demands. This is one natural way in which professional
salaries can be raised, and I am all for it. However, the practice to
which I refer seems somewhat illegitimate. This practice is bad for
the taxpayers and bad for the colleges. The Government might
investigate the situation.

4. Much basic research of the type which colleges can do well is
now being assigned to industrial concerns under Government contract.
If more of this research were directed to the colleges, it would con-
stitute an inducement for faculty members to remain on the campus-
they like to do this sort of thing-and it would afford part-time income
and good educational experience for graduate students on the campus.

5. The utilization of the many engineers now in Government service
should be increased by the employment of as many technicians as
possible.

6. Wherever the Government employs a large concentration of
engineers it might establish a development program for young engi-
neers after the pattern recommended by E.C.P.D.

7. Wherever possible, the training programs of the Armed Forces
should be patterned after the 2-year technical institute curricula-
or a portion thereof-to add to the supply of technicians.

8. Federal aid could be provided for the adult education of nonagri-
cultural workers in much the same fashion as that already provided
for farmers. A bill, S. 4160, intended to achieve this purpose was
introduced at the close of the last Congress by Senators Hill, of Ala-
bama, and Smith of New Jersey. This bill, which is supported by the
American Association of Land-Grant Colleges and State Universities,
will be reintroduced in the new Congress. I recommend its support.

Please note that I have spoken of the needs of the United States with
no reference to a possible threat from Russia. I understand that this
was discussed at the previous hearing. The best analysis which I have
ever seen of the Russian educational system was presented by Dr. C. J.
Lapp, Deputy Director of the Office of Scientific Personnel, National
Research Council, at a meeting of the American Association of Land-
Grant Colleges and State Universities held in Washington, D. C., on
November 13,1956. Dr. Lapp's paper should be required reading for
all Americans who are concerned about education.

I have one copy of that paper with me, Mr. Chairman, if you would
like to have it left for the record.

Chairman PATAIAN. We would like to have it inserted in the record,
if you please, Doctor.
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(The paper referred to is as follows:)

LITTLE IVAN GOES TO SCHOOL

(By C. J. Lapp)

PRIMARY AND SECONDARY SCHOOLS

My neighbor Johnny Johnson starts to school when he is 5 years old, but his
counterpart, little Ivan Ivanovitch, who lives near Moscow, starts to school
when he is 7 years old. So do all the other children in the U. S. S. R. Johnny
will develop his elementary and secondary education in 12 years, probably
divided 6-3-3 and will likely finish senior high school when he is 17 years old.
Ivan will develop his elementary and secondary education in a system divided
4-3-3, 10 years in all. His school will be free, coeducational, and compulsory
through the seventh grade. He also will graduate when he is 17. During this
period his school will offer as much training as he can absorb. He goes to school
O days a week, receives instruction 33 weeks a year, and is expected to do plenty
of homework, which is prescribed as 1.5 hours a day in the second grade, increas-
ing to 3.5 hours a day in the seventh grade. His homework is so heavy that the
Soviet Government recently thought it necessary to decree that his teachers
must not assign homework to be done on Sunday.

For the first 4 years he will wear a uniform furnished by his parents which
will make him look exactly like all the other Ivans and will help him get the idea
that education is a mass job controlled by the state and that he cannot expect
much preferential treatment. During grades 1-4 inclusive, he will study read-
ing, writing, arithmetic, and social science as part of a curriculum designed
and supervised closely by the state. On the morning Ivan goes to class and is
instructed in the art of long division, he gets as much comfort as possible from
his sure knowledge that at that same hour on this same day of the week all the
other Ivans in Russia in his grade will be studying long division.

During the first three grades his teacher will decide if he may pass into the
next grade. However, at the end of his primary education in the fourth grade
he must pass an examination conducted and supervised by the state. There prob-
ably will be three examiners, one of whom will be his teacher. These examiners
will conduct both written and oral examinations for all the students in his
class. These examinations cover the whole years work, which will be divided
in about 50 parts. For the oral examination, Ivan, along with the other children,
will draw a card from a deck. Written on his card will be 2 or 3 questions
which may relate to any part of the year's work. Ivan will have 30 minutes to
develop the answers which he will give orally. before his fellow students and the
examiner.

When Ivan enters the intermediate grades (5-7, inclusive), he must choose a
foreign language, the study of which he will continue for 6 years. Here he will
have some choice; he will have an opportunity to choose the only elective he will
have among all the subjects in his secondary education. English, the language
of science, is probably the most popular. Homer and Norton Dodge, who in 1955
spent several weeks studying higher education in the Soviet Union, reported no
difficulty in finding Russian students who could speak fluent Engrlish.

Being now well grounded in reading and writing, Ivan's solid education in
background subjects will begin in earnest. Besides a foreign language, beginning
with the fifth grade, he will also start the study of history, from ancient history
in the fifth grade to history of Russia and the peoples of the U. S. S. R. in
grades 9 and 10. An introduction to physical geography starts in grade 5 and
continues to world economic geography in grade 10. Biological sciences starts as
a survey of nature in grade 4 and continues through botany, zoology, human
anatomy, and physiology, principles of Darwinian theory and Soviet genetics,
grade 9. Physics starts in the sixth grade; chemistry starts in the seventh
grade; mathematics is studied from the first day he enters school until he gradu-
ates. His study of algebra will start in the middle of the fifth grade. Before
he finishes the 10th grade he will have studied plane and solid geometry and
trigonometry with special emphasis on its applications to physics and engi-
neering.

When Ivan is ready to appear before the examining board at the end of the
10th grade, among other things he has had are 6 years of history, 6 years of a
foreign language, 5 years of physical and economic geography, 10 years of mathe-

85561-57-8



108 INSTRUMENTATION AND AUTOMATION

maties including trigonometry, 5 years of natural science and biology, 4 years of
chemistry, 5 years of physics, and 1 year of astronomy. From grades 5 to 10, in-
clusive, 47 percent of his instruction was in science. In a paper read before
UNESCO Institute for Education in Hamburg in late October 1956, A. Shibanov,
head of the department for polytechnic education in the Institute for Teaching
Methods in the Pedagogic Academy, stated that the science content of the cur-
riculum for the 8th, 9th, and 10th grades was being revised upward 15 percent.

Besides the basic work outlined above, Ivan also has some extracurricular
duties, required but not considered part of his basic course: singing, the absolute
minimum of which is to learn by heart the hymn of the U. S. S. R., drawing,
introduction to technical drafting, physical culture, and sports, military training
in target practice, map reading, tactics, antiaircraft, and antichemical defense.
In this extracurricular work grades are given but do not count toward graduation.

In his primary and secondary education Ivan has had approximately 10,000
class hours of instruction. In Russia an instruction hour is 45 minutes. Putting
this in terms of our own system and counting 25 class hours of instruction per
week, Johnny Johnson also receives about 10,000 class hours of instruction by
the time he graduates from high school. During his first 10 years of education
Ivan's average student-teacher ratio as of 1950 was 23. This ratio has been
steadily decreasing and as of 1955 is probably less than 20. During his 10
school years in the grades, Ivan's report card carried the numbers 1 to 5. These
numbers were of great concern to Ivan's parents because they know from long and
bitter experience that education offers the main avenue for advancement to those
who do not belong to the tiny minority holding party membership. Ivan hoped
the numbers would be 4'rtor 5's, for if he could maintain grades mostly of 5's
he could graduate as a medalist. This would mean that he will have a better
chance of passing the rigorous entrance examinations when it is time for him to
go to college. A grade of 1 meant failure, while 2's and 3's meant that he might
not be permitted to pass his grade. There always was summer school to which
he could go to review his work and try another examination just before the
beginning of the new school year. If he failed the second time he had to repeat
the whole year's work.

Between the seventh and eighth grades is the first major break in the Russian
school system, a break corresponding to our break between the eighth grade and
high school. At the end of the seventh grade Ivan's examinations are searching,
for this is the terminal point for the low 10 percent-in our vernacular those
whose IQ is 80 or less. After all, the educational system in the U. S. S. R. is
set up to give the training a student can profitably use.

At this point all of the very best students are encouraged to stay in school but
some of the others will have an opportunity to leave the grade-school system and
enter a technicum-a special type of middle professional educational institution
in Russia for which we have no counterpart. These will be described later.

In the Soviet equivalent to our high school-their grades 8, 9, 10-the student
plays for keeps and the mortality is high. The prize to be won is the opportunity
to go on to college. Since the low 10 percent of the students have all been re-
moved, the tempo of the program can be increased. All students through all three
of these years study a foreign language, history, physics, chemistry, mathematics,
in addition to several other subjects of 1 or 2 years in length. It is perhaps worth
noting that syllabi and textbooks used in the last 2 grades (9 and 10) of the
Soviet secondary school in such subjects as physics and chemistry compare
favorably with our college freshmen introductory courses in these subjects. In
addition to curricular instruction, the pupil's interest in science is further stimu-
lated by all sorts of extracurricular activities, such as science clubs, hobby shops,
and so on. All this makes for very early and intense exposure to science, which in
turn creates very favorable conditions for the future selection of candidates for
higher education in engineering and science fields.

In the United States, according to Dael Wolfie, Director of the Commission on
Human Resources and Advanced Training, in its report, America's Resources of
Specialized Talent, Harper & Bros., 1954, roughly 80 percent of our students enter
high school and 60 percent graduate. In the U. S. S. R. about 80 percent enter the
upper secondary school but fewer than one-fourth of these who entered 10 years
earlier succeed in passing the stiff state examination at the end of the 10th grade.
If Ivan is really both bright and lucky and has studied hard enough to receive a
straight A, that is "5's" in all subjects, he will receive a gold medal. To do this
he must stand in the upper 1 percent of those who graduate. If he has no more
than 3 grades of B (4's) he will receive a silver medal. Many finish the 3 last
years but fail the final examination. These students are given certificates in
which they take great pride. The rest of the group is dropped at the end of the
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eighth or ninth year. Some of these find their way into technicums. In 1956
there were about 28 million students in the first 10 grades; 1,100,000 graduated.
This indicates that the number attending grade school in the lower grades is
increasing rapidly.

COLLEGES AND UNIVERSITIES

There are 760 institutions of higher education in the U. S. S. R. that we would
call colleges or universities, not counting any of the technicums. Thirty-three of
these are full fledged universities. In addition there are 220 specialized insti-

tutes giving advanced degree training. The leading university in Russia is the

University of Moscow. This university, housed on a new campus, in a huge
recently finished building with a 33-story tower is, next to the Kremlin, the most
impressive structure in Moscow. Senator Benson reports that the Russians spent
3 billion rubles on the new campus, "more than has been spent on any but a

handful of American universities." Unlike our larger universities that may be
fragmented into a dozen or more colleges, divisions, and institutions, Soviet
higher education is everywhere divided into 5 branches:

1. Engineering-industrial
2. Agricultural
3. Socioeconomical
4. Education
5. Health

These 5 branches are in turn divided into a total of 24 fields which in turn are

subdivided into about 300 specialties. Not all of the collegiate institutions have
all 5 branches but whatever branches an institution has it will be divided into
the same fields and specialties as other institutions.

To illustrate, the engineering-industrial branch, as of 1953-54, is divided into
16 fields as follows: Geology and mining exploration, exploitation of mineral
deposits, heat and electrical power, metallurgy, electrical and electronic design
and manufacturing, chemical, machine building, food technology, wood process-
ing, light industry, printing, geodesy and cartography, meteorology and hy-
drology, civil, transportation, communications.

With some minor exception in fields like Soviet law which is a 4-year course,
Soviet universities offer a 5-year course with a major in science, based on 5,200
to 5,400 instruction hours of 45 minutes each. In general, such majors as of
1952 have a time allocation of about 6 percent for political and social science, 27

percent for general science, 67 percent for special field science. Although minor
adjustments are frequently made, this arrangement has been relatively stable
since 1938.

Political and social science subjects consist primarily of indoctrination in

the present official version of Marxism; general science subjects include foreign
languages, general physics, analytical geometry and calculus, biology, general
inorganic chemistry, geology, theoretical and applied mechanics, etc. The sub-

jects in the first two groups are usually taken in the first 2 or 2½ years. Special

field instruction occupies most of the last 3 years.
Let us specifically consider chemistry at the University of Moscow. Here

Ivan as a chemistry major will receive about 2,700 hours of instruction in

chemistry alone. Two-thirds of this will be in basic inorganic, organic, analytical,
and physical chemistry. In this basic work he will have on the average 1 hour
of class work for each 3 hours of laboratory.

In the one-third time spent on specialized courses, the ratio of classwork
to laboratory is smaller. In evaluating Ivan's training in college chemistry
it must be recalled that he had 4 years of chemistry before he came to college.
Nicholas DeWitt states: "If one compares the training of Soviet chemists with
our own, one fact is immediately obvious. As far as instruction time is con-
eerned, the Soviet university chemistry major spends at least one-third more
time on chemistry subjects than our own chemistry major in a college with a
good department of chemistry. At most, our college chemistry majors during
4 years of study take 10 full courses in chemistry with a probable maximum of
some 2,100 instruction hours. As far as the range of subjects goes, there is no
radical difference between those which may be, but often are not elected
by our own chemistry majors and those which are required of the Soviet
student. * * *

"Even when we are admittedly optimistic concerning the scope and quality

of our own training of undergraduate chemists, we are faced with the prob-
ability that Soviet training is not only comparable, but somewhat more extensive

than our own, although as far as the teaching of certain selected topics is con-

cerned there are undoubtedly various reservations. The sheer size of the work-
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load, as well as the process of enforcing certain standards in grading and the
number of examinations and tests, exercise considerably greater pressure on
the Soviet university student majoring in science than they would upon our own
college student. Furthermore, aside from the requirement to learn chemistry
subjects proper, the Soviet student is required to learn more about other
sciences, such as analytical geometry and calculus, physics, thermodynamics,
mechanics, strength of materials, etc., all of which are a part of his curricu-
lum * * * Our chemistry majors do not venture extensively into these subjects
except at the expense of chemistry courses. This may perhaps be considered an
additional element of strength in the Soviet training program."

DeWitt continues: "Soviet university training culminates in state-accrediting
oral examinations conducted before a public audience, and given by a special
committee of several professors set up for this purpose. The examinations cover
the entire course of study in the field of the student's specialty * * * This
procedure of requiring final examinations in public of all graduates which cover
the entire program of study is unknown in our educational practice as concerns
ordinary college degrees." '

The training of chemists analyzed briefly above suggests that the Soviet uni-
versity chemistry major has training probably comparable to, or with some
reservations-somewhat more extensive than, our chemistry bachelor of science
degree holder. The Soviet university-trained chemist from the larger universi-
ties such as Moscow, Leningrad, and Kiev are probably as well trained as our
master of science chemist.

Engineering education in Russia follows, in general, the same organizational
pattern as in science, except that most science majors come from the universities
while most engineers graduate from specialized institutes. The course is 5½2
years during which time the student receives about 5,200 to 5,500 instruction
hours of 45 minutes each in 35 to 40 individual subjects. This compares favor-
ably with the 3,700 to 4,000 instruction hours and 22 to 25 subjects which is
normal in United States practice. Each engineer has political indoctrination,
physical training, and military instruction for about 15 percent of his total
course work. The rest of the curriculum is in general about equally divided into
three parts (1) between a broad training in science, (2) general nonspecialized
engineering and (3) narrow specialized engineering. The distribution of engi-
neering students between the various branches is quite different from the dis-
tribution in the United States where electrical engineering constitutes the major
group. In the Soviet Union mechanical engineers form the largest group.

Specifically, the mechanical engineering curriculum based on the 1946 course
of study, the latest complete one available for analysis, is 5 years with 5,054
instructional hours divided about 50-50 between lectures and laboratory prac-
tice. The general science background covers foreign language, mathematics,
physics, chemistry, descriptive geometry, drawing, and theoretical mechanics.
The general engineering consists of physical metallurgy, strength of materials,
theory of machines and mechanisms, machine components, metallography, nomog-
raphy, electrical engineering, fluid mechanics, tolerances and measurements,
thermodynamics and heat-power engineering, and study practice. In the special-
ized engineering, Ivan studies lifting machines, machine tools (general), kinemat-
ics of machine tools, design and calculation of machine tools, technology of
metal cutting, cutting tools, technology of machine building, welding, machine
foundings, drives, cold stamping, structures and their design, machine-shop lay-
out, electric equipment, automatic machine tools, heat treatment (tempering),
organization of production, cost accounting and norms, and fire prevention and
safety. A study of a recent Soviet engineering curriculum found in Engineering,
February 10, 1956, a British publication, indicates that in the past 10 years the
curriculum has not changed significantly.

Says DeWitt: "If, for example, Soviet mechanical engineering training with
narrow specialization in machine tools is compared with the Massachusetts
Institute of Technology's bachelor of science degree in mechanical engineering
training with a broad specialization in materials and material processing, it is
found that Soviet institutes require about twice as many subjects and over 2,000
more hours of instruction time. In general, the scientific and engineering sub-
jects taught at MIT are included in Soviet curriculums. Most of these subjects
cover nonspecialized engineering. Thus, broadly speaking, the range of general
subjects in the two programs is quite comparable." 2

I Nicholas DeWitt, Soviet Professional Manpower (Washington, D. C.: National ScienceFoundation, 1955), pp. 111, 112, 113.
2 Ibid., p. 121.
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The American student of mechanical engineering probably spends more time
studying general chemistry and physics than Ivan, probably mainly due to
the fact that when Ivan entered college he had already studied 4 years of

chemistry and 5 years of physics. Judging from Soviet textbooks, there is
no outstanding difference in material covered, although perhaps there is more

extensive use of calculus in physics in the Soviet case.
Again according to DeWitt: "In higher mathematics the portion of the

curriculum in mechanical engineering is substantially greater in the Soviet
program (United States, 180; U. S. S. R.. 340), but it perhaps covers the same
ground as the American program. By the end of the second year, the Soviet
student is expected to know analytical geometry, calculus, differential equations,

elements of the theory of complex variables, and the fundamentals of vector
analysis. Theoretical mechanics covers about the same ground in both programs,
but again the time input is greater in Soviet training (United States, 135;

U. S. S. U., 204). In theoretical and technical mechanics the Soviet programs
of instruction place greater emphasis upon graphic solutions than upon advanced
mathematical statistics or operational calculus." '

As in the United States there is undoubtedly variation in the quality of engi-
neering training in the Soviet Union. It is an axiom that the quality of training
in any curriculum is dependent on factors such as the quality of the teaching
staffs, training facilities and equipment, ability of students and the process
of selection, etc. It should be noted in summary that the teaching staffs as

well as equipment and facilities in Soviet engineering training establishments
are usually better than in other fields of Soviet professional education.

"The reason for this is that priorities are given to engineering establishments
over other fields of study. As a rule, higher priorities are given to institutions
training engineers for key industries, industries directly related to armaments
production. Thus, institutes training aviation engineers, communication and

electronics engineers, specialists in certain fields of mechanical, chemical, and
civil engineering have not only more rigorous training programs, but also enjoy

better student-teacher ratios, better facilities and equipment; and they have
better opportunities for selecting candidates. These interinstitutional differences
account for the fact that there are some engineers with excellent training and

some with inferior training. However, in spite of these variations, Soviet engi-
neering training programs are in general substantially soufid and are probably
not inferior to our undergraduate engineering training."

Each engineer culminates his training with a diploma project which takes
his full time from 4 to 6 months. During this time he does not take any courses.
"In most cases, the diploma project serves as a test of the student's ability to

perform engineering calculations, to execute charts and technical drawings, and
to apply existing norms and specifications, designed primarily for production en-
gineers. Generally speaking, the Soviet engineering thesis, though consisting

of engineering design and computations, is based primarily upon the use of

already existing components, norms, specifications, etc. It therefore fits into

one of the basic aims of Soviet engineering education which is to train production
engineers."'

One of the outstanding characteristics of Soviet engineering education is its
intense training in narrow fields of specialization. One may view the excessive
stress placed on narrow technological specialization as a hindrance to the de-
velopment of creative scientific knowledge. However, on the whole the develop-
ment of Soviet industry in the past 25 years has been based primarily not on
original discoveries made within the Soviet Union but largely on discoveries,
modifications, and adaptations with occasional improvements upon models, types,

and practices developed in social systems outside the Soviet Union with more
advanced industrial technologies. Present Soviet Union engineering education
seems well adapted to meet the needs of their present industrial development.

Since 1954 the Soviets have been continually introducing limited changes into
their engineering programs which tend to reduce the narrow technological
specialization and give more theoretical and experimental scientific and engi-
neering courses.

One may wonder how Soviet higher education succeeds in giving more than
1,000 instructional hours per year. Recently the Government decreed that not
more than 36 instructional hours might be given per week. About half of these
require preparation of 2 to 3 hours each. Thus the workload of a science or
engineering student is probably from 70 to 90 hours per week. It is a well-

: Ibid., p. 121.
2 Ibid., p. 125.
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established tradition in Russian education to place a heavy burden on thestudent at every educational level. This burden is readily accepted becauseboth Ivan and his parents know that education offers the one practical avenue
for advancement.

At the end of each university semester Ivan must stand stiff examinations,
written or oral or both. The examinations are extensive in scope and the conse-quences for failure are harsh. By Government decree he presently need notstand for more than 10 per year. If Ivan flunks a course he is put on probationwhich must be promptly removed. The process is rigorous but it serves to selectand motivate the able students and to enforce academic standards.

Before leaving the subject it should be stated that when Ivan applies forentrance to a Soviet institution of higher education he specifically identifies thearea in which he proposes to specialize. This decision stands. On it Ivan sinksor swims. The Soviets have demonstrated no tolerance for students who wouldwaste both precious classroom space and teaching time by not being able to decidewhat they wish to do. Under these conditions, out of 100 students who enterhigher education, only about 60 succeed in graduating. In 1956 the colleges anduniversities in the U. S. S. R. graduated 250,000, of which 71,000 were engineers.

TECHNICUNS-SEMIPROFESSIONAL SCHOOLS

Last May I had the privilege of addressing a group of engineers and scientistsfrom one of the large military laboratories near Washington. In the discussionperiod afterward the most persistent question was, "How can we get some goodcompetent assistants-some intelligent people who can help us and thus free ourtime so that it can be used at our higher levels of training?"
This problem has also plagued the Russians and they have done somethingabout it by establishing middle-grade or semiprofessional schools called tech-nicums which have no exact analog in our educational system. The Russianshave about 3,500 of these with a present enrollment (fall 1956) of about 1,900,000.These schools are operated, financed, and maintained by the various individualministries in charge of the various branches of the Soviet economy, but thecurricula, textbooks, and instructions are controlled by the Ministry of HigherEducation.
The technicums are a kind of three-way cross between our technical insti-tutes, trade schools, and our on-the-job training programs, and hold a place ofmajor importance in the Soviet program of higher education. These schoolsoffer training in more than 1,000 specialties that serve every phase of the Sovietsociety.
Students who have graduated from the seventh grade may apply for entranceinto a technicum. If at least 75 percent of all Ivan's secondary grades are 5'sand the remaining ones are all 4's, Ivan may enter without examination; other-wise, he must pass entrance examinations in three subjects. If Ivan entersfrom the seventh grade his course is sure to be 4 years in length. If he entersfrom the 10th grade certain curriculums are less than 4 years. In 1956 about200,000 entered the technicums from the seventh grade.
There are still a few engineering technicums that can be entered from theseventh grade; however, they are rapidly being abandoned. Hence, if Ivanwishes to enter an engineering technicum, he should plan to finish all 10 of thesecondary-school grades.
Let us specifically examine the curriculum in mining engineering at a Soviettechnicum. It is 4 years with 6,100 instruction hours, 27 percent of which isclass work, 15 percent laboratory and computation, with 58 percent practicalwork. During the 4 years in this semiprofessional training school Ivan studies:General courses: History of the U. S. S. R., Russian language and literature,mathematics, physics, chemistry, foreign language.
General technical courses: Drawing, technical mechanics, electrotechnology,machinery, technology of metals.
Special courses: Geology, mining, geodesy and mine surveying, miningmachinery, mine transportation, mining mechanics, mining electrotechnology,fundamentals of enriching coal yield, economics and organization of production,calculation (cost accounting), rules for technical exploitation, mine safety, plussome workship, field work, military training, and physical education.
Upon graduation from a technicum the student is immediately assigned workfor a period of 3 years, after which he presumably has somewhat more influenceon the place and nature of the work he is to do from then on. The tremendousdevelopment of these semiprofessional institutes in Russia is, of course, madepossible by the tight control by the state of the educational system and is
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motivated by a desire to develop high technical capabilities in the less gifted
individuals so as to be able to increase the effectiveness of the fully trained
professional worker.

In 1955 industrial technicums training industrial technicians and support-
ing personnel for industry, construction, communication, and transportation,
graduated 122,000. Altogether during the period 1951-55 Soviet industry, trans-
portation, construction, and communication got 462,200 technicians and semi-
professional supporting personnel from technicums.

This fall the technicums are reported to have accepted 4S0,000 new students,
of which 60 percent were 10-year graduates.

GRADUATE AND ADVANCED DEGREE TRAINING

Soviet advanced degrees may be earned not only at the universities but also
at research institutes as well. Russia has a vast complex of research institutes
and laboratories under the jurisdiction of the industrial ministries, the Academy
of Science of the U. S. S. R., and the various republic academies. About 60
percent of the advanced degrees are awarded by the universities and about 40
percent by the various institutes. The degree 'kandidat" corresponds closely
to our Ph. D. and is awarded in 18 "fields of knowledge."

Training for this degree may be taken by individuals under 40 years of age
who have completed their higher education and who can pass oral entrance
examinations in (1) their specialized field, (2) one foreign language, (3) and
in the principles of Soviet idealogy. Training is organized on the industral
study plan. A ranking professor supervises the study of from 2 to 5 students.
At the end of the first year a dissertation must be selected, and at the end of
the second year he must pass a battery of qualifying examinations, including two
foreign languages.

The entire third year is usually devoted entirely to work on the dissertation,
a defense of which is publicly made before the academic council of the sponsoring
institution. If the defense is successful, the degree "kandidat" is awarded by
the institution and confirmed by the Government.

Soviet sources state that a dissertation for a 'kandidat" degree should reveal
general theoretical and special knowledge of the topic on which it was written.
It should demonstrate the ability to perform independent research and present
new scientific findings. These dissertations for an advanced degree are usually
an integral part of a larger program centrally supervised. The larger program
can be appraised only in terms of the general quality of Soviet work in a given
area of science. Consequently, one would expect a wide variation in quality.
However, there can be little question but that research in some branches of
Russian science is advanced, extensive and of good quality. In 1952 there were
about 5,500 "kandidat" degrees granted, not substantially different from our own
rate of production of doctorates.

GENERAL DISCUSSIONS AND SUMMARY

The present Russian Government has made it abundantly clear that it has a
high regard for education as one of its most effective tools to be used in its
drive for world domination. Although professing the aims of general educa-
tion, the Soviet educational system in reality is uniquely geared for the training
of specialized manpower. The individual must be educated but the individual's
education is to be used to make the state more powerful. The present Govern-
ment has clearly indicated that it intends to furnish education to each individual
commensurate with his potentialities to contribute to the state.

Higher education is entirely tuition free and all successful students receive
monthly living allowance stipends, which range from one-third to one-half of
the prevailing average industrial wage. In addition, outstanding students re-
ceive bonuses. The stipends are differentiated so as to favor engineering and
science students. The Soviet wage structure also heavily favors scientific
and engineering occupations, with wage ratios for these occupations ranging
anywhere from twofold to tenfold above the prevailing average wage of salaried
workers and employees.

The Soviets operate by well-known 5-year periods. At the beginning of the
present plan 1955-1960, 10 grades or primary and secondary education were
available to only 70 percent of the population. Their goal is to have it universal by
1960. Their educational purpose is indicated by the intense teacher training
program, and the high percent of their graduates of higher education turned
back into teaching. At the present time it is reported to be 50 percent. The
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salary levels of teachers indicate that the Soviets are playing for keeps. Presi-
dent Homer Dodge reports that the salary of an experienced upper grade teacher
is about the same as an experienced doctor and three-fourths as much as a
factory foreman. The salary of a professor is four times that of a skilled
mechanic. Furthermore, as of 1956 all tuition and fees have been removed for
study at every level in higher education. Practically all students are sup-
ported by fellowships, the stipends of which depend upon the course of study,
the level and the quality of achievement to date. Thus by means of mass per-
suasion and bold incentives, the Soviet state makes every effort to channel the
best available talent into engineering and scientific professions.

To enter a college or university one must either be a gold medalist, a graduate
from a technicum in the upper 10 percent of the class or pass searching entrance
examinations. In engineering and scientific fields, for example, these examina-
tions usually cover five subjects: physics, chemistry, mathematics, the Russian
language, and a foreign language. These entrance examinations may be re-
peated as frequently as one wishes until one is 35 years old.

Because it is their only practical hope for advancement, probably no people
in the world are so sold on education as those of the Soviet Union. That is
why 56 million of them are presently engaged in some sort of educational enter-
prise for self-advancement and why the sicence reading room in the public library
in Leningrad is full 24 hours a day, the night workers occupying it by day and
the day workers by night. The Soviet Government is also sold on education.
That is why it is spending more than 5 percent of the gross national product
on education.

The slogan of the late master, Stalin, that cadres of specialists-their number,
their quality and competence-will decide the outcome of the industrial build-up
essential for Communist victory, is now guiding his heirs more than ever before.
Many scholars in the Western World have studied and made pronouncements
upon Russian education particularly as to the quality of their engineers. It all
adds up to the fact that the Soviet state by and large succeeds in attracting its
ablest talent, channeling this talent where the State thinks it is most needed-
namely in science and technology. The education of their engineers may be
somewhat different from the education of engineers in the Western World, but
we may disregard the quality of their training only at our peril. Also, presently
they are being trained at about twice the rate of engineers in the United States.

Mr. EASTON. Thank you very much, gentlemen, for permitting me
to appear. In closing, let me say that I speak as an individual and not
in behalf of any of the institutions I have mentioned.

Chairman PATMAN. We have enjoyed your testimony, and I wanted
to ask you just a few questions.

You consider adequate quarters the principal shortage right now?
Mr. EASTON. I said, I think, faculty, No. 1, adequate quarters com-

ing close to it.
Chairman PATMAN. Faculty, No. 1. And you object to taking them

away from the college campus?
Mr. EASTON. If in order to do so they charge the taxpayers an

exorbitant rate for the service.
Chairman PATMAN. It doesn't seem like a fair practice. I wonder

if there is some way you could bring that to their attention?
Mr. EASTON. We in the colleges have certainly done so, Mr. Chair-'

man.
Chairman PATMAN. Maybe we could do something about it here.

I think if it is brought to their attention in the right way they would
not persist in it. Do you think so?

Mr. EASTON. I am not sure. Let me give you one reason for my
doubt-

Chairman PATMAN. The profits motive is there, of course, they take
these contracts at cost-plus.

Mr. EASTON. I had one experience which shocked and rather sad-
dened me. Last June at our annual meeting of the American Society
for Engineering Education, I met a man whom I had known as a

114
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college professor at the previous meeting. I asked him how he was
getting along, and he said, "Fine, but I am no longer with the college,
I am now working for a company on the west coast."

I said, "What are you doing?"
He said, "I am recruiting, my official job is to recruit at meetings of

college professors."
And that was why he was there. I thought he was a bit of a traitor

to the cause.
Chairman PATMAN. That is serious. I didn't know it had gone

that far.
Mr. EASTON. That is the extent to which it has gone.
Chairman PATMAN. I think we should give it more attention.
Mr. EASTON. I think so.
Chairman PATMrAN. About the quarters, housing; do you think we

should build more houses? You said a lower interest rate, you didn't
mean that the students themselves would build houses, you meant
that the colleges would build them?

Mr. EASTON. That the colleges could build from the college housing
loan program which is already in existence at a lower rate.

Chairman PATMAN. We have the program now, and it is going along
nicely. I wonder what the interest rate is now. I don't recall.

Mr. EASTON. I am not sure.
Chairman PATMAN. It is about 3 percent, I think.
Mr. EASTON. The reason I mentioned this, it was discussed quite

extensively at a recent meeting of the American Association of Land-
Grant Colleges, and a move was made at that time to request a lower
interest rate.

Chairman PATMAN. Yes. I think it is justified, and I think you
could solve a part of this if we could get more housing by raising the
standards as you suggest.

Mr. EASTON. I am sure of it.
Chairman PATMAN. There is hardly any point in keeping the people

in scarce housing when there is no sincere effort made by the students
to finish or to properly pursue the courses.

Mr. EASTON. That is right.
Chairman PAT-MAN. And I think that is a good point. The colleges

themselves would have to do that, or the associations.
Mr. EASTON. I think so. But the general climate would have to

be so as to make it possible. You see, in this democratic society every-
one appears to be entitled to a degree. One college president recently
made the suggestion that on every man's birth certificate in the United
States we should confer upon him the doctor's degree, then maybe
we could get on with the serious business of education. There is too
much of the thought that everyone is entitled to go to college.

Chairman PATMIAN. Yes, we couldn't set up a screening committee
to say, "Now, this boy is entitled to go and this boy is not," we couldn't
do that. But I think on the basis of their ability to pass certain tests
would be fair.

Mr. EASTON. I think so.
Chairman PATMAN. I am disturbed by what you said about the

college professors not only leaving the campus but going out to help
recruit others.

Mr. EASTON. I hope that is not too widespread. I gave that as
one example.
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Chairman PATMAN. I hope it is not too widespread. I was just
thinking about some possible remedy for that without a law. It is
something that is awfully hard to legislate on. I wonder if the Sec-
retary of Defense couldn't make sure in entering into these contracts
that some provision would be made against that.

Mr. EASTON. The gentleman sitting behind me whispered to me as I
went back to mv seat, "Did you know that there -was a hearing on this
very question in this building today?"

And I said, "No, I didn't."
Chairman PAT-MAN. Which committee, do you know?
A VOICE. The House Civil Service Committee, the Davis subcom-

mittee, is going into this question.
Chairman PATMAN. Well, that is fine. That is very good. But

don't you believe that the Secretary of Defense could possibly do
something about it ?

Mr. EASTON. I should think so, because these are mostly defense
contracts.

Chairman PATMAN. They can put all kinds of provisions in the
contract, they can always add another proviso. And provided, of
course, these engineers are not-I don't know just how it could be done.

Air. EASTON. It is a difficult thing, because I wouldn't want it in any
way to impede the normal law of supply and demand. I don't think
it would be wise to attempt that.

Chairman PATMAN. No. But where they use the Government's
money in a cost-plus contract to induce people away from colleges, that
is serious. And I think I will send Secretary Wilson a copy of your
testimony and invite his attention to that and ask him if he will try
to find some way, at least minimize it, if not stop it.

Mr. EASTON. I am sure the colleges will appreciate it.
(The following was received from a witness who was unable to be

present in person because of conflicting engagements:)

STATEMENT OF DR. ERIc A. WALKER, PRESIDENT, THE PENNSYLVANIA STATE
UNIVERSITY

My name is Eric Arthur Walker. I am president of the Pennsylvania State
University. I am speaking today, as an individual, on the subject of engineering
education and what it can do to meet the challenge of modern shifts in Amer-
ican technology. My knowledge of the subject has been gained through 23 years
of experience as an engineering educator. I am a member of the Secretary of
the Army's Scientific Advisory Panel and the Naval Research Advisory Commit-
tee, and am vice chairman of the Committee for the Development of Scientists
and Engineers, appointed by President Eisenhower. I serve as chairman of the
National Research Council's Committee on Undersea Warfare and am directing
for the American Society for Engineering Education a comprehensive study
of the Nation's needs for research in engineering. I am a member of the
American Society for Engineering Education, and from 1952 to 1954 served as
vice president of the society. During the same period, I served as chairman
of the Engineering College Research Council and as chairman of the National
Science Foundation's Advisory Committee for Engineering. I am a fellow of
the American Acoustical Society, American Institute of Electrical Engineers,
American Physical Society, and the American Institute of Physics, and am
a member of the Institute of Radio Engineers, the Newcomen Society, Society
of Sigma Xi, and Tau Beta Pi. I am a registered professional engineer in
Pennsylvania and Connecticut. My remarks do not necessarily reflect the
opinions of my university or of any of the organizations of which I am a member.

From a technological point of view, automation is not new and presents us
with no new strictly scientific or engineering problems. The history of the use
of automatic or semiautomatic machines to, replace manual labor goes back
almost as far as we have records of human activity. As man has discovered
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new forces and phenomena and has learned how to use them to his advantage,
they have been incorporated in his machines. As a consequence, the machines
themselves have become, on the one hand, more complex and intricate and, on
the other, more efficient in performing increasingly subtle tasks. This change,
however, has been achieved through an evolutionary process, not a revolutionary
one.

Dr. Vannevar Bush pointed out to this subcommittee in its hearings last Octo-
ber that automation is simply one phase of technological change and that tech-
nological change is not a new phenomenon. Only two things are new in this
area: (1) the word "automation" and (2) the accelerated pace with which
the principles and techniques of automation are being applied in industry. The
term "automation" is so new that the 1950 Webster's unabridged dictionary
fails to list it, and the fact that the word has come to be so widely used and
understood in just a few short years is one indication of the tremendously
increased significance of automation to industry.

Dr. Bush further pointed out that automation "is a part of a very important
general movement, namely, the planned application of scientific results in an
economic manner for the increase of man's physical well-being." It is this move-
went-its implications and its demands-that provides both our problems and the
framework within which we must seek their solution.

The movement is significant not simply to our technical community but to the
whole of our social and economic structure. Even though, from a technical point
of view, the changes that are occurring are more a matter of degree than of kind,
their importance probably cannot be overestimated. The effects are felt at
every level of our society and have actually changed the structure of it. We can
plot, for instance, the rapid change from a basically rural society to a basically
urban one. In 1900, the dream of almost every man was to own his own business;
today, one out of every two employed workers is on the payroll of a large cor-
poration. In 1900, our discoveries were made by lone inventors working in their
cellars at night or in an ill-equipped laboratory on a college campus. Today,
they are made by teams of specialists working in the best laboratories Govern-
ment and industry can provide.

We cannot help but see the significance of this change in our daily lives. To
this point, I should like to quote Mr. Mitchell Wilson, whose dual careers as a
novelist and physicist have won him fame in both fields: "Americans today-
whether they earn their livings in offices, factories, stores, or farms-either
make machines, plan new machines, sell the raw materials for machine-made
products, or feed, represent, amuse, educate, heal, or bury the people who work
on or with machines. * * * I am not talking here about the machines and mecha-
nisms used in the American home, but about the social rules, the social aims, the
social strifes that are developed in a society based on machinery and mass
production."

Changes as fundamental as these cannot help but cause concomitant shifts
in our manpower needs, and the shifts themselves can tell us something about
the changes that are taking place and give us some hints of what we must do
about them. A great number of statistics indicative of these shifts were pre-
sented before this subcommittee at its hearings last year; I shall give a few
general ones simply to serve as a review. Between 1940 and 1950, the total labor
force increased by about 35 percent; during the same period, the number of
farmers decreased by around 27 percent, but the number of research workers in-
ereased by almost 100 percent and the number of engineers by about 200 percent.
Between 1947 and 1955, output in the electrical manufacturing industry increased
by 87 percent, but the number of production workers increased by only 14 percent.
In contrast, the number of nonproduction employees, which includes the engi-
neers and scientists, increased by 40 percent. In 1900, about 300 factory workers
were employed by industry for each engineer; today, the average is about 50
to 1, and some industries find it necessary to employ 1 engineer for each 10 factory
workers.

The significance of figures such as these are perfectly clear, I think. Ameri-.
can industry is becoming increasingly dependent upon science and technology
for its continuing expansion. In your hearings last year, some fear was ex-
pressed that, should this trend increase, it might result in a serious unemploy-
ment problem. It is not my purpose in this statement to deal with the sociologi-
cal problems resulting from automation, but I might note that we have today
almost no unemployment. At least part of the reason for this lack of un-
employment is no doubt the continued expansion itself; approximately half
our labor force today is employed in businesses engaged in producing or selling
products that were generally unheard of in 1900.
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It is my purpose, rather, to point out our increasing dependence upon highly
trained professional manpower for the health of our economy, for our con-
tinued technological and scientific advance, and for the maintenance of our
ability to protect our way of life. Further, I wish to explore some of the
things our colleges and universities can do to meet the challenge of our shifting
manpower needs.

This shift was inevitable in automation. By definition, automation replaces
unskilled labor with machines that do the work faster, more accurately, and less
expensively. But it requires a high level of both intelligence and training to
design the machines and keep them running, to prepare the information for
them, and to interpret the results they produce. In a sense, we replace large
numbers of our least talented, least expensive labor with smaller numbers of
our most talented, most expensive labor. This fact, combined with our con-
tinued expansion, has created a shortage of professional workers that threatens
our entire economy. The fact of this shortage has been dramatized by the
desperate search for talent being carried out by industrial organizations. In
1954, 40,000 engineers were needed; our colleges and universities provided only
22,000. The shortage, of course, is accumulative; in 1955, about 80,000 were
needed, and we graduated less than 23,000. In comparison, Russia graduated
53,000 engineers in 1954.

This shortage of engineers and scientists is felt throughout our social struc-
ture and not just in the industrial world. Undoubtedly, it accounts in part
for our severe shortage of teachers; some experts estimate that our supply of
teachers is dropping behind demand at the fearful rate of 60,000 a year, and
that the deficit may reach 520,000 by 1966. Industry, by outbidding our schools
for the best talent, is draining off a large percentage of our superior teachers
and, by doing so, may be guaranteeing that the shortage will last for many
years to come. The number of teachers qualified to teach physics, for instance,
has decreased by 74 percent in the last several years, and the well qualified high-
school science teacher has all but disappeared.

Some find encouragement in the population statistics. They point out that
probably twice as many prospective students will seek admission to our colleges
and universities in 1970 as did in 1954. To provide for this number of stu-
dents is going to be a tremendous job. For one thing, as many academic build-
ings will have to be erected in the next few years as were built in the previous
300 years of American college history. We shall have to almost double our
faculties. And to do these things, we shall probably have to spend $8 to $9
billion annually, about 3 times as much as we now spend.

To wait for the college-age population to catch up with demand, however,
would be to invite disaster. By this slow process, we could not graduate enough
engineers to supply the annual demand until 1970, if the demand did not increase
from the present figure. By that time, the backlog of needed engineers would
number about 200,000 and our economy would probably be permanently impaired.

It has been pointed out that each year that about 200,000 high-school graduates
in the top 25 percent of their classes-potentially good college material-fail to
continue with their education. In fact, only 7 out of 10 high-school graduates
in the genius class-those with I. Q.'s of 163 and above-go on to college. About
half of these, the studies show, drop out of school because of financial reasons.
To reclaim these, we would need from 60,000 to 100,000 additional scholarships.
The other half drop out because of a lack of motivation to continue. The
underlying cause here is more difficult to identify and correct, because it may
involve the home situation and the attitude of the parents, local racial and
religious biases, the attitude of the community, and individual differences.
Perhaps the most obvious and easily controlled factor is the lack of proper
teaching and counselling in the primary and secondary schools. Corrective action
requires increasing the pay of teachers, improving buildings and facilities, and
up-dating our school programs.

Certainly, these steps must be taken, and I'm sure they will be taken. But
they call for long-range programs that can't begin to solve the immediate
problem. And if we don't solve the problem facing us right now, the long-range
problem may have been solved by default before the solution has had an oppor-
tunity to have become effective.

The immediate problem must be solved largely by the colleges and universities
through the application of just those methods we are trying to teach those who
will become the leaders in our professional, technological society. We cannot
solve the problem by multiplying the number of technical courses or curricula
we offer. We do have some courses added in this area at the Pennsylvania State
University to keep abreast of recent scientific and technological advances:
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Advanced electronic analog computers and digital computation and control, for
example, are offered by the department of electrical engineering and automatic
control systems is offered by the department of mechanical engineering. But
the addition of these courses is not, we feel, even a partial answer to the
problem. It must be remembered here that there is nothing basically new in
automation.

The core of the problem, it seems to us, is the tremendous shortage of engineers
capable of the highly creative type of work demanded by automation and by
research and development. The important thing to remember is that automa-
tion and modern-day research, although based on principles and techniques that
we have been teaching for years, is not circumscribed by the traditional curricu-
lar boundaries. The design of a computer, for example, requires the skills
normally taught and the knowledge normally acquired in several traditional
curricula: electrical engineering. mechanical engineering, physics, and mathe-
matics, to name a partial list. To meet problems of this sort, we have come to
employ teams of experts in specialized fields, who approach the problem by what
we call "systems engineering.' This approach stresses overall integrated design
to avoid, say, good electronic design coupled with inefficient or incompatible
mechanical features. Our traditional curricula can provide the various members
of these teams. However, they are poorly oriented for providing the project
engineers who must supply the basic creativeness, the imagination, and the
ability to analyze and synthesize the problem as a whole and to direct and
coordinate the work of the others.

In the past, our methods of identifying individuals capable of, and preparing
them for, these positions of technical leadership have been haphazard and waste-
ful. In fact, the superior individual has been identified in the past only through
the recognition of the quality of his work on routine jobs. This process takes
time, it depends on the perception and good faith of a supervisor, it presupposes
that employment is held in a firm that provides an opportunity for demonstrating
this type of creativeness and can use it when it is identified, and it puts basic
responsibility for education in fields other than that in which the original degree
was granted on the engineer himself. This last factor is important, because most
of our curricula and at least the earlier positions stress depth, rather than
breadth, of training.

Because of these considerations, the Pennsylvania State University has pio-
neered an engineering science curriculum designed to prevent this slow, capri-
cious, and wasteful process by identifying these gifted young men and women and
providing them with an education deliberately aimed at preparing them for
these more advanced scientific engineering positions and for graduate work.
This curriculum, which is open only to the top 25 students of each freshman
class, is definitely an honors course.

In this curriculum, all students follow a uniform course during the freshman
year. At the end of that year, the top 50 students are invited to apply for the
engineering science program. From the applicants, 25 students are selected.
The program followed in the next 3 years is broader than that of the traditional
professional curricula; the student is given work in all major engineering sci-
ences, with special emphasis being given to the fundamentals (mathematics and
basic technical science) and the relationship between the various sciences. The
curriculum is more demanding than the others and is expected to be more rigor-
ous. It is designed to present the gifted student with a challenge sufficiently
strenuous to encourage the development of his full potential.

We feel at Penn State that such a program will help in two ways: it should
eliminate the wastefulness of our present process of identifying and training
our technical leaders, and it should result in a more efficient use of brainpower.
In this connection, I should like to quote from a talk made last April by in-
dustrialist Crawford¶H. Greenewalt:

"Behind every advance of the human race is a germ of creation growing in
the mind of some lone individual, an individual whose dreams waken him in the
night while others lie asleep.

"We need those dreams, for today's dreams represent tomorrow's realities.
Yet, in the very nature of our mass effort, there lies this grave danger-not
that the individual may circumvent the public will, but that he will himself be
conformed and shaped to the general pattern, with the loss of his unique, orig-
inal contributions. * * * The great problem, the great question, is to develop
within the-framework of the group the creative genius of the individual. * * *

"I know of no problem so pressing, of no issue so vital. For unless we can
guarantee the encouragement and fruitfulness of the uncommon man; the future
will lose for all men its virtue, its brightness, and its promise."
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Since we cannot, in the foreseeable future, meet our brainpower needs through
numbers alone, it is important for us to improve the efficiency of our engineers
and scientists. This approach is consistent with the mores of a country that has
come to expect fewer workers, whether on the farm or in the factory, to pro-
duce more of a better product at less cost. It is also sound engineering practice.
I call your attention to the fact that were we to increase the efficiency of our
engineers by 10 percent-if we can reclaim by some means 4 hours of their time
a week-we will have, in effect, added 50,000 engineers to our work force.

We think the engineering science curriculum will help to increase this efficiency
by eliminating waste. Actually, the 1-tier educational program that colleges and
universities normally offer is extremely wasteful of brainpower. Not all young
men and women have the same capacity for education, just as not all students
have the same capacity, for example, of learning to play the piano. By forcing
all of those who come to our schools into one educational mold, we fail to provide
the most gifted ones with challenges sufficiently vigorous to develop their full
potential. We lose the less talented ones altogether.

To reduce the loss of these less talented students, the Pennsylvania State Uni-
versity is also pioneering 2-year associate programs aimed at reclaiming those
students with genuine technical interests and aptitudes but with limited prepara-
tion or analytical ability by preparing them to relieve our professional engineers
of many routine assignments. The savings are twofold: We save for important,
valuable work a force that would otherwise be lost, and we improve the efficiency
of our engineers by relieving them of subprofessional chores.

These courses are offered at the off-campus centers, our junior colleges located
in industrial areas scattered throughout the State. These courses-the original
ones were electrical technology and drafting and design technology, but three
new ones are soon to be added: Medical technology, surveying technology, and
production technology-are aimed more directly at "how to do it" than are
regular courses. The courses offered in these programs fall into five categories:
Mathematics and basic science, the technical specialty, related technical subjects,
English and speech, and socio-humanistic subjects. The difference between these
programs and the 4-year programs is one of emphasis, as much as anything else.
For example, 37 percent of the electrical engineering curriculum is given over to
mathematics and basic science, but only 22 percent of the electrical technology
program is so devoted. Thirty percent of the electrical engineering curriculum
is devoted to subject-matter specialty courses; 47 percent of the electrical tech-
nology curriculum are specialty courses.

These differences reflect the unique aims and objectives of these 2-year terminal
programs. They are intended to be more specific in purpose and not to require
a broad understanding and application of higher mathematics and basic science.
Graduates of these programs are prepared to assume many routine assignments
to become an important auxiliary in the modern engineering team.

There is one other important consideration that caused the engineering school
faculty to recommend the new 2-year programs. During the next 10 years it is
inevitable that applicants to engineering colleges will increase rapidly. In the
very near future, enrollments will exceed the capacities of existing institutions.
Furthermore, experience shows we must assume that many of those who apply
will not possess the intellectual capacity for professional work. The technical
institute is the answer for furthering the training of these students.

We feel these changes are important steps toward the removal of the ineffi-
ciency of the one-level college curriculum. We have yet another program that we
feel can help to improve the efficiency of our professional people and, consequently,
to ease the tremendous shortage of brainpower that is threatening our technologi-
cal progress. This program consists of a series of seminars held in the summer
months for graduate engineers to help them keep abreast of the most recent
scientific and technical changes. By this program, we hope to reduce the ineffi-
ciency that occurs because our engineers and scientists, rushed to keep up with
their mountainous daily chores, are unable to keep informed of the most recent
developments.

This program was started on a pioneering basis in the summer of 1953. Its
success has made it a regular feature of the Penn State summer program. and we
now offer annually about eight such seminars. In 1956, 548 engineers and scien
tists took advantage of this opportunity for self-advancement, and we expect the
number to grow. The nature of the seminars changes from summer to summer so
that we can provide updating for engineers and scientists in Pennsylvania and
the adjacent States in a wide variety of technical fields. The seminars run from
about 3 days to 2 weeks, depending on the complexity of the material to be
covered.
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This past summer, these seminars covered two areas of specific interest to the
problem before this subcommittee: Automation and creative engineering. One
hundred and seventy-six enginners and scientists participated in the automation
seminar and 73 in the creative engineering one. These numbers are close to
capacity attendance. Other seminars offered last summer included electrical
contacts, electrostatic precipitation, industrial engineering for smaller industry,
statistical methods in material research, technical report writing, and torpedo
engineering.

It sometimes appears this age is determined to prove historian H. G. Wells'
statement that "Human history becomes more and more a race between education
and catastrophe." We can be saved from catastrophe today only by reevaluating
our educational systems to devise methods and means of eliminating the fearful
shortage we now have a highly skilled, professionally trained manpower-or, If
you wish, brainpower.

SUMMARY

Automation is part and parcel with modern-day technology, and the health
of our national economy and the strength of our ability to protect our Ameri-
can way of life depends upon the vigorousness of our scientific and technological
progress. This progress is today threatened by a critical shortage of the
highly trained professional manpower, brainpower, upon which this progress
depends. The expected increase in college and university enrollment cannot
eliminate this shortage for many years to come, and, without the requisite
number of students, the addition of new courses cannot help, especially since
the principles upon which automation is based are not new.

The colleges and universities can help by reevaluating the traditional one-
level curricula. By failing to provide challenges strenuous enough to stimulate
the superior student to his fullest possible development and by eliminating
the less gifted student altogether, these curricula contribute to inefficiency and
wastefulness in the use of presently available manpower. To reduce this loss
in efficiency, the Pennsylvania State University has pioneered an engineering
science program and several 2-year technical institute associate programs.

The engineering science program is aimed at eliminating the slow, capricious,
and wasteful process of identifying and training gifted young men for positions
of technical leadership. In this program, the top 25 engineering students in
each class are given special training in the fundamentals (mathematics and
basic technical science) and in the relationship between the various sciences.

The associate programs are designed to reclaim for useful work those students
with genuine technical interests and aptitudes but with limited preparation
or analytical ability. By concentrating on how-to-do-it training, we prepare
these less gifted young men and women to relieve the professional engineers
of many time-consuming subprofessional chores.

In addition to these two programs, we provide a means by which graduate
engineers can keep abreast of latest technological advances through an annual
summer series of engineering seminars. We feel that such updating is im-
portant in improving the efficiency of our engineers and scientists.

The colleges and universities can do much to ease the present vital shortage
of technical brainpower by reevaluating their programs to provide: (1) an
adequate training for the gifted student; (2) engineering aides to perform
routine assignments, and; (3) stimulating refresher training for practicing
engineers and scientists. If we can improve the efficiency of our engineering
force by 10 percent, 4 hours a week, we can, in effect, increase the force by
50,000 engineers.

Chairman PATIrAN. Thank you very much, sir.
Mr. Sheen, I believe you were wearing a hat this morning as presi-

dent of the Instrument Society of America, and since you have put
on your other hat as president of your own company, we shall be
very glad to hear you.

STATEMENT OF ROBERT T. SHEEN, PRESIDENT OF MILTON ROY
CO., PHILADELPHIA, PA.

Mr. SHEEN. Thank you, Mr. Chairman, as you said, I have now
turned my hat around, and I am appearing in a bit different capacity.
I am now making my presentation as president of Milton Roy Co.,
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entirely apart and separate from my presentation as the 1955-56
president of the Instrument Society of America.

I do this to relate specifically my testimony in this second capacity
to the problems of the small- and medium-size business and in the
relief that your committee is specifically interested in the role of
small business in instrumentation-automation. I will respectfully
offer, as president of a small business, additional recommendations
for consideration by your committee.

The problems of small business in the instrumentation-automation
field may be briefly summarized under two headings:

1. The procurement of trained men.
2. Grow or die, and the effect of our tax climate on our ability to

grow.
Milton PRoy was founded in 1936 as the partnership name for Milton

Roy Sheen, my late father, and myself. At the time I was engaged
in consulting chemical engineering in the field of water purification
and industrial waste treatment. The trade name "Milton Roy" was
selected to avoid any conflict with my consulting practice.

The first products that we manufactured were known as controlled
volume chemical pumps, in reality flow-control instruments for meter-
ing specific quantities of chemical to a process. They found their first
application in handling water treating chemicals. From a humble
beginning in my Dad's basement and with capital of less than $1,000,
the business grew to a point where, in 1946, we changed from a partner-
ship to a corporation. Profits were constantly returned to the business
to finance the ever increasing need for growth to meet the demand for
our products. In this year of 1956, our shipments will total $3,600,000
and we now have a total of 200 employees.

Today, even though we are small business, we are the largest single
manufacturer of controlled volume pumps in the free world and have
licensees in Germany and Japan. We are now starting diversification
with other lines of instruments including instruments employed for
continuous chemical analysis of liquids and gases.

I had the privilege of testifying before the Congressional Committee
on Ways and Means on June 8, 1953, on the extension of the so-called
excess-profits tax, to show the punitive effects of that "antigrowth tax"
on a growing small business and how difficult it was to lift ourselves
by our financial bootstraps. Many of the problems of financial growth
outlined in my testimony at that time are still with us today in our
present tax climate. The net results on small business are readily
apparent from the increased number of sell-outs, mergers and con-
solidations that are necessary for continued existence.

The United States Department of Commerce data for the first
quarter of 1953-the latest figures that we have been able to obtain-
reveal that a total of 3,863 total reporting units in Code 38, instru-
ments and related products industry group, only 2.8 percent of these
companies had 500 or more employees. This is graphically shown in
the chart that accompanies this presentation. 94.6 percent of the
companies, less than 250 employees and 82 percent less than 50
employees.

If the tools of automation are to be made available to meet the rising
demands from the multitude of instrument users, it is obvious that
the problems of small business are of specific and vital concern.
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First, let me speak only briefly on the subject of education of
trained manpower inasmuch as I have covered that need rather fully
in my previous testimony and here I will simply add the relationship
between this problem and that of the small business in this field, that
of the difficulty of procurement of trained men.

The problem today is tough enough for big business, but it is even
more difficult for the small businessman. The glamour of working
in the larger organizations together with the training programs,
fringe benefits and experience that can be offered present really tough
competition when it comes to procurement of young men directly from
our colleges. The small businessman has little time in addition to
his many other duties to personally visit college campuses. He seldom
can afford the advertising spreads for technically trained manpower
used by the larger organizations, to say nothing of radio and TV plugs
for job opportunities.

To every recommendation I gave in my previous testimony, speak-
ing in my capacity as 1955-56 president of ISA, for programs to give
more trained manpower I can only add an emphatic 'amen" from my
viewpoint as a small-business man.

The very newness of this field of instrumentation-automation has
attracted the entrepreneur and the inventor in great numbers. A
feature of the recent Instrument Society of America exhibit in New
York City in September was a booth devoted to individual inventors
in a contest to submit their new ideas for new instruments and new
solutions to problems. This contest was quite a success and this idea
will become a continuing feature of the annual exhibit.

How are these inventors to merchandise their ideas? The biggest
limiting factor and the one possibly most responsible for the increasing
trend to sell our or merge is the question of capitalization, the lack of
capital to take an invention from the idea stage through to successful
manufacture and sale.

Present considerations for a change in the rate of corporate income
tax on the first $25,000, from 30 to 22 percent and then applying the
30 percent rate to all over $25,000 will, of course, help, but this is only
a small step in the right direction.

The most difficult capital for any businessman to raise is the capital
I will call brick-mortar-tools capital, or what the accountants call
"fixed assets." This is true because after making an investment in this
form of capital, business is only permitted to charge to its operations
a small portion of this investment each year, cafled "depreciation"
and must then pay taxes on so-called profits immediately before
recovering the cost of the bricks-mortar-tool money.

Actually, there is no money to bank as profits until the cost of the
fixed asset is recovered.

Here, I have a specific recommendation to make, a recommendation
that, if followed, would do more in one step to assist the small- and
medium-sized business to grow and to stabilize and do more to stop
the trends toward mergers and well-out than any restrictive legisla-
tion that might otherwise be considered. In other words, this recom-
mendation is for permissive legislation in the tax field to improve the
tax climate to permit growth.

My proposal is this, permit any business to expend its first $50,000
of capital investment in any one year choosing its own method of

85561-57-9
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depreciation on capital expenditures up to that amount. Business
could choose to expense such expenditures should it so desire. The
interesting part of this proposal is that the only cost to the Govern-
ment would be the interest on the money that would ultimately be paid
as taxes in later years.

If a capital expenditure for a tool is made in 1 year and written
off the books as an expense, the profits made on that tool or expendi-
ture would be subject to income taxes in a following year. Such a
step would not be discriminatory, as this option would be available
to any business and of any size but limited to $50,000 in any one year.

It would be of the most value to small- and medium-sized business
and would probably go further toward solving the problem of bricks-
mortar-tools capital for small business than any other one step that
could be taken. This would obviously require an inclusion in account-
ing methods of a listing of such assets on the books of the business
with reserves for future taxes such as is now recommended and prac-
ticed by accountants where certificates of necessity are employed.

This proposal would, in effect, grant a certificate of necessity to
every businessman on his first $50,000 of capital expenditures with
the exception that instead of being permitted to depreciate over 5
years, he would be free to choose any period for depreciation or be
permitted to expense, should he so desire. Any bricks-mortar-tools
assets purchased under this provision would naturally be scheduled on
the company's records. In the event of a future sale the income from
such a sale would be fully taxable at normal corporate or business
income tax rates. The beauty of this aid to small business lies in its
comparative simplicity.

I have two other recommendations to make, both in the tax area
and in this case, both referring to our educational needs.

The first of these, which I believe has been proposed by others,
would allow any individual an income tax exemption for tuition costs
at-and here I specifically mention tuition costs-at technical schools.
Here, this exemption might be said to be discriminatory in favor of
the technical schools. However, it would be an admitted impetus to
accelerate and encourage the training of technical manpower so des-
perately needed in our country today.

The second proposal may, I believe, be now made for the first~
time. Corporations are permitted up to 5 percent of their net income
for charitable and educational deductions. I propose that for the
period of the next 5 years, corporations be permitted a credit against
taxable income of $1.50 for every $1 of contribution to educational
institutions. This, in effect, would mean that the Government would
share with the corporations the cost of making additional contribu-
tions to meet the educational needs, but it would also be permitting
the corporation the initiative to decide where such contributions would
be made and not have the contributions made as a direct Govern-
ment subsidy. For example, as a possible answer to our previous
witness' suggestions, where more money is needed to build facilities
and more money is needed for teachers' and professors' salaries, this
sort of a suggestion would help to provide the money to do that par-
ticular job.

Many companies today cannot afford to donate amounts approach-
ing the 5 percent of net income. This is, again, particularly true with
the small organizations who need every dollar they can retain for their
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continued growth. Where such dollars, however, would have such
additional credits to help solve another major problem, the shortage
of technical manpower, such incentives would undoubtedly generate
a vastly increased schedule of giving and aid in solving our educational
problems.

To sum up, the role of small business and its healthy growth is a
vital one to the future of instrumentation-automation. Small busi-
ness has great need for technically trained manpower and still greater
needs for the improvement of the tax climate that will permit growth
and not demand death. Small business can then grow to become the
medium and the big business of tomorrow while doing its part in
furthering the growth of instrumentation-automation for the benefit
of all.

Thank you, sir.
Chairman PATMAN. I assume that you would like to insert the chart

in the record, too, along with your testimony?
Mr. SHEEN. I would, yes.
(The chart referred to is as follows:)
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Chairman PATMAN. I am very much impressed with your sugges-
tion, Mr. Sheen; $50,000-that is, of course, not large as we count
money in taxes or in business. You think that will even be better
than a reduction in the tax rate from 30 to 22 percent on the first
$25,000, and I agree with you that it would. The bill I have would
raise that $25,000 up to a much larger figure. And I have already
prepared that bill for introduction. And it will be introduced the first
day. And I hope to get action on it. And I would certainly not
object to a consideration of a proposal like you have suggested here.

It is possible that I will make sure that it is considered by having a
bill prepared.

Would that be better than having a 27.5 credit to a small-business
man?

Mr. SHEEN. In my opinion it would, sir, for the simple reason that a
small-business man has so much more difficulty in going to a financial
market to get money to invest in his actual tools.

Chairman PATMAN. And $50,000 becomes a part of his assets, and
then if he sells it within 6 months it is a short-term capital gain, and
you have got to pay taxes on it just the same, and if it is long term,
he pays accordingly.

Mr. SHEEN. YoU notice that I have suggested that he must schedule
that asset, and, if sells it, it is subject to normal or corporate income
tax.

Chairman PATMAN. Yes. That is quite an appeal, I think. And
the good thing about it, too, is that it will permit producing imme-
diately, and the Government will get the benefit from that production.

Mr. SHEEN. Exactly. You will do more to help that small-business
man really stay in business.

Chairman PATMAN. I am very much impressed with it. I want to
thank you very much, Mr. Sheen. And I am going to make sure that
your proposal gets consideration.

Mr. SHEEN. Thank you very much, sir. I appreciate it.
Chairman PATMAN. Since we have concluded our program for

today we will stand in recess until 10 o'clock tomorrow morning.
(Whereupon, at 3: 55 p. m., the subcommittee adjourned, to re-

convene at 10 a. m. Thursday, December 13, 1956.)
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THURSDAY, DECEMBER 13, 1956

CONGRESS OF THE UNITED STATES,
SuBcoM0rMIEE ON ECONOMIC STABILIZATION

OF THE JOINT ECONOMIC COMMITTEE,
Washington, D. C.

The subcommittee met, pursuant to recess, at 10: 10 a. in., in the
Old Supreme Court Chamber, United States Capitol Building, Wash-
ington, D. C., Hon. Wright Patman (chairman of the subcommittee)
presiding.

Present: Representative Patman (presiding).
Also present: John L. Lehman, clerk, and William H. Moore, staff

economist.
Chairman PATMAN. The subcommittee will please come to order.
We have as our first witness this morning Mr. Albert F. Sperry,

president of Panellit, Inc., manufacturer of data processing, informa-
tion, and control systems for industry; also president, Panellit Serv-
ice Corp., systems engineers in instrumentation and data processing;
past president and honorary member, Instrument Society of America;
past chairman, IRD, of American Society of Mechanical Engineers.

Mr. Sperry, we are glad to have you this morning. I believe you
have a prepared statement, and you may proceed in any way that you
desire, either from your prepared statement or any way that you
wish to.

Anything that you desire to put in the record in connection with
your remarks to supplement them, that is germane, we shall be very
glad to have it in the record.

STATEMENT OF ALBERT F. SPERRY, PRESIDENT, PANELLIT, INC.,
SKOKIE, ILL.

Mr. SPERRY. Thank you, Mr. Chairman. I have a prepared state-
ment, but in view of the extremely interesting discussions yesterday,
I would like to supplement it with some comments that bear on certain
of the questions that have come up.

I have been asked to discuss systems engineering and data process-
ing, their relation to the general problem of automation and their com-
in role in industry.

l hope that I will be able to convey to you my conviction that these
techniques hold out great promise for technological progress, even
though many difficulties stand in the way of their complete acceptance
todav

ALo that their widespread applications will not require disturbing
readjustments on the part of labor, but may require real orientation
in management thinking.
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Incidentally, yesterday Dr. Moore asked certain of the speakers
if they would define the term "automation" again. This has been
done so many times-

Mr. Moorm. The question dealt rather more with "instrumentation,"
which is an even newer word in the common man's language, I believe,
than "automation."

Mr. SPERRY. I have been in the instrumentation field for 34 years,
and we long time ago came to the conclusion that it was a frustrating
task to try to define instrumentation." Both instrumentation and
automation are such broad fields that we have had to break them down
each time.

But I will in the preliminary to my talk break down the field of
automation, so as-to delineate the field in which instrumentation plays
the most important part. Without trying to define it, I think I can
offer some conmnents that might help.

In order to do this, I intend to consider automation as breaking into
two main aspects. This, incidentally, is a little different than the
general approach taken at the first hearing by certain speakers, where
I heard it broken down into the four aspects, which were, as I recall,
mechanization, continuous process, feedback, and rationalization. I
think those overlap and confuse the picture a bit.

To me, therefore, the whole field seems to resolve itself into two
distinct aspects. The first of these is usually referred to as mechani-
zation and has to do with the replacement of men with machines, with
the shifting of the labor population from the line to the staff functions
of production. This aspect of the problem occupied most of your
attention during the hearings of 1955, and, quite naturally, highlighted
those problems which the public associates with technological change
and automation.

The second aspect of automation, and the one which we are mainly
concerned with in the present hearings, has to do with the control of
our technological processes in order to optimize their operation.
Mechanization is usually a prerequisite to effective control and, to
follow the pattern presented by Mr. Jones yesterday, it can be consid-
ered as an extension of our human capabilities to produce motions,
force, and work-our muscles, in other words.

Instrumentation and measurement can be said to be extension of the
human senses. Systems engineering and data processing which I am
covering more particularly, extend our mental capabilities, such as
memory, mathematical manipulation, comparison, and decision
making.

It is not necessary to have mechanization, instruments, or automa-
tion of any type in order to produce a product, if the process is a
simple one. A tailormade suit is an example of a completely un-
mechanized purely manual operation, and there will always be many
activities which will require skilled manual artisanship. As a matter
of fact, the increase in leisure due to technological progress in itself
creates new demands for such custom-built products, as a byproduct of
our ever-increasing standard of living.

Now, if it is a simple process but we wish to produce it in large
quantities, we can usually mechanize it in order to produce it economi-
cally.

If, however there is any complexity in either the product or the
process, then the end product, while it may be produced cheaply, may
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not have the desired quality, and the entire operation may break down
for lack of control. In such a case, one must apply feedback tech-
niques to effectively control the process and produce the desired result.

To apply these techniques, we usually start out by having the systems
engineer analyze the process, lay down the basic rules of operation,
and set up the standards and goals. Instruments are utilized to keep
us informed as to the status of all the variables in the process. A
data-processing system gathers this mass of information, correlates
it, compares it with the desired goal, and, finally, makes the necessary
decisions so that we can adjust the process and produce the desired
result.

In a way, these same principles apply to all human activity-not
merely the means of production-and this is why the feedback concept
has made such a powerful impact on our thinking during this last
generation.

Feedback is the key to successful activity, whether human or
machine. It makes a science of acting from present experience rather
than from some preconceived plan. The concept is so powerful that
there are many who feel that it is broader than the popular notion
of automation, with its emphasis on mechanization and replacing of
men with machines.

Norbert Wiener used the word "cybernetics," taken from the Greek
word "the helmsman," to describe this science of feedback control
and information theory. Unfortunately, the public press has glamor-
ized the word "automation," and expanded its scope so broadly that
we really have no alternative but to continue to use it as an American
colloquialism for technological progress.

In applying the principles of systems engineering, we may utilize
a high degree of mechanization and thus produce considerable labor-
saving. Likewise, data-processing equipment is often utilized as a
tool for reducing clerical work in offices.

In the early stages of the application of these techniques, we will
hear a great deal about this aspect of the problem; that is, the labor-
saving aspect. We soon tend to reach a limit of the amount of capital
expenditure that one can justify on a pure laborsaving basis.

The concern over laborsavings tends to blind us to the fact that there
are many industries and activities in which labor is no longer a sig-
nificent element of cost. The efficient conversion of raw materials
and natural resources into usable and salable products and the effective
utilization of our capital facilities are really the major problems that
face many industries. As a matter of fact, these are problems even
in many industries where labor is a large factor.

Much has been said about the "continuous process" industries and
the "flow" concept of production. The chemical and refining indus-
tries and electric utilities fall in this class and, as you know, are almost
completely mechanized. The paper, steel, textiles, and plastics indus-
tries are becoming highly mechanized, but their operation has not yet
become as completely continuous as in the processing industries.

Recently, the so-called Detroit-type automation has been developed
to introduce continuous material flow to parts manufacture, but the
capital costs are usually high and the applications have been largely
limited to standardized items produced in very large quantities.
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The general rule is that the, more continuous the process, the less
the percentage of direct labor cost-and in modern refineries the direct
labor cost is today oniy 3 to 4 percent of the product value.

In the more modern and larger chemical and processing plants, the
same general picture holds, although there are many small plants
which are not continuous and which bring the average labor cost up.
As a matter of fact, the average labor cost for the entire industry is
not much more than this.

It is also interesting to note that maintenance costs are averaging
about twice as high as direct labor, so it hardly seems as though a
"second industrial revolution" could result from further savings in
manpower, particularly in continuous-process operations.

You probably recall statements made at these hearings that seem to
indicate that these plants are operating so effectively that it hardly
pays to add more automation. Actually this is not so at all, but the
information on this point is very difficult to gather because most of
these processes in the chemical industry are rather secretly guarded.

The fact is that most modern chemical processes are operating at
conversion efficiencies to a point where recoverable losses are often
greater than the entire direct-labor cost, and in the case of some of the
newer products, many times greater.

Increases of 10, 20, and 30 percent, and even more, would be attain-
able by many such plants if truly effective control were possible. I
know of many such plants, from my own personal experience, and
I have checked this with operating engineers all over the country.

Petroleum refineries do not show such losses, of course, because they
are so well standardized, but even there substantial improvement could
result if their reactions to short-term changes in supply and demand
could be handled more efficiently.

Refineries can usually correct their mistakes by blending and re-
running certain of their products, but this is costly-both in yield and
tankage cost. As raw materials get scarcer and more costly, the pres-
sure for better conversions and reduced capital costs will increase.

From the long-range viewpoint, we can expect something like this
to happen in industries whose processes are even less continuous in
their nature. At first the emphasis will be on the replacement of men
with machines, but in a few years the more obvious and sensational
orportunities will begin to disappear and it will take more and more
e ort and greater capital expenditure to produce appreciable labor
savings.
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Eventually, commerce and industry will find that the cream has been

skimmed off, and they will begin to think of automation in its proper

perspective-or I should rather say in its other perspective-as a tool

for better and tighter control of production.
I feel, therefore, that the greater need today in industry is to find

means of reducing waste in raw materials and capital equipment.

I think this is true even in many industries where labor cost is a large

factor, but in the chemical-processing industries it is our only hope

for real progress.
I might add, that I am referring to progress through increased pro-

duction. I do not want to give the impression that the research work

in those industries is not also an important part of the problem.

Now, while there is general agreement that this problem exists,

there are some serious misconceptions that raise doubts as to our

ability to solve them. One of these arises from the relatively high

degree of mechanization and instrumentation that already exists in

the petroleum and chemical industries. Many feel that they have

gone as far as they can go, and that they have reached a saturation

point in automation.
Such a notion is completely erroneous. The fact is that there is

very little automatic control in these plants, except at the very

lowest levels of operation, and at management levels there seems to

be no effective control of operations at all, in the scientific sense of

the word.
I would like to describe in a general way the management and

operation of a typical industrial plant. I will use a chemical process

as an example, but the general principles will apply very largely to

any highly organized technical activity.
I have brought figure 1 to show schematically how the individual

steps of the process intertwine with each other to form a complex,

continuous process.
Each step in the process can be thought of as a closed loop of cause

and effect, a feedback control loop in which (a) the result of that

step in the process is measured, (b) fed back and compared with

the desired result, and (c) if they are not identical, that is, if error

exists, then a decision is made as to the action to be taken to eliminate

the error and produce the desired result.
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(The chart is as follows:)

This, in essence, is the process of control and for all practical puI'-
poses it can be considered as the process of effective management.

In figure 1, I have indicated by the various loops that it can be
broken up into four echelons of management, using the word "man-
agement" very broadly there.

The largest loop represents the plant manager, next the technical
staff, the third the operators and, finally, the laborers or automatic
controllers-depending upon the type of process involved.

Let us see how automatic each of these four echelons actually is in
a typical up-to-date plant.
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The laborers or automatic controllers (the smallest loops), deal with
operations that are quite simple and which satisfy the three im-
portant conditions for complete automatic operation. These condi-
tions are:

1. They can be measured with sufficient accuracy, reliability, and
speed.

2. They are adequately mechanized.
3. The correlations between measurement and correction are def-

inite, simple, and quick. Under these circumstances the machine
can make adequate decisions; as a result, these operation are prac-
tically always controlled by automatic machines.

One of the most important considerations is the time element
that characterizes these functions. Time constants range from sec-
onds in most cases, to minutes for the more difficult (and less highly
automatized) functions. The time constant is the measure of the
speed with which the process reacts and when it exceeds a few minutes
the effectiveness of automatic control is greatly reduced, especially
if there are significant disturbances to be coped with. Considerable
human attention is usually required to keep such units in operation.

The operator (the next echelon) supervises the complete unit to see
that everything is functioning properly and safely. He usually has a
centralized control board with instruments, alarms, et cetera, which
he reads and compares with the instructions from his technical staff.

He makes the decision to keep the unit onstream and counteracts the
disturbances that are constantly cropping up to upset the unit. This
is not an automatic operation in any sense, although he uses the auto-
matic devices as mechanized tools to help him get the desired results.

The technical staff and the manager rely largely on the information
gathered by hand on log sheets or reports. It usually takes days
before they have adequate information on which to base a decision,
and management gets its information weeks later, if that soon.

The volume of statistics that management needs is so great that
in a typical industrial operation today, it is seldom received in time
for effective control.

So we see that automatic control, even in this highly mechanized
industry, only exists in the lower echelons of operation. It takes so
long for the information to get up to either of the management levels
that there is not even a possibility of considering automatic control
today. The more complex the operation becomes, the longer the in-
formation time cycle grows, and the less chance there is for manage-
ment to meet the changing conditions with anything like effective
control.

Time, as often said, is the essence of this problem. There are
plenty of figures and reports available to management in most plants.
The instrument industry has made such tremendous strides in the last
generation that management is often flooded with statistics that could
be of great value if they were available in time and in usable form.

This, of course, is not a problem peculiar to any one industry. It
concerns management in every field of endeavor and, therefore, in
attacking the problem we can borrow techniques even from such asp-
parently unrelated activities as the biological sciences and the statis-
tical mathematics, and even from the Government.

Table 1 shows in a very general way how these time scales of in-
formation gathering have been gradually reduced since feedback
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techniques were introduced into industrial processing after World
War I.

(The table referred to follows:)

TABLE 1.-Compressing the time scale

(1) ~~(2) (3) (4)
Automatic Technical
Controllers Operators Staff Management

Prewar
(1920-1940) Sec. - Min. Min. - Hours Days - Week Weeks - Months

Postwar Sec. - Min.
(1945-1954) _ _ _ - Hours

Today
(1955-1960) Sec. - Min. Hours - Days Days - Weeks

Future
(1960 - ) Split Sec.- - - - - Hours fDays

The pre-World War II period brought us the automatic controller
and many refinements of instrumentation, which made automatic con-
trol of our process variables a practical reality.

The developments of the postwar era made it possible to integrate
the operation of complex processes, not automatically, but by extend-
ing the capabilities of human operators through centralized control
systems.

Remote transmission, miniature instrumentation, alarm systems,
graphic panels, and the tremendous strides in product-analysis instru-
mentation made it possible for one operator to keep the most complex
systems on stream.

Today, we are trying to eliminate the "hours" from the operator's
time cycle by the development of quality control instruments such as
spectrographs, refractometers, and so forth.

At the same time, we are trying to bring the technical staffs their
reports within hours and days, and management its reports within
days and weeks.

This is where the big push for data processing stands and will -be
the next few years. The last column labeled "Future" indicates that
we soon hope to process all the information needed for control-even
by top-level management-within a matter of hours and days.

This, I think, is as far as we will want to go. It will furnish man-
agement with the information it needs, in usable form and in. time,
and the basis for effective control will have been accomplished.

At this level, there is very little serious thought of attempting to
make decisions automatic. First of all, the cost and the complexity
would be such that there would hardly be a possibility of economic
return.

But more important, our free, competitive economy requires of
management a flexibility of action which would be lost in a completely
automatic system with its more rigid goals and its limited adapta-
bility to unpredictable disturbances.
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I am attaching figure 2 which shows in a general way, the role of
the computer in the industrial data processing system.

(Figure 2 is as follows:)

r '

U A

U .. /mA
I

The computer could be one of the typical electronic office machines,
such as IBM, Remington Rand, Burroughs, and so forth, or it could
be a special purpose machine designed for a particular type of system.

The big difference between this industrial system and an office system
lies in the way data is fed into the computer. In an office the figures
are punched onto cards or tape by hand, but in an industrial informa-
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tion system the data must be measured and gathered automatically,
24 hours per day and 365 days per year.

This poses many new problems for the instrument engineers, since
the success of the entire system depends on accurate and reliable pri-
mary measurements.

What are the problems today? You have been made well aware of
the difficulties that faced industry in finding technically trained people
who not only can man these new tools of production, but can also con-
ceive, design, build, and maintain them.

This problem is even greater when we are concerned with this more
sophisticated aspect of automation-the application of feedback
techniques.

The science of automation has become so complex that a new ap-
proach has come to the forefront in the last decade-the team ap-
proach-as contrasted with the older concept of the expert, the
inventor, the designer.

Systems engineering has been developed as a scientific method for
producing an optimum result, using any techniques that it finds avail-
able.

Today, this involves such a variety of methods that it is becoming
almost imposible for one man to understand them all, let alone be an
expert in their application to technical problems.

Systems engineering, therefore, gathers together the scientists,
mathematicians, engineers, technicians, and welds them into a team
capable not only of conceiving an optimum solution to the problem athand, but also of designing it, building it, putting it into operation,
and maintaining it, if necessary.

New organizations have had to develop in order to fill these needs;
and a new type of engineer has come to the front, the man who can
think beyond the limitations of available hardware, and use every re-
source on his team to "do what it takes."

Such a man must have understanding and background in order to
formulate his goals clearly. He must have enough creative imagina-
tion to hurdle the roadblocks of tradition and, yet, have the innate con-
servatism to draw on the experience of the past.

He must be able to carry out his mission, design, build, buy, erect,
and operate his project.

This is a pretty good description of the successful entrepreneur of
American industry, and describes quite well the men who pioneered
the industrial enterprises that made us the great power of the world.

Now, however, industry has reached the stage of complexity where
we must train such men by the thousands to create and build the in-
dustrial plant of the future, and we are not making sufficient effort to
get them.

True, the military have helped and have encouraged many fine
systems projects; and certain of our schools are well aware of the prob-
lem.

A few schools like Massachusetts Institute of Technology, have done
a good job, and the guided missile projects all have made much prog-
ress, but industry has had only a trickle of the benefits so far.

Our schools, while they are aware of the problem, need help not only
in maintaining teaching staffs, but in doing the basic research that is
so badly needed to keep this dynamic science alive and able to meet its
evergrowing problems.
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Incidentally, the very nature of the problem has encouraged the
growth of many small enterprises, ranging in size from 1 man up to
100 or more, and industry has gone to these men to solve many of their
special problems.

My own company grew up in this way, almost through no conscious
effort on my part. After 15 years of experience as an instrument de-
signer, followed by several years of plant and process design, the war
brought me a problem of information-gathering on a large scale that
simply could not be solved by stereotyped methods.

The men who conceived-or rather brought me the idea-were not
the least concerned with laborsaving. They werd dealing with a
process of such complexity and danger that they simply had to devise a
means of bringing the thousands of pieces of information needed to
control the system before one man. It made no difference if it took
more men to operate and maintain it, the important thing was that one
man should be in a position to make decisions in time to act and control.

My company has grown, as have many others who have entered
this -field, but the problems have grown faster than we have. Today,
we can only 'undertake a small fraction of the problems in systems
engineering that are put before us, even though we now have a few
hundred men involved in designing, building, installing, and main-
taining these systems.

We simply cannot find enough men with the ability and training
to cope with the problems that are put before us, and other companies
are faced with the same dilemma.

Of course, we will find a way but it would be a much healthier situa-
tion if we could really 'utilize our manpower to its fullest capacity.

Another interesting aspect of this situation has been the problem
of maintenance. This has created such demands for technically
trained personnel, that we have found it necessary to take over the
maintenance in the field, not only of our own equipment, but of the
entire instrumentation and data processing in certain industrial plants.

If we can solve this technical manpower bottleneck, we can move
ahead; and certainly one great service that Government can perform,
is to promote the educational activities that have been outlined so
well by other speakers at these hearings.

Bringing information to management for continuous control is not
a new idea, but the systems themselves are just coming out of the
development stage. There are a half-dozen or more companies offering
systems of this general type and many more are making vital com-
ponents.

So far, the few systems that are in operation have been only partial
solutions to the problem, and even these have been in industrial plants
for only a year or so. As far as I know, the first comprehensive sys-
tem, involving a complete, large refinery is now being installed, and
will be in operation within the next few months.

Because of the technical nature of the problems involved, we have
not only had to design and build the system, but install it and take
over its complete maintenance for an indefinite period.

This will have to be done quite generally, because users simply do
not have the trained personnel to maintain this apparatus by them-
selves.

This places a strain on the resources of technical staffs of the manu-
facturers, and the future of this entire development depends on being
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able to educate and train men capable of engineering and operating
these complex electronic systems.

I would like to say a word about the attitude of labor organizations
to the introduction of automation and data processing systems. My
company is very involved with labor problems, not only in respect
to the men who use them, or might be displaced by them,-but also to
the men who install and maintain them.

We have had to solve many problems, but I can say unequivocally
that the labor organizations with whom we have been involved have
helped us to solve them as they came up, without raising any road-
blocks.

By this, I don't mean to say we have had no difference of opinion.
We have had our share of negotiations and discussions, but these have
always been part of the normal give and take of industrial relations.

My experience leads me to feel that the responsible labor organiza-
tions sincerely want us to enjoy the full benefits of technological prog-
ress. There is certainly nothing incompatible with this and their
desire to cushion the shock of any local and short-term dislocations
that might result from any sudden changes.

I think it is just as important that the public at large understands
the change in management attitude during this same period. I think
it goes much further than the change from the shrewd entrepreneur to
the executive planner and coordination, which I think was discussed
quite fully in some of the previous hearings.

I am a relatively small industrialist but I deal mostly with large
organizations, and I have been constantly made mindful of their grow-
ing awareness of their responsibilities to the public at large.

This is not pure lipservice for the sake of public relations, but a
real understanding that organized labor and Government can be help-
ful and willing partners in this struggle toward technological progress.

I have listened to many discussions of labor problems by manage-
ment that would have been unheard of 30 years ago, and I am sure they
can solve their problems, including those under discussion, without
the need of direct legislation bearing on this problem.

Aside from direct legislation on automation, there is much that the
Government can do, and must do. Messrs. Sheen and Jones have out-
lined a number of Government actions which I think are highly essen-
tial and which I would highly recommend for your consideration.
These have been so clearly stated by them that I do not feel it is neces-
sary for me to repeat them.

In connection with the comments which I enjoyed hearing so much
yesterday, I would like to discuss two points which are not part of my
prepared testimony.

One of these is the question brought up by Mr. Jones yesterday re-
garding middle-sized companies. I think you will recall the discussion.

Then there is a scattering of companies doing from 50 to 75 million
dollars per year, and finally we have the several very large companies
whose annual business is between one-quarter million to half a million.

This presents a slightly different picture from that which you will
find in most other industries, and as Mr. Jones has pointed out, there
are many middle-sized companies large enough to deal directly with
the armed services as prime contractors, and I think a study of their
problems might be helpful.
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In view of the fact that the record has to be closed by December 20,
I realize that it will not be possible to have this study available at this
time. However, I understand that we will have another opportunity
to put this information into the record at a later date so I should like
to be excused at this time, but will submit the study for your considera-
tion at a later date.

The other point that I would like to discuss is the question of the
role of the armed services that was brought up yesterday.

As you will recall, a statement was made regarding the number of
technicians that the Soviet Union was training, 1,600,000 per year,
as conrasted with 50,000 per year that our schools were training.

I find it difficult to believe that Russia is doing 32 times as well as
we are in this respect and I have, therefore, made some inquiries from
the armed services themselves. This is not because I think we are
training a sufficient number of technicians, but rather because it is
better to base our conclusions on realistic and factual premises. I
learned that the Army itself has trained 66,432 technicians during
the last fiscal year. They also estimate that the total number of
technicians trained by all the armed services this year, is approxi-
mately 150,000 men.

Chairman PATMAN. Are they principally inducted men?
Mr. SPnRRY. These are all enlisted men-no officers. All enlisted

men. This represents
Chairman PATMAN. Of course, you have no way of knowing

whether they were inductees or enlisted. It does not make any par-
ticular difference.

Mr. SPERRY. I did get one impression there I could give you-
Chairman PATMAN. Go ahead.
Mr. SPERRY. A comment, and that is, that the Army is having many

discussions about whom they should train, and one of the big questions
is: Should they train inducted men or enlisted men?

Chairman PATMAN. That is the point I wanted you to discuss.
Mr. SPERRY. From a realistic point of view it is in their interest

to train the men who enlist for a long term, not the inducted men.
Chairman PATMAN. For long-term men?
Mr. SPERRY. Yes. It takes 15 months or more to train men of this

type. If he is going to be out in less than 2 years, this is not a very
efficient method from the strictly military point of view.

The man that is going to be a professional soldier, or at least going
to be in for 3 or 4 years, is going to return dollars and cents value
to the Army for his training.

This is a rather understandable viewpoint. The Army, if it has
to use its budget in a limited way, I presume wants to get returns
from the men it trains.

Unfortunately, this does not help our national situation quite as
much as it could.

I should like to illustrate this from my own experience. I am
a small industrialist and my company employs probably from 60 to 70
technicians, and we would have been lost in this division of our busi-
ness if we had not been able to get servicemen who had been trained
as electronic technicians. This has been our biggest reservoir of
supply, and by far the big majority of our technicians got their train-
ing in the armed services.

85561-57-10



INSTRUMENTATION AND AUTOMATION

I would like to make this point very strongly, because while we have
heard many suggestions during these hearings? that offer tremendous
possibilities for the distant future, all of which I heartedly concur
with, here we have a mechanism that is working today although not
as an instrument of national policy. It is an instrument of Army
policy.

Here is a basic mechanism that is training some 150,000 men every
year. Incidentally the men who gave me this information asked me
to emphasize the point that these trainees are highly trained techni-
cians. They suspect that in the Russian figure of 1,600,000 there are
so many mechanics, armorers, and people who repair rifles and ma-
chine guns. The armed services figures do not include those.

This figure of 150,000 are true technicians, the type of men we need
in industry.

My estimate of the total number of technicians trained each year,
not including those being given on-job training by industry, would be
as follows: 150,000 men trained by the armed services, plus 50,000 men
trained by our vocational schools, and approximately another 50,000
being trained by the Government for civilian duties. This last group
I estimated on the basis of Army Progress Report 4-B on Civilian
Personnel. This adds up to a grand total of approximately one-
quarter million technicians per year that we are training in this
country exclusive of those being trained by private industry.

I think if you take that figure of a quarter million we can still say
that Russia is 2 or 3 times as well off as we are in that respect.

Chairman PATMAN. But if you reduce their number by eliminating
the mechanics, it is possible we would be closer together.

Mr. SPERRY. We are closer together but they are still ahead-it
seems to me that it is a sufficiently startling figure that they are twice
as far ahead. To me that is the estimate that I would make after
talking with these men.

Chairman PATMAN. That is very shocking itself, that is shocking.
Mr. SPERRY. I think that is more than shocking. I think it is

dangerous. When I hear a figure such as 32 times as many, I begin
to discount it so much that I wanted to get the real meat out of this.
I want to point out that you can discount it all you want and it is still
a shocking figure.

I thought it would make the record clearer.
Chairman PATAN. Yes, sir; we are mighty glad to have thatinformation.. , ,weaemgtgldthveht

Mr. SPERRY. I think that if there were some mechanism-and this
discussion came up too recently for me to try to tell Dr. Moore or you
just how this should be done-of making this training program more
of an instrument of national policy-

Chairman PATMAN. You mean insofar as the inductees are con-
cerned?

Mr. SPERRY. Insofar as the inductees are concerned. Russia is
undoubtedly doing it.

Chairman PATMAN. Of course, they do not have inductees, I do not
suppose, except permanent inductees?

Mr. SPERRY. Well, I don't know.
Chairman PATMAN. I do not know what kind of system they have.
Mr. SPERRY. They have some conscription or something of that sort.

140



INSTRUMENTATION AND AUTOMATION 141

Chairman PATMAN. Yes. I assume they use something like that.
But, of course, the Army's viewpoint-I can see their viewpoint, they
are operating on a limited budget. And they do not want to train
people and spend all of the money on them that they have to spend to
train them in these trades unless they can keep them and get something
out of them and if they are just in for 2 years and the inductees are in
for a less period than 2 years, why they cannot see their way clear
to do that, to spend all of that money out of their budget.

It occurs to me, though, as a matter of national policy, like you
have just mentioned, that Congress should consider encouraging them
to do it, although the Army itself might not get its money's worth, the
Nation will be helped by it. That is your point; isn't it?

Mr. SPERRY. That is exactly the point. I see this-
Chairman PATMAN. It sounds very reasonable to me.
Mr. SPERRY. It has such an immediate possibility of returns because

the mechanism is there. An organization that can train 150,000 men,
whereas the whole educational picture only trains 50,000 technicians,
certainly can be made into a useful tool. In spite of the Army's dis-
like for our doing this, we are finding it useful, even to the limited
extent that they are available today.

If I were in the Army, and had a limited budget I would feel
exactly as they do. Incidentally, the men who talked to me about this
yesterday said, they have had months and months of argument as to
whether they should go one way or the other and they are not
unanimous as to which is'the best policy.

There are many people in the Defense Establishment who realize
that industry is part of its arsenal. They are not losing these men
entirely when they send them back to civilian life as technicians for
building essential goods.

For example, in my company over half of our output goes right back
to the services. And we are basically suppliers of industrial types
of equipment.

I would say that the bulk of our outpost goes back to the defense
effort in some way or other.

Chairman PATMAN. Could we separate items like that in the budget
and just admit that this is not really military-this part is not. That
part should not be charged to military. And in that way, possibly,
we could encourage them to do more of this in the armed services.

Mr. SPERRY. It occurred to me that there are already bills before
Congress which have to do with our educational program.

Chairman PATMAN. Yes.
Mr. SPERRY. These are not unrelated problems.
Chairman PATAIAN. That is right.
Mr. SPERRY. You are spending money, and are proposing to en-

courage education in engineering. Yesterday you heard a very fine
case made for the need for scientific education.

This case has been made so well. But there should be some way of
tying in our general educational program with regard to the sciences,
with the immediate work of the Army, where there is this existing
mechanism. It would seem that it would be possible to convince the
Army that the long-range viewpoint of training men for industry is
just as much a part, as the training of men to be Signal Corps men,
and Air Corps technicians directly.
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Chairman PATMAN. And we should certainly discourage the lack
of use of these men, and using them for jobs you know-you know
anyone can perform.

People who are qualified to receive training like this-in other
words, it is not only helpful to the young men but to the entire Nation.

It occurs to me that we should encourage the armed services to
better utilize these inductees, particularly along the lines you have
suggested.

Mr. SPERRY. There is one other factor that could us back if Govern-
ment did not implement its declared policy of maintaining free compe-
tition, in this instance, among the builders of the tools of automation.

The entire concept of systems engineering and integrated informa-
tion processing for management would fall down if the components
that make up the system were not available to all on an equal basis.

No one company, no matter how large, can corner the know-how
in this dynamic field, but it could hold back progress by restricting
the free use of one vital element.

I have pointed out, and Mr. Jones pointed out yesterday, that the
complications of research and development are such there are going
to be many proprietary things developed by large organizations which
the smaller companies that you heard talk about are not going to be
able to handle, are not going to be able to get into.

The patent structure has become so complicated that small com-
panies frankly just give up in frustration. We have heard a lot
about patent-consent decrees that the Government has obtained, and
I certainly think that one way in which this committee could be very
helpful would be to make sure that, both in regard to the patents and
the effects of price discrimination under the Robinson-Patman Act,
the companies who entered this field of systems engineering had avail-
able to them every possible component.

That is usually true, but it is not always the case in this industry.
And as this thing gets more complex and these proprietary compo-
nents are built up more and more we are actually going to be faced
with a problem of getting them on an equal basis.

The Federal Trade Commission is beginning to be conscious of
this problem. They have just begun to discuss this with the instru-
ment industry. Perhaps in the next year or two this might well be a
phase that you might look into further.

May I say in closing that these hearings, and the excellent report
of your committee on last year's hearings, have already done a great
deal to clear away much of the confusion and misunderstanding in
the public mind with respect to automation. This is feedback working
at its best, and it bodes well for the future of our economic system.

Chairman PATMAN. Thank you very much, sir. We appreciate
your testimony. It will be helpful to us.

Mr. SPERRY. Thank you.
Chairman PATMAN. Thank you very kindly, again, sir.
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Mr. SPERRY. Thank you, Mr. Patman.
Chairman PATMAN. Dr. Moore, will you introduce Mr. Kirkbride.
Mr. MOORE. Mr. Chalmer Gatlin Kirkbride appearing before the

committee is a past president of the American Institute of Chemical
Engineers. At the time he was invited to appear he was president of
the Houdry Process Corp. but since December 1 has been executive
director of research, patent, and engineering department of the Sun
Oil Co. Mr. Kirkbride was graduated from the University of Michi-
gan with B. S. and M. S. degrees in chemical engineering. His profes-
sional career involves not only industrial but academic experience.
He was a distinguished professor at Agricultural and Mechanical
College in Texas for 3 years; also he served for 13 years in the accredit-
ing committee of the American Institute of Chemical Engineers. So
we will have somebody from Texas.

Chairman PATIMAN. When were you in Texas?
Mr. KIRKBRIDE. Well, I lived in Texas for 12 years but I was in

Texas at Agricultural and Mechanical from 1944 to 1947.
Chairman PATMI-AN. If you do not mind, we always ask anyone what

part of the State were you from?
Mr. KrRKBuRnE. I lived in three parts of the State. I lived in Gal-

veston for 8 years, and in Dallas for 2 years.
Chairman PATMAN. They are good parts of the State. There are no

bad parts, as Dr. Moore reminds me. Sorry you had to leave Texas
but we know that you are engaged in a fine work or you would not have
done so.

You have a prepared statement, I understand, which we will be glad
to hear in any way that you wish to present it.

STATEMENT OF CHALMER G. KIRKBRIDE, EXECUTIVE DIRECTOR,
RESEARCH, PATENT, AND ENGINEERING DEPARTMENTS, SUN
OIL CO.; PAST PRESIDENT, AMERICAN INSTITUTE OF CHEMICAL
ENGINEERS

Mr. KIREKBRIDE. I am appearing before your committee as a past
president of the American Institute of Chemical Engineers. At the
time I was invited to appear, I was president of Houdry Process Corp.;
therefore, I do not necessarily reflect the views of Sun Oil Co.

In the petroleum industry, automation is looked upon as a word
recently coined to lend popular appeal to a practice which has actually
been a commonplace for many years. It is generally accepted as a
logical advancement in the use of automatic controls.

Basically it represents the application of a relatively few mechan-
ical, electrical, chemical, and hydraulic principles, through devices of
varying complexity, for the accomplishment of a desired result in a
continuous or repetitive process.

The use of industrial instruments generally, and automatic-control
instruments particularly, has reached an advanced state of applica-
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tion in the petroleum-refining industry because of factors which are
peculiar to that industry.

First, the scale of operations in petroleum refining is necessarily
large, and these operations deal almost entirely with the handling of
liquids, gases, and fluidized solids.

Second, petroleum refining is made up primarily of continuous proc-
esses, and refining units usually are closely interrelated.

The development and use of automatic controls in the petroleum
industry form an interesting chapter in the story of the development
of the industry itself. The remarkable growth, and the intense com-
petition which has characterized the oil industry, presented many
complex problems. The ingenuity of engineers in the petroleum in-
dustry has been taxed to the utmost to meet the demands of our modern
industrial age for a mobile source of energy, lubricants for every con-
ceivable use, and special products in great numbers-and always at
the lowest possible price.

It has been possible to meet these enormous demands only by in-
venting new processes, by designing larger and more efficient operating
units, by combining related processes for increased efficiency, and by
integrating operations to balance supply and demand, both in the short
and long range.

In doing so, the growing complexity of these processes has spurred
engineers to seek constantly for new ways to release plant operators
from duties that reduce or restrict their freedom of action and thought.
Thus, wherever possible, item after item in plant operation has been
subjected to automatic or semiautomatic regulation.

Today's complex refining units combine many operations within
one coordinated whole. Most operating units in a modern refinery
also are related more or less closely with one or more other operating
units.

This is where the centralization of control is of real value. The
availability of data from the various operations at one location makes
it possible for the operator to reach important conclusions from an
evaluation of relative facts.

Through the use of centralized controls, refinery operators today
have time to think, to know their plant, to recognize malfunctions, and
to make the adjustments necessary to keep the plant "on the line."
And they have a new dignity which goes with the responsibility at-
tached to being entrusted with a multimillion dollar installation.

Over the past 30 years, the development of control methods and
devices has gone through a continuous evolution, paralleling to some
extent an evolution in petroleum refining. In fact, some of these de-
velopments have been so rapid as to be considered revolutionary.

Both Sun Oil Co. and Houdry Process Corp. have been especially
instrumental in bringing about what might be termed the "catalytic
revolution" which unquestionably has changed the nature of the oil
industry.

INDIVIDUAL PRODUCTIVITY

One of the most obvious changes in petroleum refining over the past
decade has been the increase in crude charging capacity. Daily
crude runs to United States refineries have risen from 5,075,000 barrels
per day in 1947 to 7,480,000 barrels per day in 1955.
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In the same period, total refinery employment has increased from
189,000 to 201,000. It is evident from these figures that productivity
has increased.

The great increase in crude runs from 1947 to 1955 has been ac-
complished primarily through the use of larger, more efficient units.
But this increase in crude runs to stills is not the whole picture. It
has been accompanied by the development of more complex processes
for the manufacture of a variety of new products, such as petrochemi-
cals, which have enabled refiners to increase the value added by manu-
facture to each barrel of crude oil. The greater use of automatic
controls and instrumentation has made possible the precise operation
such new processes demand.

This expansion of refining capacity and growing complexity of new
processes represents tremendous sums in capital investment by re-
finers. According to Chase Manhattan Bank estimates, capital ex-
penditures in refining from 1947 to 1955 reached the staggering total
of $4,800 million.

Based on Chase Manhattan Bank figures on annual capital expendi-
tures in refining, and Bureau of Labor Statistics employment figures,
the gross investment per refinery employee in 1947 was $19,000, com-
pared with $36,000 in 1955. This represents an increase in invest-
ment per employee of almost 90 percent.

It is evident from this that the increased productivity per refinery
employee is related to the investment per employee. In other words,
larger, more efficient processes, operated with the use of automatic
controls and instrumentation, have enabled the refinery worker to
raise his productivity. These developments have also enabled re-
finery workers to upgrade their skills through the creation of ex-
panded opportunities for technicians and other skilled specialists.
Consequently, as the equipment provided by this capital investment
enabled the refinery employee to increase his skill and productivity,
his earning power was also increased.

REAL WAGES HAVE INCREASED

The only measure of refinery wages available covers only hourly
paid refinery employees. These statistics, published by the Bureau of
Labor Statistics, do not include the wages of salaried personnel.
There has been a gradual shift of employment to higher- paid salaried
classifications, brought about by thie need for larger numnbers of tech-
nicians, specialists, and supervisors. The growing use of instru-
mentation and process complexity has created this need.

But purely on the basis of statistics covering hourly paid refinery
employees, the Bureau's-figures show an increase in the average annual
money wage from $3,270 in 1947 to $5,200 in 1955-an increase of
about 60 percent. In real annual wages, adjusted for the increase that
has taken place in the consumers' price index, the gain is from $3,420
to $4,540, or 33 percent, in the same period.

The position of the individual refinery worker, therefore, is much
better today than it was in 1947, based on dollars of constant value.
But it is significant to consider not only his improvement in wages,
but also his position in relation to employees in other industries.

Again based on the Bureau of Labor Statistics, we find the refinery
worker among the highest paid in American industry. Whereas the

145



146 INSTRUMENTATION AND AUTOMATION

average hourly wage for all manufacturing employees in 1955 was
$1.88, the average hourly wage of petroleum refining employees was
$2.46, an appreciable difference.

INVESTMENT IN INSTRUTMENTS

We have no accurate figures on the investment in instruments in
relation to total refinery capital now being employed. However,
from a study of available information on a number of refinery units
for which we have no data, we can conclude that there has been no
discernible trend in the past decade in the percentage of total invest-
ment represented by instruments.

While the investment in instruments, in relation to total investment
in refinery units, varies considerably in individual cases, we believe
that a minmum of 3.2 percent and a maximum of 4.2 percent would
be representative of 95 percent of all refinery installations made in
the past decade.

In the following table we have attempted to give this committee an
idea of the magnitude of investment made each year by the petroleum
refining industry in instruments by applying the average percentage
of 3.7 to the annual expenditure data of United States refiners.

Financial data for petroleum industry in the United States

[In millions of dollars]

Capital Gross fixed New invest.
Year expenditures assets in ment in

in refining I refining I instruments
per year

1955 -$835 $7, 175 $30.0
1954 -800 6, 400 29. 6
1953 - 675 5,850 25.0
1952 -470 5,300 17.4
1951 -325 4, 750 12.0
1950 -275 4, 600 10.2
1949 -__----__----_--_--_------___ ------ _---- 420 4, 375 15.5
1948 -600 4,150 22.2
1947 -_------_--------__----__ ---- 400 3, 600 14.8

' Source: Chase Manhattan Bank.

From this table, it can be seen that annual expenditures for new
instruments have increased steadily, but there probably has been no
disproportionate increase in investment in instruments as compared
with productive facilities as a whole.

The same instruments can control a process whether its capacity is
5,000 barrels per day or 50,000 barrels per day.

Thus, the increase in productivity of the individual refinery worker
seems most closely connected with the increased tempo of industry
investment in expanded refinery capacity.

EXAMPLES OF PROCESSES TOTALLY DEPENDENT ON INSTRUMENTATION

Since 1925, the petroleum refining industry has gone through a
major revolution in which the production of high-quality distillate
products from a barrel of crude oil has risen about 30 percent to a
possible high today in special situations of 85 percent.
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This latter figure, of course, does not represent the current United
States average since this is a function of the demand for residual
products such as asphalt and Bunker C fuel.

In 1925, refining units were largely manually controlled, supple-
mented by rudimentary automatic methods which operated to a degree
of accuracy entirely adequate for the time.

In 1937, the introduction of catalytic cracking on a large com-
mercial scale at our Marcus Hook refinery created a necessity for
automatic control and measuring devices of far greater complexity
and precision than had been previously necessary.

Fortunately, instrument manufacturing technology had by then
developed to the point where instruments of the required quality-
with a few notable exceptions-were available, even though processes
for their use had not been generally adopted. The development of
instruments in the few excepted categories was accomplished quickly
after the need became evident.

For example, our first catalytic cracking installations required
programing instruments which were capable of precisely operating
some 45 large gate valves according to a very rapid time schedule
and with absolute reliability. The success of the process depended
upon the precise and reliable operation of these valves.

In addition, the yield and distribution of products from the process
was further dependent upon maintaining a very accurate temperature
control and flow control of the crude oil vapors and regeneration
gases to the catalytic reaction cases.

It is safe to say that without automatic control devices, the catalytic
cracking process would have been an impossibility. It is of significance
to note that it was this process which supplied the major amount of
aviation gasoline blending stock for our Nation in World War II.

The development of other catalytic processes in the years following
was also dependent upon precise control of operating variables in
the refineries. I believe it is fair to say that virtually no modern
refinery could be operated at economically efficient levels today with-
out automatic control instruments.

I say this, not from a consideration of the labor costs which would
be involved if one were simply to try to encompass the operation of
modern refining units with men rather than machines. Rather, the
precision and speed of operation required by today's processes are
such that human operators would be incapable of performing the
tasks.

Specific examples of processes wherein automatic control is indis-
pensable might include all presently practiced forms of catalytic
cracking, precision fractionation, catalytic reforming, high-quality
alkylation, lubrication-oil manufacture, and solvent-treating processes.

INDUSTRY TRAINING

The petroleum industry, in cooperation with a number of instru-
ment manufacturers, has had a very effective program of on-the-job
training for personnel to handle the servicing, installation, and appli-
cation of control instruments for at least 25 years.

This program has been entirely adequate for these purposes, and
1 believe that, even in today's rather competitive market for tech-
nical skills, the petroleum industry is holding its own in this regard.
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In recent years, the petroleum industry has not been able to man
and carry out instrument-development programs aimed at the creation
of newer and better instruments to the extent that this would be either
possible or desirable. The instrument companies themselves have
done a reasonably good job of attempting to supply new instrument
ideas to the refining industry, but frequently their success in doing so
has been reduced by the difficulty of obtaining proper communication
between the refinery technicians and the instrument-development
people.

More recently, the Instrument Society of America has served as a
common meeting ground for people in manufacturing industries such
as the refining industry an technicians in the field of instrument
manufacture. It is reasonable to expect that in time a good liaison
will be established.

The training by petroleum refiners of scientists and engineers who
are capable of understanding and dealing with the problems of auto-
matic control has proceeded quite smoothly over the past 25 years or
so. It is apparent that an industry which has utilized instrument
control to the degree used by the petroleum-refining industry would
have had to develop its own scientific and engineering specialists.

Up until the very recent past, there has been no great shortage of
these people because there has been no aggravated shortage of young
scientists or engineers in the petroleum industry.

The rapid expansion of our economy from 1945 onwards, coupled
with the low volume of scientists and engineers graduated in the years
following 1946, has increased the competition for scientifically edu-
cated and technically trainable manpower in all fields of endeavor.

Consequently, petroleum refiners have been unable to fill technical
manpower rosters, and have been unable to train the desired number
of instrumentation engineers.

The solution to this shortage of scientists and engineers is very
complex, and involves things as seemingly remote as the training of
secondary-school teachers, and the motivations which impel teen-agers.
The problem is only secondarily related to the impact of automation
on our economy, and I rather doubt that any quantitative data on the
projected need for engineers, or for instrument engineers as a specific
subgroup, would be either reliable or significant.

One thing is certain. Instrumentation and automation are rapidly
advancing technologies which hold forth the promise of more efficient
use of the engineering talents we are producing. There is a very
high order of probability that the stridently proclaimed serious short-
age of engineering and scientific manpower may be really sympto-
matic of the birth pangs of a new era of engineering in which automa-
tion and high-speed computation will elevate the scientific professions
to new levels of prestige and effectiveness.

This latter fact alone will probably attract the best of our young
manpower to careers in science.

EDUCATIONAL PROGRAMS

It has been suggested that this committee would be interested in hav-
ing some expression of opinion from me concerning technical educa-
tion in instrumentation and automatic control.

A recent survey of some 67 colleges and universities disclosed some
1,014 different courses with content which might be classified as being
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primarily directed toward instrumentation and control. This would
be an average of about 15 courses per institution, so it would seem that
the subject is being given adequate, if not excessive, attention.

It is my feeling that the prime requisites for a good instrument en-
gineer or scientist are sound basic training in mathematics, physics,
and physical chemistry, plus specialized training in some one branch
of engineering or science.

Instruments, as far as the petroleum industry is concerned, are not
an end in themselves, but rather an adjunct to processing. This being
the case, formal undergraduate training would be best confined to
intensive training in the basic disciplines, plus one course on princi-
ples of measurement and control.

More than this, I think, would tend to overspecialization and to
reduction of the quality of the basic training necessary for effective
and versatile performance in the engineering profession.

PROFESSIONAL SOCIETIES

A number of teclmical societies have given increasing attention to
instrumentation and control technology in the past 10 years. The
American Society of Mechanical Engineers, through its division on
instruments and regulators, has been active in the creation and pro-
mulgation of standards, the analysis of educational requirements, and
in the development of the theory of instrumentation and control.

The American Institute of Chemical Engineers, which is the engi-
neering society with which I am most familiar, has for many years
recognized automatic control as an inseparable element of chemical
processing. Although it has not sponsored separate studies of the
industrial significance of instrumentation, the institute has main-
tained representation with the ASME committees in this field.

Additionally, AICE joint programs with the Instrument Society
of America in 1954 and this year, 1956, have been particularly effec-
tive in serving as a forum for the publication of technical information
on the design and application of control systems to petroleum refining
and to chemical processing.

The general activities of ISA in this field have been particularly
effective, and I believe this committee has already received informa-
tion in this regard.

SOCIAL ANDECONOMIC IMPLICATIONS

I have already mentioned how the expansion of the industry and
the development of more efficient refining processes, made possible
to a large extent by the development and use of automatic controls, has
benefited refinery workers.

Total refinery employment has increased. From 1947 to 1955,
wages have risen 60 percent; and real wages, adjusted for consumer
price index variation, have gone up 33 percent. Not only is the
refinery worker one of the highest paid in American industry, but he
also enjoys higher nonwage benefits than employees of other manu-
facturing industries.

One measure of his increased earning power is in relation to his
ability to purchase the products he helps to produce. In 1935, with
1 hour's earnings the average refinery worker could purchase 41/4
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gallons of gasoline; but in 1955, his hourly wage could purchase 8½/2
gallons of gasoline-exactly twice as much.

What about the consumer of petroleum products? There is no
doubt that he has benefited also from the application of more efficient
refining processes. Again, I will use for example the product with
which we are most familiar-gasoline for the family car.

According to automotive engineers, 1926 gasoline used in a vehicle
maintained at a constant road speed of 40 miles per hour gave the
equivalent of 26 ton-miles per gallon. The comparable figure for
1956 gasoline is 46 ton-miles per gallon.

Thus, on this basis, it can be said that vehicle fuel economy has
been improved to the extent of 77 percent from 1926 to 1956. And yet,
except for increased taxes, today's gasoline costs only about a penny
more per gallon than it did 30 years ago. Actually, of course, a
modern high-compression automobile would not even run on 1926
gasoline.

So it can be demonstrated by example after example that the con-
sumer has benefited from petroleum refining's progressive efficiency.
Today, petroleum refineries throughout our country are using tech-
niques and processes that were merely ideas in the minds of research
scientists 8 or 10 years ago.

The powerful driving force behind this progress is competition.
This competition is evident in every branch of the industry's wide-
spread and diversified operations. Producer competes with pro-
ducer refiner with refiner, marketer with marketer, and so on through
the whole chain of petroleum operations.

The objective sought in this competition is to be in position to offer
better values to the American consumer in the hope of winning his
patronage. This intensive competition has spurred the technical im-
provements necessary to provide customers with a greater variety of
new and improved products at the lowest possible cost. Some of these
products, like petrochemicals, have given impetus to developments in
other industries.

I am sure it is obvious to the members of this committee that the
expansion of refinery facilities and the increased efficiency of refining
operations are of vital importance to the Nation from the standpoint
of national defense.

If you will permit me just one specific example of how the Nation
benefits by the advancements in refining technology, we can now
wring more than twice as much gasoline from a barrel of crude oil
than by old refining methods.

Stated another way, if we were still using the refining methods of
the early twenties, it would take twice as much crude oil to supply
the same amount of gasoline we produce today. The tremendous
amount of crude oil conserved-by modern refining methods is obvious.

Now, as far as the future is concerned, instrumentation and auto-
matic control are already so solidly entrenched in the petroleum refin-
ing industry that literally no refinery today could run without a high
degree of instrumentation. Despite this, today's refinery is far from
being a completely automatic plant, and tomorrow's, refinery will cer-
tainly not be completely automatic. Nor, in the opinion of many
refinery engineers, is such an advanced development either practical
or desirable.
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As a matter of fact, the very nature of petroleum refining renders
such a development almost impossible of accomplishment. Sparked
by the competitive forces which keep the industry dynamic, changes
take place with great rapidity.

Changes in technology, in raw materials, in products, and product
quality; changes in operating capacity caused by fluctuation of supply
and demand; changes due to the deterioration of physical plants and
equipment-all introduce factors in operating control that can be
satisfied by the decisions and actions of men, not machines.

On the other hand, there is much evidence to support forecasts that
our work force will not increase in proportion to our population.
According to estimates prepared by the Department of Commerce
and the staff of the Joint Committee on the Economic Report, there
will be an increase of 23 million by 1965 in our total population. But
these estimates indicate there will be an increase of only 10 million in
the labor force.

At the same time, it is estimated that there will be a decrease of about
200 hours per year in the average time worked by men and women in
private employment. Therefore, it is anticipated that total man-
hours worked in our economy in 1965 will be only about 5 percent
greater than at present.

According to a projection prepared for the Joint Committee on the
Economic Report, gross national product in the United States will be
$535 billion in 1965. This, compared with $391 billion in 1955, is an
increase of 37 percent.

In other words, to achieve an increase in our gross national product
of 37 percent and to provide for a rapidly growing population, we will
have available only about 5 percent more labor time than we have at
present. Clearly, this presents a great challenge, and many believe
that the answer lies in more efficient methods, with the use of automa-
tion to provide the increased productivity necessary.

Assuredly, tomorrow's refinery will need better instruments and in-
strumentation. It will need faster and more accurate measuring
and analytical instruments. It will need inexpensive, reliable, and
rugged computer-type instruments which can optimize processes. It
will need cheaper instruments that require a minimum of maintenance.
It will need instruments specially and peculiarly adapted to refinery
operations.

Cooperative efforts between the research and engineering depart-
ments of oil companies and instrument manufacturers have already
been initiated in these areas. The problems are generally recognized,
and I am confident they will be met and solved by that balance of
competition and cooperation which our free-enterprise system so
uniquely allows.

Chairman PATMAN. Thank you very much, Doctor. Your testi-
mony will be very helpful to the members of this committee, and to
the Members of Congress and to the public generally.

Dr. Moore, would you like to ask any questions?
Mr. MOORE. Mr. Kirkbride, I wondered, since you have come from

the petroleum industry, whether you would care to comment on a
statement which surprised me a bit in Mr. Sperry's statement. I think
I understand what he had in mind, but I would still like your comment.
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He said, speaking of the relatively high degree of mechanization
and instrumentation in the petroleum and chemical industries, and I
am quoting:

Many feel that they have gone as far as they can go, and that they have
reached a saturation point in automation. Such a notion is completely erroneous.
The fact is that there is very little automatic control in these plants, except at
the very lowest levels of operation.

He goes on to say that at management levels they do not have these
controls, and that at that level it can still be improved. But this
statement, that there is very little automatic control except at the very
lowest levels of operation, came as a surprise to me.

Mr. KIRKBRIDE. I would, of course, have to resort to my imagina-
tion as to what he was thinking about when he made that statement.
But this is what I would conclude that he meant: Back in 1930, when
I entered the petroleum industry, we had separate units for each proc-
ess step. We had a separate unit to fractionate crude oil. We had a
separate thermal-cracking unit to crack the heavy oil. We had a
separate unit for all other process steps. Each of these units was
automatically controlled in itself.

Now, as we have grown in the direction of automatic control, we
have tied many of these separate operations together with a single
control center. Many manual controls have been replaced with auto-
matic controls. Even so, we could go much further; for example, in
the direction of automatic-analyses of product streams. This is in a
state of embryonic development, but it will no doubt come to pass.

One of the most important qualities of gasoline is its octane num-
ber. There has not been any method of combining the method of
determining the octane number of a gasoline in an automatic scheme,
but it is conceivable that it could be done so that one could have the
octane number of his gasoline instantaneously, as it is being produced.

This general field offers a tremendous breadth of possibilities for
development in the field of automatic control.

Mr. MOORE. Well, even in this industry, which is conspicuous for its
degree of automation, do you think there is room for even greater
automation?

Mr. KIR1KBRTDE. It has had to be that way; it is the only way it could
have progressed.

Mr. MOORE. Could you estimate at all, or would it be possible to
suggest, how fast a pace there may be in rendering present installa-
tions obsolete? Any comment at all on that?

Mr. KIRKBRIDE. Well, I would not want to comment offhand, but
the danger of obsolescence is really pretty much a direct function of
the extent of research and development that is carried on; and in the
petroleum industry, most of the processes that were outstanding when
I entered in 1930 are obsolete today. It is impossible to compete
successfully in the petroleum industry unless the refiner replaces
obsolete processes with modern processes. Obsolescence is rapid in the
petroleum industry, and consideration of this should be given in our
tax laws to permit correspondingly rapid amortization of investments
in processes that soon become obsolete.

Mr. MOORE. This final question may appear a little facetious, but
how do you know your instruments are always right? I find that my
watch is not always right, nor the bathroom scales.

Mr. KIRKBRIDE. Many times I have been in an airplane stacked up
over Washington, and hoped that the altimeters were reading prop-
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erly. Sometimes they aren't, and that is why we have to have people
to think and handle the maintenance on instruments. It is a very
high type of technician needed for this type of work.

That is why I contend that we can go so far in automation, but we
can't go completely automatic. We must always have people to think.

Chairman PATMIAN. Doctor, at page 13 of your statement you make
a statement that is rather interesting. Of course, they are all inter-
esting, but this one in particular.

What I have reference to: Dr. Seymour Harris, of Harvard, often
points out that while we have a 50-cent dollar, we have 4 times as
many dollars to use. I notice your statement here corroborates him
to the extent, at least, that we have twice as many dollars, when you
state this:

In 1935, with 1 hour's earnings the average refinery worker could purchase 4%
gallons of gasoline; but in 1955, his hourly wage could purchase 8½2 gallons of
gasoline-exactly twice as much.

So while the refinery worker has a 50-cent dollar, his wages will
purchase twice-he has twice as many dollars to make his purchases
with.

Mr. KIREBRIDE. The refinery worker can buy twice as much gaso-
line even with a 50-cent dollar.

Chairman PATMAN. Yes, sir.
Again I thank you very much for the committee, Doctor, and we

appreciate it.
Chairman PATMAN. The subcommittee will stand in recess until

2 p. in., here in this room.
(Whereupon, at 11: 45 a. in., the subcommittee recessed, to recon-

vene at 2 p. m. of the same day.)

AFTERNOON SESSION

Chairman PATMAN. The subcommittee will please come to order.
We have as our first witness this afternoon, Dr. Louis N. Ridenour,

director of research, Lockheed Aircraft Corp., missile systems divi-
sion, Palo Alto, Calif.

Dr. Ridenour, we are delighted to have you appear before our
committee. You have a prepared statement, I notice. You may
proceed in any way that you desire.

STATEMENT OF LOUIS N. RIDENOUR, DIRECTOR OF RESEARCH,
LOCKHEED AIRCRAFT CORP., MISSILE SYSTEMS DIVISION, PALO
ALTO, CALIF.

Mr. RIDENOuJR. Thank you, sir.
Mr. Chairman, my name is Louis N. Ridenour. I am director of

research for the missile systems division of Lockheed Aircraft Corp.,
and I am appearing here as a representative of the aeronautical
industry.

That industry is both a user of and a contributor to what has in
these hearings been called automation-the development and use of
refined measuring instruments and automatic controls.

In fact, the whole art of guided-missile development, with which I
am intimately concerned, is that of replacing the human crew of an
aircraft with sophisticated automatic instrumentation.
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As the speed and operating altitude of military aircraft have in-
creased, the demands on a human pilot for these advanced flying
machines have simply gone beyond the range of human performance.

Lockheed is now building a manned fighter aircraft which can out-
fly an artillery shell. The demands of this plane on its pilot are
almost outside the range of human performance.

Thus, in aircraft applications, as in many other fields where auto-
mation is coming to be used, there is in a very real sense no competi-
tion between men and automatic control systems. There is no competi-
tion because men are outclassed from the start.

Human reaction times are measured in milliseconds-the reaction
times of automatic control devices can be, and often are, thousands of
times shorter.

Mlen need air to breathe, and must be kept at a temperature not too
far from that of their bodies. Much of the complication of a manned
aircraft comes about because it is necessary to provide these amenities
in the midst of a violently different environment. Properly designed
control instruments are far less demanding in their environmental
requrements.

I have dwelt on this point to make it clear that, while your com-
mittee and many who have given testimony before it have quite prop-
erly been concerned about the social impact of automation on human
workers who may be displaced by it there is a large field of application
in which automation is simply taking over tasks which the human
being is no longer able to perform-tasks which make demands our
nervous systems and musculature cannot meet.

Not only do automatic-control devices take over when the range of
human environmental tolerance or control performance is exceeded-
they can also be used to replace men in the performance of boresome,
unpleasant, or degrading tasks.

We all know that there are jobs in our present society which are
of such nature that they seem somewhat incompatible with the dignity
of the human individual. A century ago there were relatively more
jobs in this category than there are now; a century hence there will
be many fewer. Automation is making, and will continue to make,
the difference.

Of this view of things, automation, when properly introduced as
an important element of human activity, will take over control tasks
which men cannot do or do not enjoy doing. The whole level of
human activity can thus be raised.

Others who have given testimony before your committee have
strongly stressed the requirement of our present society for technically
competent men. I concur that this is of the utmost importance.

We are steadily removing the demand of society for the unskilled
worker, steadily upgrading the intellectual content of the tasks
performed by human workers in our society.

In consequence of this, both the productivity and the pay of workers
have steadily been rising. These desirable trends can be continued
only if the technical competence of the average worker rises also.

We need fewer men in the shop-where automation is beginning
to be applied-and more in the engineering department. The air-
craft industry is outstanding in its proportion of scientific and techni-
cal workers. In my division of Lockheed, for example, 1 man in 5 is
a professional or technical employee.
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It does appear that those in clharge of the educational. system of
this country have not yet fully appreciated this growing requirement
for technical education, nor taken adequate steps to provide for it.
Anything that can be done to improve the scientific content of public
education will be immediately helpful in meeting the technical chal-
lenge of our times.

Part of the difficulty that the youthful automation industry is
experiencing today-and the difficulty that industrial and military
users are experiencing with its products-can be ascribed to the fact
that the tools of automation are mainly electronic in nature.

The electronics industry, which itself is a lusty infant less than
half a century old, is today largely devoted to supplying consumer
goods-home radio and television receivers. Let us turn aside to take
a brief look at this new industry.

Electronics is one of the major industrial phenomena of our time.
At the end of 1955, the industry wvas producing goods and services
at the rate of about $9 billion per year. In the half decade since 1950,
this represented an increase of more than 80 percent in output.

Last year, the Electronics Production Resources Agency estimated
the total number of manufacturers of electronic and equipment com-
ponients and other hardware as being 3,600.

One thousand companies produced either end-itemn equipment or
major subassemblies of some type in the entertainnment, conunercial,
or military fields. Components were inantufactured by about 2,000
suppliers, while the other 600 companies listed produced miscellaneous
related sorts of hardware.

Despite the relatively large number of individual companies in the
electronics business, it is still a rather concentrated industry. Only
some 50 of the 1,000 end-item producers account for more than S0
percent of the dollar volume of such production. Of the 2,000 com-
ponents suppliers, about 200, or 10 percent, accounted for 80 percent
of the dollar volume in the components business.

Electronics has growvn to be a major source of employment for
American workers. The industry now provides employment for more
than 1.75 millions of people. This figure is especially impressive when
we reflect that fewer than one-quarter of these present jobs existed only
10 years ago.

Optimistic forecasters believe that the $9 billion industry of today
will attain a level of $15 billion by 1960.

Such growth can be characterized as no less than explosive. It
has been caused, it is today sustained, and it will be continued by an
equally explosive increase in our understanding of the properties of
matter, and in our ability to make engineering application of this
new knowledge.

Practically speaking, electronics as we know it today dates from the
invention of the thermionic triode, the grandfather of all today's
vacuum tubes, by Lee deForest in 1907. Electronics is thus just under
a half-century old, and the man who gave it birth is still living.

The development progress of electronics in the early days was
slow. It was applied to wireless communication very early; in fact,
Marconi sent a distinguishable signal across the Atlantic Ocean in
1903, 4 years before the invention of the vacuum tube. Electronics
had almost no other early application.
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World War I was a great spur to electronic development. As a
matter of fact, I'd like to tell you a personal anecdote at this point.
I had gone to the University of Pennsylvania as a member of the
physics department in 1938, and taken leave at the end of 1940 to
work on the then breathlessly new microwave radar in the radiation
laboratory at MIT.

The radar work was, of course, subject to a high degree of secrecy
classification during and immediately after the war.

When I returned to Penn after the war, I had occasion to clean out
of my office some correspondence files that had belonged to a Pro-
fessor Goodspeed, who had been head of the Penn physics department
practically since the opening of the 20th century.

Some of this old correspondence was important historical material;
all of it was fascinating. Among the more interesting items was an
interchange of letters between Professor Goodspeed and Prof. Arthur
Gordon Webster, who had been down in Washington during World
War I, concerning himself with electronic matters.

Goodspeed had asked Webster to stop off at Penn on his return from
Washington to Worcester, Mass. (where Webster was a professor)
after the war, to give a physics colloquium on radio telephony, then
a brandnew art.

Webster said that he would be willing to do this "subject, of course,
to the requirements of military security." Thus, in late 1918 the
techniques which underlay radio broadcasting were as secret as the
radar techniques-which underlie television-were after the Second
World War.

If World War I was an important spur to electronic development,
World War II was incomparably more so. Radar-the technique of
seeing in the dark by making use of the reflection of radio signals from
targets of interest-had been suggested by Marconi as long before as
1922, but it was not really invented until the late 1930's.

It was independently invented, at about the same time, in several
countries simultaneously. It became a major weapon of World War
II, and enormous technical advances were made.

When I arrived at the MIT Radiation Laboratory just after New
Year's Day of 1941, the staff was jubilant at seeing the dome of the
Mother Church of Christian Science, 2 miles across the Charles
River, on the scope of a primitive radar; when I left 5 years later,
radar echoes had been received from the moon, a quarter of a million
miles away.

The development of commercial television, which has taken place
largely after World War II, owes much to the radar work during
the war. Techniques at high radio frequencies had to be developed
for radar, and are much used by television; techniques for the visual
display of radio signals had to be worked out for radar, and have
been taken over by television.

One of the most important electronic developments, particularly in
terms of its significance for the future, has been the creation and
great improvement of electronic computing machinery.

Beginning in the early 1940's, electronic techniques were used to
design machines capable of making the logical decisions fundamental
to arithmetic computation and of performing still more elevated
logical decision processes.

The resulting high-speed computing machines, as they are now
called, have become familiar topics for luncheon speakers. They
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have begun to take over an increasing share of the routine clerical
work which is so prominent a responsibility in modern industrial
society, and they have been touted as being able to aid in the decision-
making processes of industrial management, and otherwise to assume
human burdens.

The fact is that machines of this sort can do all of this. The further
fact is that they have not yet been called upon, in any great measure,
to do it. We are only just beginning to learn the capabilities and
limitations of such information-processing machines, and are only
just beginning to learn how to design them so that they will have
proper balance for attacking problems other than the scientific and
engineering ones whose requirement for solution gave them birth.

In addition, and this is most important, modern electronic automa-
tion devices suffer from the occupational disease of modern electronics:
they are extremely unreliable.

The unreliability of electronic equipment is perhaps the major
factor regulating and guiding the growth of electronic application.
The central component of any electronic end item-the vacuum tube-
is the least reliable component of all. It has an average lifetime of
perhaps 10,000 hours, a little over a year.

However, since this is a statistical lifetime, tubes begin failing as
soon as they begin to be turned on. In the entertainment devices
which have thus far been the major applications of electronics, this
is annoying, but not fatal. This unreliability of electronics has, how-
ever, drastically limited the breadth of application of electronic
techniques.

Let us explore the reasons for electronic unreliability, and try to
indicate its causes. As we have already noticed, the early growth
of the electronics industry took place mainly because of its applica-
tion to the burgeoning amusement industry.

In radio, in electronic musical recording and reproduction, in tele-
vision, and in the telephone business electronics made it early mark.

Only in the case of the last application, telephony, which was and.
has always been rather specialized because of the quasi-monopoly situ-
ation which obtains, was there any premium on electronic reliability.

In the generalized electronic entertainment business, reliability of
the end-item equipment was about the last thing desired or sought by
the manufacturer. There being only some 8,000 hours per year, even
the most avid radio or television fan was unlikely to use his set more
than a few hundreds of hours per year, and a mean life of a few thou-
sands of hours was plenty to make the equipment seem well designed
and built.

At the same time, the price battle in the discount houses was vigorous
and influential.

The overall result has been that the principal controlling factor
in electronic development has been price. Engineering departments of
radio and television manufacturers have existed principally for the
purpose of engineering cost out of the company's product. The pro-
totype of all black-and-white television receivers has been the RCA-
type 630 chassis of the late 1940's; engineering progress in television
since that time has consisted very largely of finding out which compli-
cated circuits, which expensive components, can be successfully engi-
neered out of that design without unduly affecting performance.
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The sole exception to this trend of cheapening electronic equipment
at the cost of performance has been the work done by the telephone
companies. Here there is a premium on reliability of equipment which
does not exist in the case of consumer electronics.

There are now situated at the bottom of the Atlantic Ocean vacuum-
tube cable repeaters which have been designed with the utmnost care by
Bell Telephone Laboratories. A mean life of 350,000 hioiurs is ex-
pected for the most perishable part of these repeaters, the vaculuil
tubes; this lifetime is miany times that anticipatecl for the tubes of any
existing r adio or television set. SucII ilong life has onlv )een obtained
by the greatest care, attention to detail, and willingniess to spend money
to achieve it.

It is a major paradox of the electronic business that the vacuum
tube, which is absolutely essential to the equipment of modern elec-
tronics, is the least reliable component of electronic equipment.

I made the remark 5 years ago that there was nothing wrong with
electronics that elimination of the vacuum tube would not cure, and
that remark is still pertinent today.

Howlever, it is only very recently that we have been able to consider
seriously the likelihood that we might eliminate vacuum tubes from
electronic equipment. The major line of electronic development is
now that which centers around doing this.

As of today, the thermionic vacuum tube is just under 50 years old.
The solid-state device called the transistors, which bids fair to replace
this vacuum tube, is about 8 years old.

This difference in ages is also a fair measure of the difference in the
technical effort which has been expended in behalf of the two devices:
the International Radio Tube Encyclopedia, which lists all the type
numbers of the vacuum tubes produced at any time anywhere in the
world, reaches a total of 18,500 type numbers for vacuum tubes.

Comparable figures for transistors are not so easily accessible, but
the latest compilation of type numbers produced in the United States
totals approximately 235 transistor types and, even adding foreign
contributions, the list does not exceed 300.

Production is another index, and a most important one, to what is
going on. The total production of transistors in the 8 years of their
existence is not over 5 millions of units.

This number of vacuum tubes is currently made in any 2 working
days in this country alone; over 40 millions of tubes are made every
month; half a billion tubes every year.

At a conservative estimate, the cumulative worldwide production
of vacuum tubes today exceeds 7 billions-3 tubes per generation for
every man, woman, and child in the world.

Thus we are now in the period of transition from consumer elec-
tronics centered around the vacuum tube to industrial and military
electronics based on the far more reliable tranisistor.

Until this transition is complete, the tools of automation will suffer
from the law reliability that characterizes current electronic equip-
ment. This unreliability has two major causes: the deficiencies of
vacuum tubes, and the price-centered nature of the consumer elec-
tronics industry.

The cure for this nnreliability is inherent in the new solid-state
devices, like the transistor, that can and will replace the vacuum tube.
At the same time, designers must put far more emphasis than is now
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customary on the problem of attaining the greatest possible re-
liability.

To sum up, I feel that the following points are important:
1. Far from competing for desirable jobs now done by men, the

devices of automation will relieve human beings of tasks which are
either beyond the scope of human performance or beneath human
dignity.

2. The growth of automation is putting unprecedented demands
on the educational system of the country; a far greater output of
technically trained individuals is required.

3. Automation requires of electronic equipment far greater re-
liability than has yet been attained in the price-centered consumer
electronics industry.

4. The tools for achieving this improved electronic reliability are
being developed ; notable among them is the transistor.

Industry and government, hand in hand, must encourage the trends
that the growth of automation foreshadows. Anything that can be
done to encourage the availability and quality of technical education,
to speed up the transition from unreliable consumer electronics to
the ultra-reliable military and industrial electronics of the future,
should and must be done. Since the end result of increased automna-
tion is to enhance the dignity and effectiveness of human life, this is
in the general interest.

Chairman PATMAN. That is a very fine statement, Dr. Ridenour.
We appreciate it.

I just want to emphasize some of your points, and ask you a very
few questions, if you please.

Your testimony corroborates testinmony that has already been intro-
duced about the educational system.

I notice you state what other witnesses have stated, that anything
that can be done to improve the scientific content of public educa-
tion will be immediately helpful in meeting the technical challenge
of our times.

I am personally very much impressed that that is an urgent matter.
I think we should do something about it.

Malny different plans have been proposed before our committee
which will be followed through for a discussion and I hope action.

On page 7 you mention about television. I just wonder if you
have n111V ideas about the $64,000 question on color television, about
w\lhenr you expect it to be in general use.

Ml. RIDENTOUR. Yes, sir, I have. 1 do not kno-w whether you want
me to tell you about them.

Chairman PATMNAN. We would like for you to.
Mr. RIDENOUR. My views are rather unconventional.
Chairman PATIIAIN. We just want it for information. It does not

make any difference to us how conventional it is.
Mr. iRinENotui. I spent nearly 4 years of my life working in the

television field and I formed very strong opinions about certain
matters there.

I feel that the problem of how to develop the ultra-high frequency
channels which is bothering the FCC-

Chairman PATMAN. Verv much so.
Mr. RIDPENOUR. And howV to bring about practical color television

and how to bring about practical paid television are all tied up
together.
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If you will allow me to say a word about that.
Chairman PATMAN. We would like for you to comment fully, if you

please.
Mr. RIDENOUR. Well, first then, with regard to why talk about paid

television:
We are experiencing a transition to a wholly new financial struc-

ture of the entertainment industry.
The motion picture theaters have made it possible for the producers

in Hollywood to put millions of dollars into a single production, and
to produce thereby, I think it is fair to say, pictures which are con-
siderably better than the half-hour soap operas one sees on television
with a commercial at the beginning, the middle and the end.

Now, the whole purpose of pay-as-you-see television is to make it
possible by another method to channel money from the people who
want superior entertainment, and are willing to pay for it, to the
producers who need money to create this entertainment.

It is a bit like erecting an electronic theater that covers the whole
United States.

The people who have opposed the development of paid television
have made a great point of the fact that the individual American
citizen, having bought a television receiver, ought to get free pro-
grams. This is rather like saying: if you go to the hardware store
and buy a frying pan you ought to get free pork chops.

I am not sure that either statement is quite true.
Chairman PATMAN. Or an automobile, get free gasoline.
Mr. RIDENOUTR. For example, yes, sir.
Be that as it may, it is clear that we cannot let paid television, if it

should come about, take free television out of the American home.
We must not interfere with what exists now.

This suggests very strongly that paid television ought to be culti-
vated in the part of the radio spectrum which is today hardly at all
in use, namely, the ultra-high frequency, UHF part of the spectrum.

I am of the opinion that paid television, also, ought to offer some-
thing that is scarcely available today, although it is marginally avail-
able, namely, color.

If one looks at the technique of color television as it now exists,
and as it is being developed and made available to the public, it turns
out that the whole basic idea behind the thing is a very clever attempt
to squeeze about 6 megacycles worth of picture information into 41/2
megacycles of channel space, the result of which is that they ought
to sell a little technician with every color television set.

There are a great many handles that need to be turned to make it
work right. It would be rather simple to do a job of color television
if a wider band in the frequency spectrum were made available, wider
than the 6 megacycles which is the presently defined channel used
by television stations.

In the ultra-frequency spectrum there are over 400 megacycles avail-
able. So that there is, in my opinion, plenty of room to do a more
simple-minded job of transmitting color over the air, through the use
of a wider channel for the job.

This would have an immediate benefit to the consumer because it
would make it posisble to design a far simpler and cheaper and more
reliable color receiver.

Now, this has been a rather rambling reply to your very challenging
question, Mr. Chairman.
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Chairman PATMAN. I am very much interested in your reply and
I know that the people all over the country will be interested in it,
the Members of ongress in particular. And if you want to elaborate
on it further, it will be appreciated. We do not want to cut you off.

Mr. MOORE. Is widespread use of color being held back today de-
liberately or scientifically awaiting further development in the ultra-
high frequency sector?

Mr. RIDENOUR. In my opinion, sir, it is not. I think that the Radio
Corporation of America, which is the main backer of color television
development, is doing everything in their power to advance the art,
and to bring it forward.

Mr. MOORE. You don't feel that the prospect of paid television is de-
laying this development in the other sphere?

Mr. RIDENOUR. No, sir. I do not. What I do feel is that the
technical scheme which is now the one on which color television must
rest, is so complicated and difficult that that in itself is holding the
art back.

And I feel that the relaxation of these technical requirements, which
can only come by a widening of the channel width that is made avail-
able for color television, will be possible only through the opening up
of new and wider channels in the UHF spectrum. This would, so far
as I can see, solve the problem of UHF television, because it would
provide a new service there that people want, and that they would
buy sets or converters to get.

Second, this would solve the color television problem through the
simplification of schemes for transmission and reception.

Third, it could open the way to pay television if this is wanted.
Chairman PATMAN. I want to thank you for that comment.
You mention about the life of a vacuum tube, I believe, of the Bell

Telephone Co., that is in the Atlantic Ocean, being 350,000 hours.
Isn't that about 40 years?
Mr. RIDENOUTR. It is about 41/2 years.
Chairman PATAIAN. About 40?
Mr. RIDENOUR. Four and one-half.
Chairman PATMAN. Four and one-half?
Mr. RIDENOUJR. Wait a minute. Yes; you are absolutely right.

Forgive me. It is 40.
Chairman PATMAN. About 40 years?
Mr. RIDENOUR. Yes.
Chairman PATMAN. That is the way I just figured it roughly.
Mr. RIDENOUR. Yes.
Chairman PATAIAN. That is quite unusual, isn't it, for a vacuum

tube to last that long?
Mr. RIDENOUR. It is entirely unprecedented. This tube is the cul-

mination of a long program of design and development and extremely
careful kid-glove manufacture.

Mr. MooRE. Does it follow the tube or the transistor approach.
Mr. RIDENOUR. These repeaters came under design at a time many

years ago when the transistor was not yet dreamed of. So that we
now have vacuum-tube telephone repeaters under the ocean.

If the Bell System had it to do over-and they will have it to do over
in a generation, as the chairman has pointed out-they will un-
doubtedly have transistor amplifiers next time.

Chairman PATMAN. In your concluding statement, indicating some
points there that are important, the first one is-



INSTRUMENTATION AND AUTOMATION

far from competing for desirable jobs now done by men, the devices of automa-
tion will relieve human beings of tasks which are either beyond the scope of
human performance or beneath human dignity.

I have always heard that the four greatest evils are poverty, ignor-
ance, disease, and crime.

So I assume from your statement there that one of the goals will be
in the use of automation relieving drudgery which is not in one of
these four that I named, but I believe it logically would belong there
anid a great evil and so automation should go a long way towards
relieving drudgery.

Mr. RIDENOUR. Yes, sir. I cannot emphasize that too much. Peo-
ple are worried about these automatic devices reducing the number of
jobs available. Wlhat one has to do, I think, is to look at the other side
of the coin, which is that these automatic devices are giving more job
satisfaction to people in what they have to do.

As a Member of the Congress, I know that you take great pride and
satisfaction in what you do. Very few of us have as rewarding a task
to do as you have.

The devices of automation are making it more and more nearly
possible for each of us to have a task as challenging and rewarding as
yours, sir.

Chairman PATAII/NxN. Well, I just feel like that we mean so little, I
mean Members of Congress, in comparison to scientifically trained
peolple, engineers, like yourself, and other people who have appeared
before this committee.

In time of war, for instance, W7orld War II, I realized the impor-
tahuce more than I ever realized before of trained people, skilled peo-
ple, scientists, engineers-we just could not have gotten along without
tflem.

And although I am chairnmn of the Small Business Committee and
have been since it was created, and I offered the resolution that caused
its creation in 1941 just a week before Pearl Hlarbor, and I have been
the chairman except when the Republicans put us out a couple of
terms, I am not opposed to big business at all.

I feel like there is a place in our economy for big concerns and little
concerns, too. We just want to make sure that the rules of the game
are written properly so that the Golden Rule will prevail and every-
one will have an equal opportunity, an equal chance.

And big business, certainly, performed a great service during
*World War II. I don't suppose we could have gotten along without
the big concerns that we had. And we certainly are indebted to them.

The one reason is because they were in a position to employ, by
going together, the finest people for the jobs that we had to do, the
people who had the know-ho-w, the professional know-how, the knowl-
edre, the ability, to do the job.

I notice you state here, point 2-
the growth of automation is putting unprecedented demands on the educational
system of the country; a far greater output of technically trained individuals
is required.

That is, of course, along the lines of other testimony that we re-
ceived. And I think Members of Congress who keep up with these
hearings are convinced that that is certainly a point that should re-
ceive early consideration that is urgent.
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I do not know what the answer is. I know that college professors
are human beings like ourselves, must take care of themselves. They
have families like we do. And they are entitled to compensation that
will reward them adequately for the services they perform, to enable
them not only to have the comforts and conveniences and some of the
luxuries of life, but also sufficient to educate their children in the
best schools and colleges of the country.

And I am afraid that the salary range has been rather low from the
testimony we have received. In fact, too low in some States.

Mr. RIDENOUR. Mr. Chairman, I paid last year Federal income tax
in an amount slightly greater than my total salary as dean of the
Graduate College at the University of Illinois, 5 years before.

Chairman PATVrAN. Quite a difference. It just goes to emphasize
the point that you were receiving such a low salary at that time.

And I know that has got to be corrected. I do not know how it
should be done, but something has to be dlone about it. We cannot
afford to have these professors taken out of their positions in the col-
leges and put into private work when we need them so badly in the
colleges, to train other people.

At the same time they have to decide and we have to answer it some
way. *We have to answer it satisfactorily. And I assume that ade-
quate salary would be about the first consideration that should be
given, for the purpose of trying to solve the problem.

Automation requires-
so you state in point 3-
of electronic equipment far greater reliability than has yet been attained in
the price centered consumer electronics industry.

Four, the tools for achieving this improved electronic reliability are being
developed; notable among themn is the transistor.

Mr. RTDEmNOR. There is a point there which is not in my prepared
testimony but might be of interest to you.

Chairman PATIMAN. Feel free to develop it, please.
Mr. RIDENOUR. The transistor was invented at the Bell Telephone

laboratories in the year 1948, and the three men who are most respon-
sible have just received the Nobel Prize in physics, from the King
of Sweden.

There was considerable discussion at the time of this discovery as
to whether it should be subject to secrecy classification or whether
it should be published. After all of the returns were in, it was decided
that this discovery was sufficiently important, sufficiently significant
outside of the military, so that its classification would be a mistake.

It was made freely available to all of the people of this country.
I think this is an example of how we can help ourselves by telling

ourselves what we know. I think that we should all congratulate
ourselves that we still live in such an atmosphere that a discovery as
important as this one, which could have been kept under wraps, was
still published for the good of the national economy.

Chairman PATMAN. Dr. Mloore wants to ask you a question.
MAr. MOORE. I take it from page 9 that this transition to transistors

is not being delayed by anything other than cost considerations and
the time it takes for an evolutionary change; is that correct?

Mr. RIDENOUR. That is correct. It has been proceeding very rapidly.
In the hearinog aid business, for example, there is not a single hearing
aid presently under manufacture that uses any vacuum tubes at all.
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Mr. MooRE. In due course it will substantially take over the field?
Mr. RmINouR. That is my expectation, yes.
Mr. MOORE. One final question, and this may be a little visionary in

a sense, but what do you foresee as the next big frontier for commercial
development in the field of electronics?

Mr. RIDENOUR. Well, I am probably a little old and stodgy, but at
the moment my prediction would be confined to faster and faster
progress along the lines that are presently in work.

I think that the business of interpersonal communication is going
to be managed by radio, and by very compact radio sets. And we shall
presently have in our pockets personal telephone sets that are about
this size [Referring to a watchj.

I think that we shall experience a totally new level of reliability
in all of the new electronic equipment. I think that the tools of
automation which are under discussion in this committee will become
ever more potent and effective.

And I cannot imagine the next great breakthrough, which is kind
of the definition of a breakthrough.

Chairman PATMAN. Thank you very much, Dr. Ridenour, and if
you have anything that you would like toadd to your testimony when
you review it, you may be privileged to do so.

Mr. RIDENOUR. Thank you, sir.
Chairman PATMAN. Dr. Bronk, I believe, is our next witness.
Dr. Detlev Bronk, president of the National Academy of Sciences,

National Research Council, Washington, D. C.
Dr. Bronk, we certainly appreciate the fact that you agreed to

appear as a witness. We shall look forward to your testimony.
Would you like to present your testimony in writing and read it

or would you like to speak extemporaneously?
Dr. BRONK. I prefer to speak extemporaneously and give you an

opportunity to ask any questions that you may wish to ask.
Chairman PATMAN. That is very fine. And we have in mind your

time limit, too-that you want to get away from here at a certain time.
We want you to feel free to work to that end.

STATEMENT OF DR. DETLEV BRONK, PRESIDENT, NATIONAL ACAD-
EMY OF SCIENCES, NATIONAL RESEARCH COUNCIL, WASHING-
TON, D. C.

Dr. BRONK. Thank you very much. I have plenty of time, I think.
Mr. Chairman, I am here as president of the National Academy of

Sciences and its Research Council, although as Chairman of the Na-
tional Science Board of the National Science Foundation. I am also
very much interested in the generous support given to science by the
Government through the National Science Foundation.

I assume we are concerned with the usefulness of the new develop-
ments known as automation for the furtherance of human welfare and
the building of our national security and economy.

The title that has been given to me is, "The Need for Trained
Scientists and Research Workers in the Field of Automation." With
your permission I would like to modify that somewhat and speak of
the need for automation in the field of research and the way in which
the development of automation affects the national scientific manpower
problem.
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Our country has attained its high position in part because of the
great natural resources which have been available to us, but more
especially because of the qualities of American manpower, courage,
imagination, ingenuity, devotion to human freedom, and willingness
to work hard. These qualities have brought us to our present high
position at a time of great destiny.

During these recent months when there has been so much attention
focused on the Middle East, I have kept remembering the first time
I saw the pyramids when I was serving with the United States Air
Force during this last war. It emphasized in a spectacular way some
of the things we are concerned with this afternoon.

As we came into Cairo that early morning, I saw the shadows of the
pyramids spread across the desert sands, I could not help but be re-
minded of the tremendous amount of human effort that had gone into
the building of those structures by what was essentially slave labor.
In a space of less than 2 days, I, on the other hand, had come from
Mitchel Field in relative ease and comfort. The reason that was pos-
sible was because of the creation of machines, in part by our industry
but essentially as the achievements of the human mind.

It is the function of machines to extend the range of human powers.
The airplane has made it possible for our muscles to act in such a

way that we are able to fly as birds have never flown-we are able to
travel as the human unaided muscles could never enable one to move.

We are able to hear around the world not because of what our
unaided ears can do, but because of the instruments which we have
developed as aids and extensions to our human senses.

We are able to see distant objects by television that men unaided
could not see.

And by the electron miscroscope we are able to explore the very
nature of the living cell.

Last evening I was speaking at a dinner held in the Chicago
Museum of Science and Technology on the occasion of the receipt of
a spectacular exhibit given by the International Business Machine
Corp. to that museum.

That was a reminder that now, by new devices, the capacity of the
human has been extended. I refer to the new electronic devices which
have made it possible for the human mind to think as the human
mind has never before been able to do.

I think we should not lose sight of the fact that these new devices
have been conceived of and developed by the human mind as an aid
to the human mind itself. I do not want to get into deep philosophi-
cal water but I do think it is important, as we go forward in this
tremendously significant developments as a new chapter in science,
technology, and industry, to remember that all of these devices are
merely means for extending the powers of man himself; in this case,
his intellectual powers.

This relates to the general theme assigned me, because when we talk
about the shortage of scientific manpower, when we talk about the
shortage of all types of trained manpower for the accomplishment
of the task which confronts us in society and for the development of
new means for extending our physical and spiritual developments, we
must continually bear in mind the fact that we will be able to meet
these new needs, not merely by the unaided powers of man, but by the
continual development of new aids to man.
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And so I see in automation the means whereby man can supplement
an inadequate reservoir of manpower competent to deal with the in-
creasingly complex modern society.

And so I disagree with those who say that by automation we may
create a less satisfying way of life because the need for man will be
displaced.

I believe that through automation we are going to free men from
(Itll, uninteresting tasks, so that he can do more significant things
that will enable him to achieve his higher destiny.

I believe that as we have greater and greater need for trained
manpower, we shall through automation find the means for satisfying
this inadequate supply of manpower by extending the capacities of the
available manpower.

This brings me, however, to what I think is a very significant prob-
lemn of great national concern. If we are to make umnecessary much
of the dull, uninteresting labor, what are we going to do with those
people who are now performing that type of labor?

I am one who believes that the potentialities of people for doing more
significant things is practically unlimited.

And so when I hear some of my colleagues say that we should
have fewer people going into higher education I object.

I believe that as wve are able to free men from the necessity of doing
dill, grinding woork, we will enable them to develop more fully theirintellectual capacities, provided through education we give them the
opportunity to develop their potentialities.

I am one who believes that we should have more and more oppor-
t Unity for higher education, so that more and more people will be able
to earrv out their higher activities.

I believe it will require a greater diversity of educational institu-
tions, so that people will be able to fit themselves for those things for
which they are especially qualified. I do not believe if wve are to
continue to have a satisfying democracy that we should lay stress upon
encouraaging fewer and fewer people to go into higher education.

Unless our country is to be torn between those who know and those
w ho do not know, we must give more and more people an opportunity
to know more and more about the laws of nature, the laws of human
relationships, the spiritual qualities which make for satisfying rights
so we can have a more wholesome society.

I believe one of our most powerful weapons in this Crave conflict of
ideologies is a more desirable way of life. The more we can do to
enable people to create the physical means for a more satisfying life,
the better guaranty will we have that democracies will survive.

From a more practical standpoint, it is perhaps unnecessary to add
to what has already been said with regard to the need for more and
better scientific education. This has been said over and over again
by countless committees, boards, and commissions.

But it is desirable repetition to say that we should do everything we
can to raise the quality of scientific education.

This affects Congress in this way: If we are to have more people
better educated, it is obviously necessary that we have more well-
qualified, inspiring teachers. If the opportunities for a satisfying
life as a teacher becomes less and less, we will have fewer and fewer
inspiring teachers.
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In the field of science it is important that there be better facilities
and more support for research as a way of learning. It is a way of
keeping one's mind alert and better fitted for the teaching and inspir-
ing of the young.

In our various governmental agencies and especially in the National
Science Foundation we are deeply concerned with supporting funda-
mental science more adequately so that our teachers in the colleges and
universities will be less tempted to go out into other forms of activity.

When it comes to the matter of secondary school education, from
which we derive our future scientists, the problem is somewhat differ-
ent, because it may be impossible to provide adequate opportunities for
research.

But if we had a higher regard for education and for the educated
man in our local communities, people would be less tempted to leave
secondary schools and primary schools and go into other walks of life.

How this can be accomplished, I have no easy answer.
We must, by all devices, try to improve the regard for the teacher,

so that those young people who are entrusted to the teacher will be
encouraged to go into an educated way of life.

Also, I feel that one of our great national responsibilities is to
recreate a regard for the satisfaction of hard work. This is not in
conflict with what I have been saying about significance of automation
as a means of freeing man from the necessity for hard physical work.

Automation frees man from the necessity for doing hard, dull,
grinding physical labor. But now that we have passed our geographi-
cal frontiers, and have our Nation's future dependent upon our intel-
lectual frontiers, we must develop in our young people a realization
that hard intellectual work is not only a necessity but a great
satisfaction.

And so when we hear that there are fewer and fewer people study-
ing science and mathematics, it reflects the desire of so many to hal\e
an easy way of life.

Our country did not become great by the choice of the easy way.
It was made great by hard work and courage. Now we need that same
hard work and courage.

What I have tried to say is this: I see in automation great opportli-
nities for extending the range of man's ability to think, and to do
things of greater significance so that man can have a more satisfying
way of life.

I see in automation the rneans %vhereby mian can understand better
the laws of nature, and of life itself, so that man may be in a better
position to develop industry, learning, the control of man's own body,
and of man's own thoughts.

Chairman PATMAN. We have heard several witnesses, as you indi-
cated, about our lack in education, particularly along the lines that
you have suggested.

I wonder if you have any suggestion to make as to what Congress
should probably do, that would be helpful in solving those problems
or should it be done entirely on the State level, or should we encourage
the military to better utilize the young men, inductees as well as
enlisted men.

Dr. BRONK. I think that Congress can do a great deal in this regard
by increasing the support for fundamental research because as I have
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just said, this enables People to keep themselves intellectually alive
and thereby better to fulfill their responsibilities as teachers.

The way in which this can be done is by support of the National
Science Foundation and those fundamental aspects of the research
programs of all the various Governmental agencies-the Depart-
ment of Commerce, the Department of Defense, the Department of
the Interior, and related organizations.

I feel that in the field of education there should be more widespread
support of our private educational institutions which have played such
a tremendous role in the development of our country.

If education is furthered in these private and State institutions
there is a greater sense of participation on the part of individuals,
because they are more intimately related to these colleges and uni-
versities.

In this regard, I think that we should all pay high tribute to the
tremendous loyalty of individuals and of private industry.

Several years ago, over a period of years, I served on the Com-
mission for the Financing of Higher Education under the Association
of American Universities. In the late forties and early fifties, we
were gravely concerned with what was to be the future of higher
education because of the great shortage of funds.

Since that time there has been a tremendously satisfying response
on the part of the American industry in the support of our institu-
tions of learning. The alumni and the friends of these institutions
have contributed in increasing numbers.

With regard to the role of the Department of Defense, in the man-
power shortage as it is affected by the necessary draft of our young
people, I believe that there is much that can be done in order to
utilize those who are drafted better in accordance with their special
aptitudes.

It has been my experience in the military services that we can, by
careful thought, train the people more quickly for the basic militar
responsibilities and use the time saved for their education on special-
ized scientific and technical problems with which they will deal in
modern warfare.

Chairman PATMAN. It has been brought to our attention, Dr.
Bronk, that Russia is ahead of us in graduating scientists and engi-
neers and technicians.

For instance, a year ago, to be exact in November of 1955, this com-
mittee conducted the first hearing, I believe, that has ever been con-
ducted in Congress or by a congressional committee, on automation.

Testimony before our committee at that time disclosed that the
Russians were graduating twice as many engineers this year, 1956, as
the United States.

Furthermore, the alarming, shocking information was brought to
our attention that Russia is graduating 32 times the number of tech-
nicians that we are graduating. And that was such a shocking figure
that many people have looked into it more carefully since that time.

And Dr. Sperry enlightened us some this morning as to what is
being done in this country that has been overlooked in that respect,
particularly concerning technicians. And he invited our attention
to the fact, too, that possibly Russiawis including a lot of mechanics in
their 1,600,000 and that they are graduating this year as technicians.

Do you have any information that you would like to bring to our
attention along that line as to how we stand with Russia?
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Dr. BRONK. I do not have any available with me at the moment,
Mr. Chairman, but there have been studies of this sort made under
the auspices of the National Science Foundation and the National
Research Council. These are available. In general they bear out
what you have just said.

I would hope that we have enough faith in our future and enough
ability to define our own objectives, so that we do not have to depend
upon the stimulus of Russia to decide what we should do.

Some of us who have been arguing for the better education of our
young people for many years, are somewhat gratified to see us more
alert to this need at the present time, but we wish we had not had to
wait for comparison with Russia in order to come to these conclusions.

Chairman PATMAN. I thoroughly agree with you.
Is there not a place where television can be used for education?

And, if so, which level would it be, the elementary grades, high school,
or in the arts and sciences?

Dr. BRONX. I think this is one of the challenging opportunities that
lies before us in all levels of education, from the very elementary
levels on up through adult education. It is heartening to see that after
years of failure to recognize that one can do new things in education
we are beginning to do some of the things that are now possible by
modern science and technology.

Television is being extensively experimented with, to see how we can
better use it for general education. Beyond that, there have been
studies made as to the utilization of television in the classroom so that
the shortage of teachers can be met by using one brilliant teacher to
reach hundreds of thousands of students.

There have been tests made as to whether or not students suffer from
a lack of intimate contact with the professor under these conditions.
It is significant that in at least one test it was found that the students
felt they were just as close if not closer to the figure on the television
screen than they did if they sat at the far end of a large classroom.

There are a number of experiments being carried out in the develop-
ment of sound films for instructional purposes, which again will be
used not to replace the teacher, but to supplement the teacher, so that a
brilliant physicist or biologist or chemist will be able to talk to classes
of high school students and college students.

In this way, we can bring more inspiring presentations to the stu-
dents, and we can also help solve the shortage of good teachers.

Chairman PATNIAN. Well, we certainly have appreciated your testi-
mony, doctor. You have enlightened us on so many questions.

Tomorrow morning we have as our witnesses, Friday, December 14,
Mr. Rocco C. Siciliano, Assistant Secretary for Employment and Man-
power, Department of Labor, and also tomorrow morning Mr. George
M~eany, president of the American Federation of Labor-Congress of
Industrial Organizations.

The subcommittee will stand at recess until tomorrow morning at
10 o'clock.

(Whereupon, at 3: 20 p. in., the subcommittee recessed, to reconvene
at 10 a. m., Friday, December 14, 1956.)
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FRIDAY, DECEMBER 14, 1956

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON ECONOMIC STABILIZATION

OF THE JOINT ECONOMIC COMMITTEE,
Vashington, D. C.

The subcommittee met, pursuant to recess, at 10: 05 a. in., in the
Old Supreme Court Chamber, United States Capitol Building, Wash-
ington, D. C., Hon. Wright Patman (chairman) presiding.

Present: Representative Patman (presiding).
Also present: John W. Lehman, clerk; Grover V. Ensley, executive

director; and William H. Moore, staff economist.
Chairman PAT1IAN. The subcommittee will please come to order.
We have with us this morning AIr. Siciliano, Assistant Secretary for

Employment and Manpower, United States Department of Labor,
Washington, D. C., accompanied by Mr. Clague, Commissioner of
Labor Statistics.

We are mighty glad to have both of you gentlemen. You may pro-
ceed any way you desire, sir.

STATEMENT OF ROCCO C. SICILIANO, ASSISTANT SECRETARY OF

LABOR FOR EMPLOYMENT AND MANPOWER; ACCOMPANIED BY

EWAN CLAGUE, COMMISSIONER, BUREAU OF LABOR STATISTICS;

AND LEON GREENBERG, CHIEF, DIVISION OF PRODUCTIVITY

AND TECHNOLOGICAL DEVELOPMENTS, BUREAU OF LABOR

STATISTICS

Air. SICILIANO. Thank you, AIr. Chairman.
I would first like to thank you for this opportunity to discuss the

Department of Labor's work in the field of automation and techno-
logical change.

The hearings before your committee last October were most con-
structive in clarifying the meaning and some implications of technical
developments for the economy. The Department's staff has used the
hearings as a convenient reference and a ready source of useful ideas.

We noted with interest, in your committee report of last year, your
recommendation for continued research on automation and occupa-
tional change.

This morning I would like to discuss and review the program of the
Department of Labor in this field during the past year, to discuss
briefly some of our research findings, and to indicate the outook for
future work. Before taking up these matters, I would like first to
summarize some more general views.
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A reasonable view of automation and other laborsaving innovations
must take account of two important aspects. In an economy of full
employment we must look with approval at efforts to increase output
per man-hour. Automation affords us a means of enlarging both our
per capita material abundance and leisure at the same time as our
population continues to grow. Moreover, the margin of our produc-
tivity level over that of competitive nations is an important element
of our national security.

We must be mindful, however, of potential human costs. Dramatic
changes in production techniques may often have important conse-
quences for the people who work in factories, plants, and offices. The
past history of our economy saw examples of job displacement and
obsolescence of skill that often imposed harsh readjustments on indi-
vidual workers.

Today, there seems to be general or universal agreement about the
need for adequate worker training, guidance and education, protec-
tion against arbitrary discharge, and social provision for income secur-
ity in the event of unemployment.

Modern management is, more and more, coming to recognize the
importance of considering the problems of the individual worker in
making changes. This personnel planning is as essential to the prog-
ress of technology as is the careful planning that precedes an invest-
ment in new machinery.

Because of its responsibilities in the training, placement, security,
and general welfare of workers, the Department of Labor is keenly
interested in the progress of new industrial technology.

Sound administration of manpower programs necessarily requires
some understanding of the implications of these changes for employ-
ment, occupational and skill requirements, industrial relations, and
for special groups such as the older workers.

Accordingly, we have given special attention during the past year,
and I might say during the past 2 or 3 years, to programs concerned
with the human impact of changing technology. These activities
cover various areas of study and action, including automation and
productivity research, the skills of the work-force program, and the
older worker studies.

AUTOMATION AND PRODUCTITY RESEARCH

First, we have broadened the Bureau of Labor Statistics' research
work during the past year in the measurement of productivity growth
and study of technological developments.

To obtain factual information on actual experience of management
and labor in introducing technological innovations, the BLS initiated
a series of case studies of individual plants. The first two case stud-
ies-one on a radio plant, using printed circuitry; the other, on an in-
surance company adopting a computer-were submitted to this com-
mittee during the October 1955 hearings, at which time Secretary
Mitchell appeared and testified.

This year, we published a study of a bakery that had undergone ex-
tensive mechanization. We are now preparing a study of technologi-
cal change at a petroleum refinery, and the introduction of an auto-
matic system of handling reservations at an airline,
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We plan to make additional studies in the coming year in plants
adopting automatic techniques in the metalworking, wholesale distri-
bution, and chemical industries.

In making these studies, our staff interviews management and labor
officials concerning changes in productivity, employment, occupational
needs, wages, industrial relations, and related subjects pertinent to
presenting a record of human adjustment at a single plan. This case-
history technique, as you may recall, was recommended by several
witnesses before your committee in October 1955.

These case studies are filling a gap in our knowledge of the effects
of current changes. While trade and technical journals report fully
on examples of the latest automatic control or computer developments,
concrete information about the human adjustments required is too
often only fragmentary.

Consequently, these studies have proved useful in discussing ways
of adjusting to technological change, and have been widely circulated
and reprinted.

In addition to these on-the-spot studies, the Bureau of Labor Statis-
tics has published an extensive bibliography on Automatic Technology
and Its Implications, which is designed to assist other research work-
ers in studying this important aspect of the economy.

Also, the Monthly Labor Review from time to time publishes sig-
nificant articles on the subject of automation, including a summary
of this committee's hearings. And we are now also engaged in pre-
paring a broad review of changing technology, which will be the
Department of Labor's yearbook in 1958. It will cover the origin,
development, and implications of the new technology.

Because of their great importance in evaluating and gaging the
rate of technological change generally-and thus the dimensions of
the social problems that may be implied-considerable attention is
directed to the BLS statistical program on trends in output per man-
hour. Indexes for the trend of the manufacturing sector, from pre-
war up to 1953, were released last year by the Secretary at this com-
mittee s hearings.

Our current work is concerned with the improvement of this im-
portant series, and the development of indexes for the economy as a
whole and its important sectors. This fall, indexes of output per
man-hour for the basic steel industry were published, covering the
period since 1939.

Finally, mention should be made of the growing interest abroad
in the human aspects of automation, which should be noted. Within
the past year, private citizens as well as Government officials from
Sweden, Enaland, France, Germany, and Australia have come to the
Bureau of tabor Statistics and other bureaus in the Department,
seeking information and advice in studying the American approach
to the social problems of automation.

SKLLS OF THE WORKC-FORCE PROGRAM

The progress of automation, along with the development of peace-
time atomic energy, the increasingly complex technical defense pro-
gram, and the extension of industrial research, is certainly going to
contribute to today's widely discussed shortage of qualified personnel.

Persons with creative talent are needed not only in the ranks of the
scientists and engineers of automated factories, but also among the
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teachers of technicians, the skilled workers supporting them, and the
managers and executives responsible for the plant's performance.

The problem of shortage of skills has many ramifications for our
educational system, for our industries, and, indeed, for our whole
system of incentives and attitudes toward work and study.

The Department of Labor is seeking to make a contribution to
this important problem through its skills of the work force program.
This program is intended to stimulate an increase in the number of
qualified workers in the skilled occupations and professions, and to
assist in broadeningvthe skills of the whole labor force.

One line of activity concerns the improvement of our statistical
and research program on current occupational trends and oppor-
tunities.

As part of this program, the Bureau of Labor Statistics in its
occupational research studies is bringing together a vast amount of
information about various fields of work. The new Occupational
Outlook Handbook, to be published early in 1957, will cover the
outlook, nature of the work, training requirements, earnings and
working conditions for about 500 occupations and industries.

Through the Bureau of Employment Security, the Department
of Labor is providing leadership and technical assistance in improv-
ing and expanding counseling, testing, and selective placement serv-
ices throughout the State employment services, particularly in rela-
tion to skilled and professional workers.

The Women's Bureau, in cooperation with the Bureau of Labor
Statistics, is conducting a survey of wages and working conditions
of nurses and other personnel in hospitals in 16 large cities. This
effort is directed toward alleviating the shortage of trained nurses
which has been a serious problem for many years. The Women's
Bureau is also making other analyses of the demand and supply of
women workers.

We are also promoting more adequate training programs in indus-
try by stinulating employers and labor groups to improve on-the-job
training, by encouraging the extension of educational activities in
support of industrial training, and by creating in the general public
an atmosphere of general and greater acceptance and interest in
training.

During this current year, several community studies, directed by
groups of local representatives of education, business, and labor, under
the technical guidance of the respective State employment services
and the Bureau of Employment Security, are being made to evaluate
their community skill requirements and to provide a basis for devel-
oping necessary training facilities.

These initial pilot studies, each slightly different in approach,
will in addition provide important experience in assisting many other
communities as they undertake a systematic appraisal of their own
present and future manpower requirements.

These communities, by the way, Mr. Chairman, are St. Louis,
Phoenix-Tucson, which is one, Bridgeport, and Indianapolis.

OLDER WORKER STUDIES

When an older worker is displaced, he generally experiences more
difficulty in finding a new job than a younger worker. Special atten-
tion to his particular problems of readjustment seems essential in an
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age of changing technology. In this room, last year, a number of
witnesses mentioned the special difficulties of the oldef worker under
automation.

The Department of Labor has been engaged in a comprehensive
program of study and demonstration projects designed to overcome
age barriers and discriminatory hiring practices, and to increase job
opportunities for older workers. These particular programs cover a
number of things: (a) Job performance and age; (b) status under col-
lective bargaining and private welfare plans; (c) pension costs; (d)
forums on earning opportunities; (e) adjustments to labor-market
practices; (f) counseling and placement; and (g) changing patterns
of labor-force participation.

The Bureau of Labor Statistics undertook two fact-finding proj-
ects. One consisted of a pilot study of the age and on-the-job per-
formance of production workers in selected manufacturing establish-
ments.
I The main emphasis of this study was to develop suitable statistical

tools for measuring the relationship between age and job performance
in terms of output per man-hour, attendance, and other performance
criteria.

However, the preliminary findings from this study are being tested
in a more extensive survey this year. Even the preliminary figures
from this pilot study have important implications for employment
policy. Output per man-hour of both men and women pieceworkers
showed only slight variation up to age 54, and in no group did the
average performance of workers 55 through 64 fall below 90 percent
of the group aged 35 to 44.

Measurement of the output per man-hour of individuals showed
that variations in the output of persons in the same age group were
very large. Actually, variations in output within age groups were
generally larger than between age groups.

This means that workers displaced by technological developments
should be selected for retraining projects on the basis of individual
ability and not simply on the basis of chronological age.

In addition, the Bureau of Labor Statistics issued a report on the
status of older workers under collective-bargaining agreements. One
significant finding is that older workers generally do not find age a
barrier to coverage under health-insurance plans, but pension plans
frequently have provisions barring new employees for the older age
groups from ever receiving benefits.

Finally, the Department of Labor is trying to improve operating
services and educational activities-for the older workers-of the
1,700 employment offices of the United States Employment Service.

About one-half million dollars have been allocated during this cur-
rent fiscal year to State employment security agencies, to strengthen
and extend direct counseling, placement, job development, and em-
ployer visiting services in behalf of older workers in the local em-
ployment offices.

As a result, specialists in older %vorkers' matters have already been
appointed in 44 States and in approximately 70 of the largest com-
munities. Much of the guidance for this program was developed
during the past year by the Bureau of Employment Security in co-
operation with the States-this is a Federal-State program-in a study
of the nature and extent of the problems of older workers in the labor
market in seven major areas.
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SOME RESEARCH RESULTS

We have no direct answer to the question "How rapidly is auto-
mation growing?" From our constant survey of published informa-
tion in trade a-nd scientific journals, industry periodicals, and a host
of similar sources, as well as our own studies, we have the impression
that the growth of automation, so far, has been generally characterized
by extensive planning and learning periods.

However, where automation has been adopted in only a small
segment of an industry or an establishment, it may be the forerunner
of more extensive application later. For example, the large insurance
company described in the case study presented in evidence at your
hearings last year, has recently installed two additional large com-
puters.

Its experience with the first computer-discussed in our case study-
prompted its decision to expand the number of computer installa-
tions. The company will consider even further installations if its
recent additions fulfill expectations.

Thus, it would appear that, as learning periods are successfully
completed in small sections of many American plants, a new and
significantly larger growth in the rate of introduction of automation
may yet be ahead of us.

(One of the significant statistical indicators of the results of tech-
nological change is the measure of productivity. According to esti-
mates of the staff of the Joint Economic Committee, the rate of pro-
ductivity growth for the total private economy has been significantly
higher than prewar; but these figures are affected by many economic
factors in addition to technology.

In the manufacturing sector, our estimates-and I am referring
to the department's estimates-show an average annual increase of
about 31/2 percent in output per man-hour of production workers
since World War II, compared with a rate of 3.3 percent for the 30-
year period prior to the war.

So the total effect of automation on productivity in the economy
is not clear-cut.

At the same time, economic activity has expanded sufficiently to
maintain nearly full employment. Total civilian labor force and
employment, in fact, reached record highs during 1956.

Average monthly employment increased by nearly 2 million for
the first 11 months of 1956, compared with the corresponding period
in 1955; while unemployment remained about the same.

While the overall extent of labor displacement appears to be small,
as measured by unemployment statistics, it should be recognized that
its concentration in a particular industry or area may constitute seri-
ous economic and social problems.

I think Secretary Mitchell touched on the isolated areas of serious
or persistent unemployment last year. I think the same thing is true
today.

So far, the available fragmentary evidence about plants introducing
automation does not reveal large-scale layoffs of workers. The three
plants we have studied, and many others that have been reported, are
generally ones where management sought to expand and diversify
output rather than displace labor.

Workers whose jobs were eliminated were, for the most part, ab-
sorbed in other activities of the plant. In the case of our most
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recently published study of a bakery, there was a slight layoff at the
outset, despite a considerable absorption of the people affected; but
within 2 years, expanding business required the hiring of slightly more
persons than those previously laid off.

As is obvious, the key word here is "expanding." The establish-
ments we have studied could absorb all-or nearly all-of the people
who were displaced by automation, because of an increasing volume
of business. This underlines one of the recommendations of the
subcommittee last year, concerning the maintenance of a dynamic and
prospering economy.

From an industrial-relations viewpoint, it is gratifying to see, from
our bakery study, how management and labor can often plan to
alleviate the effects of change on the workers. Union representatives
were called in at an early stage of the planning, to work out with
management the assignment of workers, their duties, and wages.

Through collective bargaining, the work schedule of the plant was
adjusted to keep layoffs to a minimum. Workers shifted to lower
rated jobs were able to keep the higher wage rate paid on their pre-
vious jobs.

In most of our case studies, including those still in preparation,
there is evidence of advance notification of workers by management,
and in some cases actual advance consultation with worker repre-
sentatives.

Benefits, in a plant introducing automation, are not equally spread
among all workers. From our studies we found that there was a
difference between automation's effect upon people on the one hand,
and job structure on the other.

Most of the people who were directly displaced were transferred
laterally within their skill levels, and in some cases were actually
downgraded. No one, however, suffered a cut in wages as a result of
these transfers. The job structure, or staffing pattern, was neverthe-
less generally upgraded by the change to automation; that is, the
ratio of skilled or better paying to less skilled or lower paying jobs
increased.

A few of the more skilled jobs were filled from the ranks of those
on hand at the spot of the change, but generally the small number of
highly skilled jobs created by automation were filled by more talented
people selected elsewhere within the establishments or by hiring them
from the outside.

The important point to note here is that the number of skilled jobs
has increased relative to those of lesser skills.

Anticipating the rising importance of groups requiring intensive
training and skills, we in the Department have tried to look ahead
at the composition of our future work force. Based on what has al-
ready been happening, and of course based on people who are already
born, projections of probable changes in occupational employment to
1965 and 1975 have been made in connection with the Bureau of Labor
Statistics' occupational outlook project.

These show that by 1975, professional personnel may account for
1 out of every 8 workers, a third higher than the proportion today.
The white-collar group, which includes clerks, salespeople, managers
and owners, as well as the professionals, are expected to be the domi-
nant occupational group, with 44 percent of the labor force.
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This year, 1956, we -were able to make the determination, for the
first time in history, the white-collar group exceeded the blue-collar.

Among blue-collar workers, we may expect some increase in the
proportion represented by craftsmen and operators, and an actual
decline in the number of laborers. Owners, managers, and laborers on
the farm are also expected to continue to decline in number.

I am submitting, attached to this statement, a table showing a pro-
jection of the labor force to the year 1965.

Summing up these studies of our changing occupational structure,
we foresee the need for a very considerable increase in the amount
and quality of training and retiraining throughout the labor force.

Fitting today's workers into the jobs of tomorrow's technology
will require vigorous action which must be planned now by industry,
Government, unions and local communities. Earlier in this statement
some of the Department of Labor's work in connection with helping
to improve the skills of the Nation's work force wvas described.

FUTURE RESEARCH PLANS

In view of the many economic and social implications of automation
and other technological changes, it seems essential that research work
in this area be continued.

The Department of Labor hopes to conduct broader studies of the
implications of automation for employment, productivity, occupa-
tions, and displacement.

For example, -we hope in fiscal year 1958 to make a broad study of
the effects of the electronic computer, its rate of adaptation, the ac-
companying gains in productivity, and effects on jobs and occupations.
To attain a broad view, both makers and users of this equipment would
be queried.

As I noted above, the Bureau of Labor Statistics' study of job per-
formance and age is being extended this year to a larger number of
representative establishments. Also, we plan to extend our program
of case studies of plants introducing technological change to cover the
special problems of older workers.

Next and of great importance, the Department hopes to develop
more accurate information on the supply and demand for workers in
many occupational fields, especially technical and professional.

We hope, also, to improve our methods of estimating future oc-
cupational requirements through study of industrial employment
trends and the changing occupational composition of each industry.

These types of investigation represent forward steps, but still will
not yield sufficient information concerning the effects of new tech-
nology upon the rate of productivity growth in our economy or its
major sectors.

To make a realistic determination of automation's impact upon
changes in productivity, employment, and other factors in a major
sector such as manufacturing, we must study the details of the im-
portant individual industries within the sector.

This means comprehensive productivity studies of the individual
major industries, coupled with equally comprehensive studies of the
developing technology at work in these industries-in other words, a
study both of the plant itself and of the entire industry, and then a
study of the machine itself and its effect upon workers.
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Such information, analyzed in the light of employment changes and
occupational shifts in the industries, could permit the type of assess-
ment your subcommittee called for a year ago-one which could be
used "for policymaking in business as well as in Government."

The objective of technological progress should be, to cite the words
of the President's Council of Economic Advisers, "better living in all
of its aspects, not merely indefinite increase in per capita income and
possessions."

With better understanding of the implications of the changes for
the workers, employer and the community, we can surely attain this
goal for all Americans.

(The table submitted by Mr. Siciliano is as follows:)

Employment in the major occupations of the United States, 1910, 1955, 1965

1910 1955 1965 estimated

Total -- -

White collar - -------

Professional -
Proprietors and managers
Clerical and sales -

Blue collar -- -

Number Number Number
(in Percent (in Percent (In Percent

millions) millions)milos

35. 5 100.0 61.7 100. 0 73.1 100.0

7.9 22.3 23.8 38.7 30.5 41.6

1.6 4.6 5.7 9.2 7.8 10.6F
2.6 7.6 6.0 9.8 7.3 9.9
3.7 10.4 12.1 19.7 15.4 21.1

13.3 37.4 24.7 40.2 29.4 40.3

Craftsmen 4.2 11. 8 8.2 13.4 | 10.2 14.0
Operatives 5.0 14.1 12.8 20.8 15.0 21.3
Laborers 4. 1 11. 5 3.7 6.0 3.6 5. 0

Service --- 3.4 9.6 7.2 11.3 8.1 11.1

Farmers and farm workers 10.9 30. 7 6. 0 9.8 1. 1 7.0

Source: 1910 and 1955: U. S. census Bureau; 1965: U. S. Dcpartment of Labor, Bureau of Labor Statistics
estimates.

Mr. SICILIANO. I would like to mention, Mir. Chairman, that, as
you know, Mr. Clague, the Commissioner of the Bureau of Labor Sta-
tistics, is here this morning.

Chairman PATMAN. Yes. I expected to ask him if he had addi-
tional comments he would like to add.

Mr. CLAGuE. No, Mr. Chairman, I think not. We have covered
pretty well the work that we are doing in the Bureau of Labor Sta-
tistics in Assistant Secretary Siciliano's statement.

Chairman PATINAN. Thank you, sir.
I would like to have you comment just a little bit more on the aged

people. This problem is becoming an increasingly bad problem, I
think. I do not think we can afford to lower the age on social security
below 65 at this time, but the workers between 45 and 65 are finding
it very difficult to get a job when they have to be readjusted; when
they lose a job one place, for any reason on earth, and must seek
another job, they just cannot find it.

Have you come up with anything in the way of a concrete recom-
mendation to the Congress on that?

Mr. SIciuANO. Mr. Chairman, we have actually come up with a
number of results from the various studies that we are making. As a
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matter of fact, I identified earlier some of the problems affecting
older workers that we are trying to overcome.

Take one of them which is this pension cost handicap. It is often
cited by employers as the reason they are reluctant to hire

Chairman PATMAN. I think that is a No. 1 item; I think it is.
Mr. SICILIANO. Yes, sir. They have often felt it is the obstacle

to the hiring of workers, we will say, over 45.
We have met during this past year with quite an impressive group

of consultants in the form of a committee to the Secretary of Labor.
These people represent insurance companies, institutions, that is,
private institutions, foundations, others who have a vital interest in
the greater use of the older worker.

We have tried to analyze whether these pension costs are really a
bona fide obstacle; and, if so, whether they can be overcome by some
type of adjustment, either with the insurance company involved or
in the companies themselves.

This is not an easy area for progress. Attitudes will have to be
changed by explanation, and facts will have to be presented. The
facts of

Chairman PATAIAN. I know. But you are just a little bit beyond
what you first said. You said you were making studies. Well, that
has been going on for quite a long time, has it not?

Mr. SICILIANO. Well, actually in this pension field area, we have
been doing this just during this past year.

Chairman PATMAN. Well, I heard some 2 or 3 years ago that one
suggestion was that where there is increased cost, that the Govern-
ment should pay that increased cost, so as to cause no discrimination
against the aged worker.

Have you considered that?
Mr. SICmLIANO. We haven't gotten to the point of recommending

that the Government pay the differential in cost for pension plans in
private industry. Is that the suggestion, Mr. Chairman?

Chairman PATMAN. Yes, sir.
Well, have you really come up with anything which is definite and

positive and concrete; that is, a suggestion which would be helpful
to these workers?

Of course, the study has been going on for a long time, but you kniow
it is becoming a desperate situation with a lot of people.

Mr. SICILANO. Well, Mr. Clague also wants to add something here,
but we recognize the situation as desperate; in fact, we think it is going
to be even more serious in the next 10 years, because the composition of
our labor force is going to change materially in the next 10 years. By
1965, we will have a net increase of some 10 million people to our labor
force. But of that net increase of some 10 million, about a half of it
will be in this age group.

Actually-I have the figures here-5 millions will be 45 years of age
and over. We will have, in 1965, some 900,000 less people than we
have today in the age group of 24 to 35, this so-called middle manage-
ment group.

So that the conclusions are obvious that industry is going to have to
use older workers to a greater extent. They are going to have to use
women, because half of this 10 million increase will be made up of
women; and they are going, of course, to have to concentrate in re-
training or new training for these older workers.
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Mr. Clague, do you want to add a comment?
Mr. CLAGUE. I wanted to add a word, Mr. Chairman, on this matter

of pension costs.
It depends on the kind of pension contract that is written, and that

is one of the findings that came out of this group: That, if you write the
pension contract in such a way that the benefits are related to the
length of service the older %orker has, then it does not operate as a
cost against him.

But if you write the contract in such a way that the benefits are much
higher in relation to his contributions, then, of course, the employer
is up against the fact that it will cost him money to hire this older
worker, age 50 or above.

So one of the recommendations that we were able to make was that
management and labor and the insurance companies might well take
into account the kind of pension contracts they are writing.

Then, Mr. Chairman, since social security has been extended so
widely, we now have an additional advantage: That this industrial
pension that is paid privately comes on top of, let us say, a reasonable
social-security benefit.

Therefore, again it will be easier to write the kind of contract that
will help in the employment of the older worker by another concern.

Chairman PATMAN. Well, the impact is terrific in areas where these
defense plants were located. Take, for instance, an ordnance plant em-
ploying several thousand people from, say, 1940 to 1955, 15 years.
During that time, thousands of people were induced, by reason of the
fact that they had good employment at good wages, to give up their
farms and their businesses, and depend entirely on that work.

Mr. CIAGtnE. Yes.
Chairman PATMAN. Well, at the end of the 15 years, maybe they

are only 45 years of age or 50 years of age. They lose the job, and
there is no place for them to go. They cannot go back to the farm
because since under the farm program you have to have some sort of
an allotment in order to grow crops that are sufficiently profitable to
enable a person to earn a living for himself and his family, and he is
unable to get that kind of an allotment.

There is no place for him to turn. It is a pitiful situation.
Have you actually gotten anything done in the last few years for

these older workers, that you could point to?
Mr. SIcILmsNo. I think you cannot point to any one single thing

and say, "This is what we have done." We have actually tried to do
things in several areas.

For example, I mentioned in my prepared remarks that we have
attempted to identify people in the various major employment offices
throughout the United States who are charged with the responsibility
for the counseling, the testing, and the placement of older workers.

Now, this is one step. It is an important step.
Chairman PATMAN. Have they reported to you any results? Have

they reported to you results?
Mr. SiciLiANo. Oh, yes. The placement figures for this older

worker category are definitely on the upgrade. There is a very
definite improvement and a very definite result in this area.

Chairman PATMAN. Of course, part of that is due to the fact they
cannot get anybody else to do the job. You see old people working as
elevator operators, you know, and jobs like that, where they cannot
get anybody else to do the job.
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Mr. SICILIANO. I am sure that is a factor. And, of course, the
expanding economy, the employment picture, is a definite factor.
Yes, sir; that is right.

Mr. CLAouE. Mr. Chairman, I might add another point there.
Many of these older workers are highly skilled, although generally
speaking a high skill is so much in demand that a skilled man can
get a job.

But among the semiskilled, there ar^1any older workers. One of
the complications is that the older worker is pretty much settled in the
community where he is. You spoke about the 15 years. He has a
home, he has bought property, he has a family. If the job is some-
where else, it is quite a problem to get him to move off a thousand miles
away.

And we find that among the older workers, particularly, this prob-
lem is serious. Younger workers are glad, sometimes, to move to
another part of the country. They want to see the world, the West or
Texas or someplace else.

But these older workers are settled. They stay in these distressed
communities, and you really have to bring the work to them.

One of the programs of the Department has been to try to get in-
dustry put into those communities.

Mr. SICILANO. In other works, part of the job is not only with in-
dustry, but also with the individual himself, to condition his own
attitudes to such a point that he might either seek to transfer his skill
or learn a new skill.

But these habits do become fixed, and of older workers very often
wish to stay in the exact locality they are in, and do exactly what
they have been doing.

Chairman PATMAN. Yes, sir.
I think it is really to their credit. It is just one of the problems

we cannot solve.
Mr. SICILIANO. It is a very serious problem, and we have to move in

a number of ways.
Chairman PATMAN. Dr. Moore, do you wish to ask any questions?
Mr. MOORE. Mr. Siciliano, a strike at the Standard Motors in Eng-

land-so bitter as to attract widespread attention in this country-
was attributed to company plans for the installaition of automatic
machinery.

Are you aware of any important labor disputes or strikes in this
ountry that have developed over the issue of advancing automation

in plants?
Mr. SICILIANO. I am aware of no such strikes. I don't know of

disputes that may not have reached the strike stage, although I would
assume some of these adjustments might cause an occasional dif-
ierence of opinion.

I would like to ask Mr. Greenberg, who is the Chief of the Pro-
ductivity and Technological Development Division, if he knows of
anv.

Mr. GREENBERG. I don't know of any; certainly of no large-scale
disputes such as that which occurred in England.

Of course, I am sure that as a general, day-by-day affair, there
must be differences of opinion in plants when technological changes
are introduced, but this has not been terribly serious. There has been
something in the newspapers about a dispute over speedup, but I am
not sure that this is really a technological change problem. That is
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more in the nature of any day-by-day dispute which may occur within
a firm.

Mr. MOORE. *Well, apparently our labor in this country is rather
more willing to accept these radical changes, or labor-management re-
lations are better able to adapt to them than were Standard Motors
and its employees.

Air. SICILIANO. I would like to say that there is a complete willing-
ness, so far as we have been able to see, of acceptance of technological
change on the part of both labor and management.

The only emphasis we would make in the Department of Labor is
that the human values must not be overlooked or underestimated, and
that there should be consultation with workers.

Mr. Moopx. I have nothing further.
Chairman PATMAN. Dr. Ensley?
Mr. ENSLEY. Mr. Secretary, if you don't mind, I might address this

question to Mr. Clague or Mr. Greenberg.
Mr. SICIIIANO. I would be very happy for you to do so.
Mir. ENSLEY. If you look at current aggregate data, and make com-

parisons with a year or two ago, it seems to us that you come up with
a tentative conclusion, at any rate, that output per man-hour in recent
months or in the last year has been falling.

Would your information confirm this, or not? I would first of all
like to get your reactions to that very tentative conclusion; and second,
if there is something to it, your views as to why you have this below-
normal increase in output per man-hour in recent months.

Mr. CLAGUE. I think I will have to answer that question in several,
parts.

In the first place, such figures as we have currently are very limited
in character. We have the Federal Reserve Board index of produc-
tion; we have our employment data in the Bureau of Labor Statistics.
And the conclusions that you mention are those drawn by people who
are putting these two sets of figures together.

Now, when more accurate data are available, when we have had
time to gather the full picture of production in the United States in
1956, the results may be somewhat different than what they now show.
Let me stress that first.

However, the general picture that you sketch is not an unusual
one, and we find it in our productivity figures as we go back through
the years.

You have to be very careful about drawving any conclusions on
productivity from any short-time period, even 1 year; and of course
for a quarter of a year or for a month, it sometimes becomes quite
ridiculous to draw conclusions from what one finds in the figures.

Productivity is really an underlying'relationship between output
on the one hand, and people on the other, and it is most significant as
a long-time trend.

Bearing that in mind, however, we do know this: In times of a
business downturn, the volume of production falls off. Plants don't
operate at capacity. Sometimes output falls more than they call cut
the labor being used.

It is quite natural that the firm should hang onto its people. It
doesn't want to let them go. So you sometimes get an adverse effect in
a business downturn: I mean, what looks like a temporary adverse
effect on productivity.
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Conversely, when business turns up like in the year 1955, the plant
has its workers on the job. The plant gets new orders. Output
expands. Then you can get a rather spectacular increase in produc-
tivity. The figures, in other words, look very good-output is high,
with very little additional labor.

I did call attention to this last year when those 1955 tentative
figures were issued. I expressed the opinion that those were due to
the fact that it was a recovery year after a business downturn.

Now, when we reach a full employment year like 1956, when most
all businesses are employed to capacity, they cannot ignore any longer
the necessary repair labor, the servicing labor, and so forth. The firm
has to take on more people, but the output does not expand proportion-
ately.

So I would say, Mr. Ensley, the figures probably do picture the kind
of thing we get in a business downturn, a recovery, and then a leveling
off at the top, as we have had in 1956. So I suppose it is true that
more labor has been employed this year per unit of output; that is to
say, the increase has not been up to the normal rate of growth.

Mr. ENSLEY. Remembering this tremendous rate of capital invest-
ment of the last year

Mr. CLAGUE. Yes.
Mr. ENSLEY (continuing). And that is currently going on, and cur-

rent high levels of employment, would you venture or hazard a guess as
to what, assuming this boom continues, the output per man-hour figures
will look like for the next 6 months or so; in other words, extending
your analysis of what has happened as we went into the slump in 1953
and 1954, the boom year coining out of the slump in 1955, and then
leveling off with the result of a decline, perhaps, in the rate of output
per man-hour in 1956, where would this type of analysis carry us into
1957, on the assumption that we are bringing in this new capacity that
we have just built this year and currently putting into operation, and
a continued reasonably full employment?

Mr. CLAGUE. Well, the two factors you mentioned are as follows:
First of all, we are at the peak, operating at almost full capacity;

labor is scarce generally, in many areas and industries, and conse-
quently we have the normal difficulties in attaining high productivity
in a full employment economy.

Sometimes it is hard for the employer to get labor. Sometimes out-
put is held up because of shortages of labor or of supplies.

Now, that kind of situation is still existing, and would, I think,
continue into 1957.

The other side of it, as you mention, is the high capital investment of
recent years, the enormous amount of new machinery and equipment
being put in.

Our studies so far indicate that this is still in its early stages, as far
as extensive labor displacement is concerned. You will notice that the
overall productivity increases for the economy are not spectacular.
They are not even as spectacular in manufacturing as they were in the-
1920's.

This doesn't mean, however, that capital investment and automation
is not taking hold. - I, myself, feel that the enormous amount of capital
investment that has taken place in recent years is bound to have some
effect on productivity in the long run. Businessmen are foolish to put
in this equipment if it is not going to save labor; and as it spreads, I
think it will take effect.
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You will recall that our study of an insurance company was based on
the introduction of a new electronic computer. Already the company
has added two more. This shows how mechanization moves faster as
it develops. However, for industry as a whole I would not expect
anything spectacular in the early part of 1957 or even in 1958.

Mr. ENsLEY. To what extent has the change in product mix, so to
speak, during 1955 and 1956 and in, say, the outlook for 1957, affected
the output per man-hour? You would say 1955, being a year notable
for its consumer durable goods and automobiles and other items of high
output per man-hour type, as against 1956, where automobiles were
down and services and nondurables moved ahead-does that have or
does that constitute a factor?

Mr. CLAGUE. Yes; that certainly does have an effect.
When there is an expansion of a high-productivity industry, let's

call it, an industry where there is large capital investment per man
and large output per man, like automobiles, there is no doubt about
the fact when such an industry declines during a year, as compared
with another industry like textiles, which has less capital per man and
less output in dollars per man, there is a depressing effect on overall
productivity figures. But this will be modified again when auto-
mobiles expand.

This factor is present, but I don't know that I could say what
fraction of the change was due to this one as distinct from technical
improvements within individual industries. I don't know whether
Mr. Greenberg wants to add anything to that, or not.

Mr. GREENBERG. Mr. Ensley, we haven't looked specifically at the
years 1955 and 1956 with regard to your question; but, based on our
analysis of what has happened since the war in manufacturing and in
the total economy, I would guess that industry shifts have not had
a major influence on the productivity trend.

Generally speaking, even though significant changes may occur in
the importance of industries, it takes a rather big change to affect
the productivity trend.

Mr. ENSLEY. That is all, Mr. Chairman.
I am very interested in these productivity figures, these statistics

of output per man-hour, which I think we have got to improve on in the
years to come.

Chairman PATMAN. Mr. Siciliano, I would like to ask you a question
or two, please, sir.

Mr. SICTLTANo. Yes, sir.
Chairman PATMAN. You consider the economy is going along now

on what you might consider an even keel, or going along evenly, or is it
up or down?

Mr. SICILiANO. Well, I am not going to be able to give you an
answer on that, Mr. Chairman. My own experience, though I am
not an economist, would indicate that it is hard to ever say that any-
thing is ever moving along on an even basis.

I don't think that, even when we are optimistic about the upward
movement of the economy, we can be sure that it will continue on
that basis.

So that all I can say is, I don't think the movement could be ever
considered even; but it is perhaps a good movement.

Now, I don't know if Mr. Clague wants to add anything to that.
Chairman PATMAN. Would you call it good up or down?
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Mr. SICILIANO. Normially, progress is tip.
Chairman PATMIAN. You would say it was imOViing lip or down?
Mr. SICILIANO. I would say it is moving tip.
Chairman PATMIAN. Up.
Do you see anything in the high interest policy of the Federal Re-

serve System vhichl is causing any unfavorable signs to appear?
Mr. SICILIANO. The Federal Reserve moving upwvard the interest

rate, for example?
Ch1airlmanl PATMAAN. That is right.
Mr. SIGIIAANO. Well, obviously that has an effect on many of the

small borrowers of money, and that would have a deterrent effect, I
would assume, although I am not too sure that it would make borrow-
ilig any more difficult for them than it has been already.

Chairman PATTIAN. Do you see any unfavorable signs by reason
of this policy?

Mr. SIcHrAANo. Unfavorable signs to the borrower, for example?
Chairmnan PATMAN. Unfavorable signs in the economy, like small

fellows closing up and putting people out of work.
Mll. SICILIANO. No, sir, I don't see
Chaiimnan PATMAN. You do not see any signls like that?
Mr. SWcmIMANo. I do not see any. There may be some, of course,

some effect.
Chairman PATMAN. What about the home construction, the housing

construction ? It is down very low.
Mr. SICILIANo. Housing starts are down, although I understand

that actually this current year will show that the total or the aggre-
gate in volume of dollars will be the second greatest year on record,
although the housing starts themselves are down.

That is possibly accounted for because of the
Chairman PATMAN. Inflated price of material?
Mr. SICILIANO. Inflated prices, and the higher priced homes.
Chairman PATMAN. And other costs?
:Mr. SICILIANO. Yes, and other costs.
Chairman PATMAN. Yes.
Let's see, do you see any effect on the disposable income of workers

by reason of the high interest policy?
I refer particularly to this: As interest rates go up-it is possibly

too early to see much difference nowl-you know, somebody must pay
that increased cost. If interest goes up 1 percent, our total debts
of the Nation are $700 billion, a few billion more than that, including
the national debt-now, we will always have those debts, and more,
because our system cannot operate without debt.

When that interest charge goes up 1 percent, that means $7 billion
a year. Somebody must pay it. If you divide that $7 billion by the
165 million-plus people, you will find that that is about $40 per capita
for every man, woman, and child, just that 1 percent increase on the
debts of the country.

A family of 5-that is $200 per year.
Now, -whether they know it or not, they are paying that, they are

doing it either through higher rents-because the landlord must pay
the higher taxes and higher charges because of highd)er interest rates-
or, if he is buying a home, he must pay it in the fornm of higmher interest;
or if he lives in the city he must pay higher taxes, and pay higher
taxes to the State; because all the States, counties, cities, and political
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subdivisions have to pay higher taxesj too, and that goes right down
to the person paying the taxes. He has got to pay more.

And the automobile manufacturer must charge more, because in-
terest is a part of the cost of doing business, and that is passed right
on-down to the consumer.

So, whether we know it or not, we have a hidden tax there of about
$7 billion a year additional with every'1 percent increase.

I don't suppose you have been able to detect any difference in that so
far, to this extent, that the average person has so much less to spend
by reason of that hidden tax or that extra interest that it is affecting
his purchases of other goods, durable goods, for instance. You do
not see any change in it so far, I don't suppose.

Mr. SIcmIANo. I don't think I do. I would assume that there
could be an effect here in terms of the purchase of consumer goods, but
thus far it seems to be not deterred too much.

Chairman PATAIAN. It is a little bit-it has not been going on long
enough, probably, to just be able to see the difference. But, naturally,
it is coming, because we cannot escape it.

Are you dealing satisfactorily, in your judgment, with the critical
areas, the critical-unemployment areas, in the country? Or do you
need new legislation or additional legislation?

Mr. SICILIANO. Mr. Chairman, I think that the administration is
prepared to submit to this forthcoming Congress legislation which is
designed to alleviate some of these persistent problems that have
plagued these so-called critical areas of unemployment.

Chairman PATMAN. Chronic unemployment.
Mr. SICILIANO. Chronic, persistent areas of unemployed; yes, sir.
Chairman PATMAN. Do you feel that you have the weapons to deal

with it now, the tools, or that you need additional power and authority
and money?

Mr. SIcILIANo. Yes, sir; that is right.
Chairman PATMAN. All right. Well, thank you, gentlemen, very

much.
Mr. SICTLIANO. Thank you.
Chairman PAT2IAN. Mr. Ruttenberg?
Mr. George Meany was to be the next witness this morning-presi-

dent of the AFL-CIO-but Mr. Meany is unable to be here, and we
have with us in his place, Mr. Stanley Ruttenberg, who is the econo-
mist for this group.

And I want to say, personally, Mr. Ruttenberm, that we shall look
forward to your testimony. I know that you will give us some good
ideas and suggestions.

STATEMENT OF GEORGE MEANY, PRESIDENT, AFI-CIO, PRESENTED
BY STANLEY H. RUTTENBERG, ECONOMIST, AFL-CIO

Mr. RU'TENBERG. Thank you very much, Congressman Patman.
Might I just say at the outset that Mr. Meany is terribly sorry he

could not be here this morning. He has asked me to read excerpts
from his statement, which is to be submitted in his name.

What I have are really just excerpts from a longer statement which
I should like leave to submit for the record next week, if I could.

Chairman PATMAN. It will be inserted as part of the record.
85-561-5-7 13
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Mr. RUTTENBERG. Thank you.
(The statement referred to is as follows:)

STATEMENT BY GEORGE MEANY, PRESIDENT, AFL-CIO, TO TIHE SUBCOMMITTEE ON
ECONOMIC STABILIZATION, JOINT ECONOMIC COMMITTEE, ON AUTOMATION AND
TECHNOLOGICAL CHANGE

I appreciate this opportunity to provide the committee with a few comments
on the far-reaching technological advances that are taking place in American
industry.

The committee Is to be commended for devoting special attention once again
this year to this critical problem.

Most of the people from whom the committee has heard, both in last year's
and this year's hearings, have been either engineers who have been responsible
for developing the new automatic equipment or businessmen who have had the
responsibility for marketing or utilizing the new equipment. These are the
individuals most qualified to explain the latest devices to the committee, and
to give the committee a feeling of the future developments in this area.

I feel, however, there is some danger that from these witnesses the committee
may be learning about only one aspect of this broad issue. Committee members
may be learning a great deal about the new types of automatic equipment and
about the vast new potentialities that are opened up by the development of these
new machines.

Such a presentation almost inevitably leaves the listener with a feeling of
awe and wonder. Under such circumstances, there is the danger that the
committee wvill neglect some of the real impact problems that are inextricably
bound up with adoption of the new automatic techniques. This committee should
ask representatives of business corporations to indicate what their companies
have done or intend to do in the way of introducing automation. They should
be asked to discuss manpower and skill requirements, industrial migration.
retraining, and collective-bargaining implications resulting from the impact of
the installation of automatic equipment.

It is the duty and responsibility of organized labor to be very insistent in
calling attention to the human element in automation. Questions of designing.
installing and maintaining the new equipmet are all problems which lend them-
selves to scientific treatment; they can be solved by the engineer. It is the
human problems, the questions of adjustment to change, or preparation for new
assignment, and of economic impact to society as a whole that cannot be solved
in such a mechanical fashion but must be subject to the most imaginative think-
ing that all of us can give.

I cannot in this short presentation discuss in any detail the many human
problems that will arise with the introduction of these new automatic machines.
I would like, however, to focus attention on the following particular problems
which I feel have received inadequate attention.

I. THE POSSIBILITY OF LARGE-SCALE SOCIAL DISLOCATIONS

The maintenance of high national levels of employment during the coming
decade is an essential requirement if we are to achieve social and economic adjust-
ments to the new technology, with a minimum of social disruption.

Declining markets and layoffs due to production cutbacks would only magnify
and aggravate the many problems that accompany radical technological change.
We must do all in our power to avoid such a situation.

A rapid introduction of automation equipment and production processes in
the next 5 to 10 years may produce large-scale layoffs and unemployment, unless
markets grow fast enough and working hours are reduced. Even if we are
sufficiently wise and fortunate to avoid widespread layoffs, there is the possi-
bility that the economy may not produce enough new jobs, in the transition
to the new technology, to provide employment opportunities for a growing labor
force. Many companies have boasted of adjusting their work forces to the new
production processes, without layoffs, but without hiring new employees.

The Nation is now entering a period in which the labor force will be growing
more rapidly than in the past. The high birth rate since 1939 is Increasing the
number of young people entering the labor market. The labor force, which
increased by an average of about 700,000 a year, between 1950 and 1955, is now
growing at an average annual rate of about 900,000, between 1955 and 1960.
According to the Census Bureau, the yearly rise in the labor force, between
1960 and 1965, will be about 1,200,000. Will there be job opportunities for such
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a rapidly growing labor force in this coming period, when the new technology
spreads through the economy?

To maintain high levels of employment in a period of technological change
and a rapidly growing labor force will require intelligent action by private
groups and government. Expanding consumer markets will be needed-
requiring adequate wage and fringe-benefit improvements, reductions in hours
of work, and a relatively stable price level. The Government's fiscal and
monetary policies must be sensitively geared to the requirements of full em-
ployment, and in the event of a general economic downturn, the Government
must be prepared to act, without delay, to forestall the spread of unemployment.

By maintaining high national levels of employment, we will be able to provide
a general environment in which the problems that accompany radical technologi-
cal change can be more readily solved. The development of dangerous, large-
scale social dislocations can be avoided by maintaining the general health of our
national economy.

The maintenance of high national levels of employment in this period of
widespread changes in production processes should be considered a No. 1 ob-
jective of domestic economic and social policy. But even if high national
employment levels are maintained, there will be scores of other problems that
we will have to deal with, a vast multitude of adjustments that will be
required.

II. MIGRATION OF INDUSTRY

The requirements of the new types of automatic equipment are such, according
to various engineers, that it will be cheaper in many cases-if not most of them-
to build entirely new automated plants in new locations, rather than to
rebuild old plants. Furthermore, since automation may mean substantial
changes in cost relationships-labor costs become a smaller part of the cost
of production, for example-the shifts in plant location may well be from one
State or region to another. The construction of a newly automatic factory
in one locality could thus create dislocations in other communities if it forced
the shutdown of older factories and idled workers in other localities.

Thus, we are faced with this critical question:
To what extent will these improvements in technology speed up the trend

toward the migration of industry leaving older established communities without
sufficient job opportunities for their residents?

We have seen the devastation that has been caused in the textile Industry by
the wholesale migration of plants from the New England to the southern part
of the country. In large measure the motivation behind this mass movement
of industry has its roots in problems of machinery and new equipment. The
mills in New England with their older equipment and inefficient plant layout
were admittedly becoming obsolete, with the result that tremendous savings
could be made by establishing a new plant in a new location. At the same
time, the South offered special subsidies to migrating plants as well as a
generally lower level of wages and a climate of opinion more hostile to unions.

The resulting movement of the textile industry has produced very difficult
problems in New England where the costs of this migration have had to be
borne by the local townspeople in Lawrence, Lowell, and other textile centers
throughout the area. There are already indications that automated factories
have been built in new areas away from older plants. This results in loss of
employment in the older areas, with expanded employment opportunities in the
newer ones. How extensive this is is not fully known. But this committee could
well look into the problem of whether we are now likely to create new distressed
areas because the urge for automatic equipment provides special incentives for
industry to build new plants in new locations. This committee, too, should
examine the needs of distressed communities and establish the basis for a long
overdue program of Federal Government assistance for communities of chronic
economic distress.

M. TRAINING

Organized labor welcomes the new advances in technology. We want to see
the new equipment introduced as promptly as possible so that we and our heirs
can receive the benefits of the lowered operating costs and higher productivity.

At the same time, we insist that all of us-labor, management, and the public-
plan ahead for any problems that might develop in introducing this new equip-
ment. In particular, we thing it is important from the point of view of the
entire economy that any displacement of workers be kept to the irreducible
minimum.
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In this connection. special problems of training are bound to arise. Workers
whose jobs will be eliminated by installing the new equipment must be the first
to be considered for work on the new equipment. Many of them will be mature
people to whom learning new skills may not come easily. They must be given
full opportunity, at company expense, to acquire new skills. It will require the
best brains of labor, management and vocational training specialists to develop
new types of training programs for these workers so that they can make their
maximum contribution to their new jobs.

This will not be an easy task. In some cases it may seem impossible to adapt
the worker who has been used to a semiskilled assembly-line job to become an
integral part of one of the newer-type electronic machines. However, we are
confident that if we start now to work on this problem, there is no reason why
it cannot be solved.

Part of this retraining effort will have to be worked out by unions and manage-
ment. But cooperation and assistance will be required from Federal, State, and
local governments to provide vocational training facilities and instructors,
wherever needed, and improvements in the unemployment insurance system to
provide compensation for employees, if they are not receiving their pay during
the retraining period.

IV. ADJUSTMENTS IN COLLECTIVE BARGAINING

A host of other problems are bound to arise involving the particular plant or
company introducing the new equipment. New job titles and new wage rates will
have to be negotiated for the new jobs on the basis of new skill requirements,
new responsibilities, and added output. Some workers will probably be down-
graded in the process of change-will they retain their old wage rates? Existing
job evaluation plans will probably have to be discarded.

Work on the new automated jobs will not lend itself to a wage incentive system,
existing incentive programs will have to give way to straight-time rates or
another wage system particularly geared to the new jobs.

In same cases revisions of the wage structure of the entire plant or office will
be required as a result of the changes for automated jobs. Special efforts will
have to be made to provide continuing employment for older workers who find
it difficult to adjust to the new production techniques.

The entire question of seniority, promotions, and transfers will have to be
carefully reviewed in collective bargaining. Clearly the shifts in production
processes brought out by the new machines may force revisions in the plant's
job structure, promotion ladder, and transfer arrangements.

Collective bargaining provides the mechanism for working out the complicated
details of these adjustments. This mechanism will be able to perform its func-
tion, only if the parties bargain in good faith.

Joint consultation between labor and management, in advance of the installa-
tion of new equipment, is required to develop the necessary adjustments affecting
workers due to radical changes in machines, production processes, and work
flow. Companies usually plan technological changes long in advance-i, 2, or 3
years before they become effective. Management carefully plans and revises
the financial and cost aspects of such changes. It would be well for managements
to consult unions long before the new production processes are placed into
operation-to work out the required shifts in the work force, the changes in
jobs and skill requirements, the necessary retraining of workers. Only through
such advance consultation and planning can orderly procedures be developed
to achieve equitable adjustments in the factories, offices, and other places of
work.

These are but a few of the specific issues that are bound to arise as the new
automatic machinery takes its place in modern industry.

Labor is raising these issues because we feel that they require thinking and
planning in advance of the actual installation of the equipment. We do not
know at the present time how serious these problems may become. It may well
be that the questions we are raising will prove only a minor irritation in the
process of adopting the new techniques. Certainly that is our hope. However,
unless these questions are discussed fully and frankly in public and at the
bargaining table, there is a real danger that misunderstandings or difficulties
may arise.

What is the role of the Government in meeting these problems? We are not
here to ask the Government to solve these questions for us or for American
management. We do think that because of the far-reaching implications of the
new automatic equipment, the government has a responsibility:
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1. It should collect and publish relevant information on current technological
developments regarding the new types of automatic equipment.

2. It should conduct studies drawing on the experience already obtained in
industry that would prove helpful to labor and management in planning the
introduction of the new equipment.

3. It should provide Government agencies with adequate funds for case studies
concerning the social and economic effects of automation and the extent to which
the new production processes are spreading in various parts of the economy.

4. It should encourage and stimulate universities and private research groups
to study the social and economic implications of the new technology.

In addition, of course, we urge this committee to continue its very real interest
in these problems, reviewing the latest technological developments, bringing to
light possible problems, and where necessary prodding the Government to under-
take programs that will help to minimize social and economic disruptions.

NO AUTOMATIC ADJUSTMENTS

Let me add that I am not pessimistic about the ability of American society
to adjust to the new technology. Neither do I believe, however, that the adjust-
ments will be automatic.

There is no machine, automatic or otherwise, that can produce customers for
an expanding economy. Nor are there self-correcting machines that will auto-
matically provide jobs for a growing labor force. And there is no mechanical
device that will automatically train a technically skilled work force or spread
the benefits of automation to all groups in society.

It is not characteristic of the trade-union movement to sit back and let the
future take care of itself. If the adjustments are to be made, they will take
foresight, planning, and cooperation between business, labor, and Government.

I have no doubt that automation's promise of improvements in national
strength, living conditions, and in leisure will, in the long run, be achieved.
These long-run achievements, however, will require the efforts of all groups in
American society to ease the process of human adjustments to the new produc-
tion techniques.

Mr. RurEiNBERG. That concludes the formal statement of Mr.
Meany.

Chairman PATMAN. I want to ask you, do you see any unfavorable
signs in the economy at this time?
. Mr. RurTTENBERG. Do I see any unfavorable signs in the economy
at this time?

Chairman PATMAN. Yes, sir.
Mr. RU ixN-BiG. Well, I do, Congressman Patman. I am particu-

larly concerned about what is happening in the housing market with
home construction declining, new housing starts on the decline. We
are even running now, I think, currently at an annual rate of less than
a million starts a year.

Chairman PATAIAN. Don't you think we should build up around 2
million houses a year in order to take care of the market properly?

Mr. RuIT=NBERG. I can't agree with you more fully, Mr. Patman.
We as an organization have strongly advocated that there is a need
now for at least 2 million new homes a year, and that these ought to
be built, and as we look into the next 4 or 5 years, there will be need
for even more than 2 million homes a year to meet the new family for-
mations that are occurring in American life, and it is unfortunate that
various developments are now retarding the housing market. I think
that is an important area.

Chairman PATMJAN. It is principally the tight money, the hard-
money, high-interest policy, isn't it, Mr. Ruttenberg, that you are
talking about?

Mr. RU=ENBERG. Again I must agree with you, Mr. Patman. I
really think that the interest-rate question of moving interest-rate
structure now to where it takes to get an FRA loan 51/2 percent, in-
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cluding a half percent insurance, as against 41/2 percent a year ago,
more than a year ago, and 5 percent within the last year or so, is a
very unfavorable sign.

I think VA loans are now almost not available because
Chairman PATMAN. That is right.
Mr. RU=rENBERG. It takes legal change by the Congress to up these

rates. But upping the rate is not going to solve this problem.
Chairman PATMAN. May I suggest there is something else there that

is a deterrent. They must give additional amounts in the form of dis-
counts, and if the buyer can't pay it, the seller must pay it. It is going
on all over the country. It is disgraceful. It ought not to be per-
mitted in a civilized country, it is terrible, 10, 12, 14 percent in addi-
tion to all these others, high interest and everything else.

We had a provision in the law against that. It is a form of racket-
eering, that is what it is, and we wrote a provision in the law against
it a few years ago.

And in some way or somehow, there was a provision in the law in
1954 that repealed it outright.

Do you know about that?
Mr. RUTTENBERG. No; I do not.
Chairman PATMAN. I don't think Members of Congress realized it.

You know that is one thing that I have a criticism of Congress about,
that Congressmen are not equipped to do their jobs, things go through
that they don't even know about.

I don't think that would have ever been allowed to go through, if
Members had known about it generally. But they don't have admin-
istrative assistants to go around to the different committees and keep
up with the different bills and keep their Members fully informed.

They are just not equipped to do it. They don't have the time
themselves to do it.

I am not criticizing the Members, the hard-working Members, and
I served with 3,000 Members of the House since I have been a Member
of it, and I don't believe you could find finer or better or any more
conscientious or harder working people in the world than the people
who serve in Congress. But they are just not equipped to do the job.

And I think there is an outstanding example of permitting a pro-
vision to go through and become a part of the law to repeal that
provision which really stopped the racketeering against the veterans
in housing a few years ago. But that went through in 1954.

Pardon my interruption. I wish you would go ahead with your
statement.

Mr. RU=rENBERG. Well, there is another area of the economy that
is disturbing, I think, and that is one which you were previously dis-
cussing with Secretary Siciliano a moment ago, and that is distressed
areas.

It in part is implicit in some of the testimony of Mr. Meany
here today.

It seems to me it is an interesting and probably sad commentary
upon the American economy in which we have relatively, and I say
relatively advisedly, full employment, where we are running in the
neighborhood of currently about 2½ million unemployed, where we
are down to almost a minimum, although I think the unemployment
ought to be lower than that, but generally speaking where we have
relatively few unemployment that we still have, I think by the latest
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count, something like 15 major labor-market areas, and something
between 45 and 50, if I am not mistaken, of minor labor-market areas
in which unemployment is today in excess of 6 percent of the labor
force.

Chairman PATMAN. Are they the chronic areas ?
Mr. RuTTENBERG. These are mostly chronic areas of unemployment,

and, of course, over the period of the last 2 years, the number of areas
were even greater, they have declined in the past year, there is no
question about that, and they tend to get down now to those that are
more chronic as against those that periodically move in and out of the
so-called distressed areas, and this is a segment of the economy that
needs to be taken care of, and I think needs some attention by the
Congress of the United States.

And I should hope that they would begin consideration once again
of the bill which passed the Senate in the closing days of the last
session, and came to the House, and almost got through, but not quite,
as a result of the Rules Committee bottling the bill up. This is one
area.

Another area which disturbs me, as I look at the economy with
a long-run gage of more than just the new few months, is the relation-
ship between the expenditures in the national economy for new plant
and equipment or business expenditures on the one hand and consumer
expenditures on the other.

The proportion of gross national product or national income going
to business investment is going up. The proportion going to con-
sumer expenditures is declining, and I think this is creating a dis-
tortion in the economy, that could prove to be a difficult economic
problem, a difficult problem for economic adjustment as we look into
the future.

I think this has to be handled in some way, particularly because-
and here I don't want to get into a technical problem-but because
I think there is now developing a greater productivity of capital than
we have ever had before in our economy, whereby for each additional
dollar of capital invested there is a larger output per product coming
from that dollar of invested capital, and this, if true, and I think the
figures now developed by various research organizations, particularly
the National Bureau of Economic Research in recent studies and
others shows this to be a fact, or at least developing it as a fact.

If this is true, then we are exaggerating the relationship between
capital and business investments on the one hand and consumer invest-
ments on the other even more, by the large-scale business investments
that have taken place during the last year, and will by current reports
continue into next year.

I could go on and list a few other areas.
Chairman PATMAN. That is all right.
Would you like to ask any questions, Dr. Moore?
Mr. MOORE. Mr. Ruttenberg, you were in the room when I asked

Mr. Siciliano, or referred to the Standard Motors strike in England?
Mr. R-u'IENBERR. Yes.
Mvr. MooRE. Are you aware of any important labor disputes or

strikes in this country that have arisen with the automation being
a primary issue at all?

Mr. RuOENBERG. I am not aware of any serious strikes that have
occurred as the result of protests against the installation of new
machinery such as the strike in England was.

193
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- You do, of course, have strike situations in grievances developing
tthat probably do not get to strikes where the unions are terribly con-
'cerned about this other area, the third area that I discussed in the
paper here, how you handle the collective-bargaining problem of ad-
justing wage scales or adjusting incentive system to a totally new
approach to the problem of mass production.

So this creates internal problems. But I think I ought to say quite
clearly and I think quite unequivocally on behalf of the labor move-
ment, that there is no opposition on the part of organized labor to
advances in technology in the American economy.

You will find, of course, certain fringe situations here and there
where local groups tend to object, but the basic position of the
American trade-union movement is quite sound in this connection and
it differs considerably from that of the economics of Europe and
England in the fact that they strongly support new developments in
the field of automation and technology.

We say only that in these developments the benefits resulting from
them must be shared equally by the workers and the consumers. and
the corporations installing the equipment.

Mr. MooRE. That is all. Thank you.
Chairman PATMAN. Dr. Ensley, would you like to ask any questions?
Mr. ENSLEY. One question.
Mr. Ruttenberg, you heard the question I asked Mr. Clague with

respect to recent trends in output per man-hour. Do you have any
observation you would like to make on that?

Mr. RTTENBERO. Well, only to lend support to what Dr. Clague
said, that I think the data available so far for 1956 on which certain
tentative conclusions seem to be or are being drawn, is not sufficient
really to draw any real sound conclusion, and I think that while there
may have been a temporary lag in productivity advances in 1956, and
I don't thoroughly agree with that as a concept, but even if there was
just this temporary lag, I think the whole notion of the billions of
dollars that are being spent on new plant and equipment now, carry
into the future the concept of substantial advances in productivity.

I agree with Dr. Clague that business and corporations in this
country would not be investing such money unless it was for the
purpose of reducing costs.

Mr. ENSLEY. That is the only question I have.
Mr. Chairman, in light of your earlier questions with respect to

the problems of the aging, I just this moment received an interesting
statement by Chairman Seymour Harris of the department of eco-
nomics of Harvard, a statement on economic problems of the aging
for the New York Legislative Joint Committee on the Aging, which
he presented December 11, and with your permission if it might go
into the record.

Chairman PATMAN. It may be inserted in the record.
(The statement referred to follows:)

STATEMENT ON EcoNomIc PROBLEMS OF THE AGING FOB THE NEW YORK LEGIsL&-
TIVE JOINT COMMITTEE ON THE AGING HEARINGS, NEW YORK CITY, DECEmBER
11, 1956

By Seymour E. Harris, Chairman, Department of Economics, Harvary University

I. THE PROBLEM

By the old I mean those aged 65 and over. Those 55 to 65 face problems similar
to those of the aged but in a less intense degree.
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The problem is that the old, increasing relatively twice as: rapidly as the rest
of-the population,.numbering 3 million in 1900, 13 million today, and an estimated
21 million in 1975, are confronted with inadequate and uncertain income. They
are not sharing in the prosperity nearly to the extent of the whole population.

Their savings are disproportionately small; their numbers on relief rolls,
6 times their proportion of the population; their income, on the average, one-half
of the Nation's average; their state of health below average as suggested by

the fact that two-thirds of the aged beneficiaries under the old-age and survivors
insurance program (OASI) suffer from chronic diseases; their days in the
hospitals about 3 times those of the whole population and yet only 15 percent
-covered by hospitalization insurance; their housing and institutional facilities
far below need; their access to jobs blocked by ignorance and lack of flexibility
of management; -and the contributions of the Government, though greatly in-
creased in 20 years, still inadequate.

Allocations of resources

The problem is largely one of allocation of resources and financing. Annual
,outlays on highways are likely to approach $10 billion yearly in the next
decade. Yet Government makes but $7 billion, exclusive of insurace, available
for the old, inclusive of veterans. The amount provided is less than 2 percent
of the Nation's gross national product of $415 billion.
Cost in relation to income

The costs of an adequate program should be put against the income not of
today but of tomorrow. In a thorough study; the Twentieth Century Fund
showed that if 5 to 6 percent of the gross national product of 1980 were available
for the old (inclusive of their own contributions), then each retired worker
and his family would have an income of $200 per month. Then 9 percent of
the population would receive 6 percent of the Nation's income. This compares
with an average income of somewhat less than $200 per month per employed old
today, of $62 per retired worker under OASI, and of $55 under old-age assistance
-(OAA).-

In his statement Where Does the Money Come From, Governor Stevenson esti-
mated that with a rise of income of the old population from 50 percent, the
current rate, to 75 percent of the average of all incomes, the additional cost
would be $4.3 billion per year; the additional gains of the old, $800 per family.
Since an improved hiring.policy would absorb part of the cost, the net addition
to the Government of this proposal would be about $3 billion, or less than 2
percent of the expected rise of the national product in the next 10 years.

The lags of incomes of the aged

Perhaps one of the toughest problems is the effects of the steady rise of income
upon the economic status of the old, the rise in part reflecting inflation, in part
increased productivity. Insofar as past accumulation provides. the income of
the old, this is a serious problem. Today insurance provides about one-quarter;
in the future its relative contribution is likely to rise. In 1955, the face value
of survivors' life insurance alone under OASI was $339 billion.

But the average old man or woman accumulates these credits over a period
-of 40 years, the mid-year point being 20 years before retirement and about 27
years before the mid-year of the retirement period. In a period of 27 years,
average incomes double aside from inflation. In addition, inflationary pressures
are great. Hence the retired receive much less than they bargained for in
-dollars of stable purchasing power and even more so relative to the income
-of the active members of the population.

From past experience we draw the conclusion that the old, dependent primarily
-on savings, inclusive of pensions and annuities, will be confronted in retirement
_ears not with the income anticipated at the time of accumulation but perhaps
*one-half as much, and vis-a-vis the income of the active population, their income
at time of retirement, to the extent it is based on past accumulation; will be
.substantially less than one-half, and might even fall to one-quarter of anticipated
amounts.

II. SOLUTIONS
Full employment

Continued full employment lightens the burden on the economy of supporting
the old. Hence the need of full-employment policies. In 1949, a recession year,
unemployment of those aged 65 and over was 4.6 percent; in 1953, a prosperous
year, 1.9 percent.
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Stability in the purchasing power of the dollar
Perhaps no group is Injured as much as the old by inflation. First, because

they are dependent on savings, inclusive of insurance, pensions, and annuities.
Second, because large numbers are off the labor market and hence, unlike
members of the labor market, they are unable to adjust income as prices rise.
Third, because their income is low relative to all income. The Government
should, for this reason and others, pursue a vigorous anti-inflation policy.
Improved- medicine

Since the old require much more medicine than the active population and
since they are disproportionately excluded from medical insurance, medical
aid is imperative. Outlays on medicine are an economical approach, since the
payments are made only to those in need of this kind of help. Here are some
alternatives:

Encouragement of private voluntary comprehensive insurance for the whole
population and coverage of insurance fees of the old under OASI and old-age
assistance.

Discouragement, by legislation or otherwise, of the increasingly popular prac-
tice by Insurance companies and even by nonprofit associations (e. g., Blue
Cross) of insuring only the best risks and, therefore, endangering genuine com-
prehensive insurance which should cover all risks on the insurance principle.
With 3 out of 5 aged suffering from chronic diseases and but 15 percent covered
even by hospitalization insurance, this is indeed an important area of explora-
tion; for it is especially the old, who are not good risks, that are excluded from
insurance.
Housing

Related is the procuring of nursing homes and other housing especially suited
for the old. A beginning has been made in providing nursing homes under the
Federal hospital construction legislation. Much more should be done here and
also in providing special financial facilities for the building of home to serve
the old-e. g., a home that provides common medical facilities (but much less
elaborate than hospitals), recreational, dining, and service facilities.
Institutional care

One of the most perplexing problems is the provision of adequate institutional
care. This is especially important for the very old. In 1900 public institu-
tions provided for 47,000 aged; in 1950, only 60,000. The provision from private
sources rose from 18,000 to 157,000 (largely nursing homes) and of mental
hospitals from 1 3.000 to 141,000. But even today all these institutions can
provide for but 2 to 3 percent of the old.
Private pension funds

These now cover from 12 to 15 million workers and may ultimately cover twice
as many. The effectiveness and contributions of these plans will be greatly
increased if, as recommended by the Senate Labor Committee, the managers were
required to register and make full disclosures.
Liberalization of benefit8 under Government programs

Average payments under OASI are inadequate, even granting that they will
rise as is provided under present legislation. On the basis of past experience,
the growth of income and inflation are most likely to make anticipated benefits
inadequate. Hence we need a built-in escalator clause which should raise bene-
fits not only as prices rise but even to some extent as per capita incomes rise.
We do not want a repetition of the experience in the 1940's, when retired workers
received two-thirds as much in 1949 as the grossly inadequate benefits of 1940 in
dollars of stable purchasing power, even as factory wages rose by 25 percent in
stable purchasing power-or a relative loss for the retired workers of almost
one-half.
Increased jobs

Above all, the old want jobs. They should have them. In an overemploveed
economy the case is stronger than ever. We need more workers. The old want
to work, as is evident from the fact that a large proportion of those eligible
for OASI stay on the labor.market; as is evident in the average age-of 68½/!
(instead of 66) at which beneficiaries first obtain benefits.

As a result of the increase in life expectancy and other factors, the average
worker now voluntarily or involuntarily spends about twice as many years
relatively in retirement as 50 years ago.
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Through State legislation (as in Massachusetts), through cooperation of
business (tapering off of older workers, adjustment of jobs to advancing years,
nondiscrimination against old), and through Federal measures (e. g., reducing
the penalty under OASI for annuitants who work), it is possible to increase the
contribution of the old to their own support. It is well to remember that poli-
cies appropriate in a great depression are not the ones to support in prosperity.

Integration of programs
A dollar contributed by Government might become a more potent dollar with

improved integration of the various programs. For example, the administration
of veterans' benefits (Veterans' Administration), of OASI, and of OAA (old-age
assistance) should integrate their programs. Duplication of benefits is not
unknown.

Excessive allocations to aged veterans may be costly to other aged. There are
some issues of justice and distribution involved here. As we approach universal
service, the distinction between veteran and nonveteran becomes blurred. The
Bradley Commission on Veterans' Benefits in the United States was eloquent on
this point. Our obligations are already substantial (pp. 112-113).

"The Commission's projects indicate that under existing laws the cost of
veterans' benefits to our World War I, World War II, and Korean conflict vet-
erans for the past and the future will total $371 billion. Of this, 52 percent would
be for non-service-connected pensions, 21 percent for service-connected compensa-
tion payments, and 27 percent for medical, readjustment, bonus, and othf r
benefits. Of the total of $371 billion, $306 billion yet remains to be paid.

"Assuming the enactment of service-pension legislation in the future, the
aggregate disbursements for veterans' benefits, past and present, for these 3
wars would be $762 billion. Of this sum, 77 percent would go to non-service-
connected pensions.

"* * * the $306 billion of veterans' benefits outlays yet to be made would have
a present value of $140 billion. If the service pension is assumed, the present
value would be $290 billion."

CONCLUSIONS

Finally, let me say, how much we can afford for the old depends upon our
national product, the drains on the economy of the military and other essential
programs, such as education, highways, health, development of resources. There
must be proportions among these programs. The more the old contribute on
their own, the less the subsidies required. The less the inflation, the less the
burden on the taxpayer. The more that can be put upon insurance programs, the
less the cost to taxpayer. Of this I am sure: Today, given our rising income,
we can afford to assure the old an income three-quarters of the national average,
an amount which would roughly take care of their needs and certainly not
bankrupt the Nation.

Chairman PATMAN. I would like to make one observation, M.r.
Ruttenberg.

You mentioned about expenditures for new plant equipment going
up and up and up, and about expenditures, consumer expenditures
going down.

Now, that is a serious problem, I think; and I think it is being
greatly aggravated by high interest.

Do you have one of the economic indicators here, the last ones,
November? Do you have a November indicator, Mr. Moore?

You take, for instance-let me have the reference to personal in-
terest income.

It is personal interest income-we will take for instance, in 1951
it was $10 billion. Even in 2 years, here in 1956-I had it wrong-
it was $14,900 million in 1954, personal interest income, whereas just 2
years later, hardly 2 years have expired, September 1956, the personal
interest income has increased until it is at the rate of $17,700 million,
in other words, almost $3 billion a year increase right there, and
that partly because of higher interest, of course.

And you know, Mr. Ruttenberg, as people have to pay more and
more in interest and servicing the debt, why they will just obviously
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have less to spend for durable goods and for comforts and conven-
iences of life.

That is inescapable. And I think it is a serious problem right now
that the plant and equipment expenditures are going up at such a
rapid rate and the consumer expenditures are leveling off.

I think it is something that we must watch carefully. I am glad
you brought it to our attention.

Mr. RUTTENBERG. I think it is the fringe person, as it is the fringe
company.

Chairman PATMAN. Yes, sir.
Mr. RuTTENBERG. That really is hurt by the rise in interest rates,

and this is the unfortunate thing which occurs as we follow a tight
mnoney policy, that we allocate the resources, the loan resources of
the country through the banking structure, and as a result it is only
the best risks which get the loans, it is only those companies or those
individuals who can afford to pay the higher interest rate who get
them.
* And the facts really show that the higher interest rate policy has
not materially curtailed expenditures either on the consumeror the
business side, but it has discriminated internally between the types
of borrowers, and this is a very serious aspect of the tight money
policy.

Chairman PATMAN. In other words, the bankers become the ration-
ers of credit?

Mr. RUTTEBERG. That is right.
Chairman PATMAN. It is another OPA but it is handled by the

bankers.
Mr. RU=rTENBERG. Well, we talk about being against controls and

having an indirect system of taking care of the economy, but actually
we do have a system of controls but instead of being carried on by
the Government they are being carried on by the banking institutions.

Chairman PATMIAN. That is right. No question about that.
Now, of course, there is a reason why these expenditures are going

up for plant and equipment. The large concerns are able to fix their
own prices, and even when the excess-profits tax was repealed, al-
though Members of Congress were told and the people of the country
were told that that would cause a lowering of prices, it didn't cause
any prices to go down.

We were told that if we took off controls the free market, competi-
tive market would cause prices to go down, but prices did not go down.

And bv reason of these high prices, and I can see why a lot of the
manfacturing concerns were not anxious to lower prices, and looking
at it from their side, why they have a lot on their side.

They have been caught before, you know, with frozen prices down
low, and the atmosphere was favorable for emergencies all the time,
and they didn't know when another emergency might come along,
and they didn't want to reduce their prices and have their prices
frozen low. I can see their point.

Nevertheless, prices remained high, and in remaining high, they
have been able to collect enough from the public not only to pay all
their expenses and everything in connection with their operations and
to pay liberal, generous dividends, but to set aside in retained earn-
ings generous amounts.

In other words, these excess earnings to the extent that they. are ex-
cessive earnings, I don't claim that all retained earnings are excessive,
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but -those that- are excessive; are 'there because the people have paid
higher prices to make it possible.
'So in that way they are getting their capital for plant and equip-
ment expenditures from prices, higher prices. They have -taken it
from the consumers. Instead of the concern going into the free mar-
ket and selling stock in the concern, and letting these people buy stock
and become a part of the private enterprise system or buy bonds of
the company or debentures, this is an involuntary investment.

Mr. RIJTTENBERG. I like to call that, Congressman Patman, costless
capital.

Chairman PATMAN.'That is a good name for it. That is what I
have called it over the years. I think it is just that, costless capital,
because it is costing nothing, it is taken from the consumer. I mean,
the person who bought the' goods, of course, the consumer. It has
been going on all the time and going on right now.

Well, you take that kind of earnings, retained earnings and
depreciation allowance account for about two-thirds of the expendi-
tures for plant and equipment.

You know that is pretty large. Out of 35 to 40 billion dollars a
year, two-thirds of it is coming from those two sources, and therefore,
they are not retarded the least by this high interest policy.

They can go into the banks because large concerns are naturally
affiliated with large financial institutions, and they can get loans,
short term from the banks, and they can anticipate a rise in interest,
and they will go in in advance and get their funds a year ahead, and
that makes it harder on the little people who are scrambling to get
the necessary funds to stay alive, to stay in business.

So that hard money policy is hitting us terribly right there, and I
think it is devastating to our economy at this time, and I think you
point out mighty well just exactly what the score is when you said
that while new plant and the expenditures are going up, consumer
expenditures are not.
*Mr. RThrrENBERG. I would just like to make one comment in con-

nection with this.
-Chairman PATMAN. Yes, you may.
Mr. RtrrENBERG. Actually the tight money policy in moving in-

terest rates up tends to create a situation in the equity market whereby
less interest is shown in securing funds from equity because the divi-
dend payments or the return or yield on the equity'stock is getting
to be in many instances less than the yield that can be gotten from
bonds, and, therefore, people are not-are moving out of the equity
market, corporations have not really moved into the equity market,
so that it tends to even discourage those few who want to go into
the equity market from even going there for sources of funds.

I do agree with you fully, and the steel industry is the very best
example. They have publicly said within the past year, one executive
after another, with the exception of the officials of the United States
Steel, and they have taken a slightly different tack, but the officials
of most of the big steel corporations have said they intend to raise
their prices in order to increase their profit so that they will have
enough retained earnings to finance the cost of doing business.

I think this is a serious, most serious, development in the economy
and runs contrary to the concept of most conservative economists, sir.

Chairman PATMAN. I thought that was wholly bold and brazen
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when I saw it in print, people admitting that they are raising prices
for the purpose of getting more expansion capital.

Not only the steel companies but others admitted it which, in
effect, is saying, "We are going to make the consumers pay more
than they should really pay for the products they are buying in order
to have excessive retained earnings so that we can use those earnings
to put into plant and equipment expenditures."

In other words, they will get the profits from what is made by
reason of those expenditures, and the person who made that involun-
tary investment will get nothing.

So that is destructive to the private enterprise system, isn't it, Mr.
Ruttenberg?

Mr. RUTTENBERG. I should think so.
Chairman PATMAN. It is not going in the direction of private

enterprise.
Mr. RuTrFNBERG. I think further the concept of retained earnings

for expansion is a monopolistic practice because it tends to keep the
same number of shareholders participating in a greater value per
share of stock by the retained earnings, rather than to go into the
public and enlarging their holdings, and enlarging the number of
individuals who are participants in the corporation through the
equity market.

It does just the opposite. And I think in a big corporation it tends
to be a monopolistic practice.

Chairman PATMAN. Thank you very much, Mr. Ruttenberg.
Before closing, there are two matters which I believe ought to be put

into the printed record of these hearings.
One is a letter from the Washington Plate Printers Union in re-

sponse to our request as to the outcome of the consequences of the case
of technological displacement which was brought to our attention
last year. Iam afraid the record is not a very happy one, but serves
to bring forcibly to the attention of the Congress and everyone else the
severe personal hardships and dislocations which follow forced reduc-
tions. I would like to remind all of those interested that, in its report
last year, this subcommittee suggested that Government itself try to be
a model employer in this respect, and urged that the executive depart-
ments and agencies while seeking economy and efficiency ought also to
keep a special watch over the personal problems occasioned by dis-
placement of this sort.

The other item for inclusion is a letter from Mr. Robert T. Sheen
of the Milton Roy Co., describing a feature of his company's pension
and retirement system which he believes to be extremely helpful and
might serve as a pattern for others in minimizing the employment
discriminations against older workers because of pension consid-
erations.

(The letters referred to are as follows:)
WAsrHINGTON PLATE PRINTERS UNION,

Hon. WRrGHT PATMAN, ~Wa8hington, D. C., December 15, 1956.
Chairman, Subcommittee on Economic Stabilization.

DEAR CONGRESSMAN: Referring to previous correspondence which you will find
in the hearings of October 14 to 28, 1955, in which we reported on the case of
craftsmen in the Bureau of Engraving and Printing, of whom over 80 had been
reduced in force because of technological advancements and increased production,we would like to report, after 1 year, on the present economic status of the last

200



INSTRUMENTATION AND AUTOMATION 201

48 plate printers who were reduced in force or otherwise downgraded on October
31, 1956.

Primarily, I believe that you should know that plate printers are paid a com-
lparatively high hourly rate because of their unique skills and training: ($3.86

per hour or approximately $8,000 per year). Of these 48 plate printers only 3
could find a market for their skills in private Industry, 4 elected to take reduced
retirements, 25 still are working in the Bureau in downgraded.positions, specIfi-
eally. 1 as a carpenter ($6,240 per year), 13 have GS-3 guard jobs ($3,685 per
year), 7 have level 3 unskilled labor jobs ($3,328 per year), 1 has a GS-5 clerical
position ($4,480 per year), 3 have semiskilled positions (about $4,000 per year).
Of the others not in the Bureau of Engraving, 2 have transferred to other Gov-
ernment agencies, salaries unknown, 4 are working at various printing jobs in
private industry, 1 is an automobile salesman, 1 is an insurance agent, and the
others have left Washington, D. C., and their present economic status is unknown.

It can easily be seen from the survey made by our union that in this case the
economic setback for these displaced personnel was not temporary, and it seems
unlikely that any or very few of these highly skilled craftsmen who have lost
their jobs because of new machinery and technological improvements will ever
again regain their former economic status.

The Bureau of Engraving and Printing is at this time planning to buy presses
from a foreign manufacturer, that could conceivably replace 75 percent of the
remaining personnel in the plate printing or currency division and would ad-
versely affect all other auxiliary personnel in the Bureau.

Although the Director of the Bureaus, Mr. Holtzclaw, has made observations
to employee representatives that these presses could be introduced with very
little impact on personnel, both craft and noncraft, we can only look back to
1952 when these same observations were made to us.

Our union is of the opinion that more than oral promises, no matter how well
intentioned, are necessary to protect the jobs of all employees, both In Govern-
ment and private industry, who may be replaced and their economic status af-
fected by technological improvements.

We feel that the Congress of the United States should set an example for
industry by passing some legislation to protect the jobs of Government employ-
ees who have over 10 years of satisfactory service. A recommendation of this
nature by you or your committee would be a most humane and progressive step.

I hope that this report on the economic status of replaced personnel, and the
future outlook for craftsmen and other employees in the Bureau of Engraving
and Printing will be of value to you and your committee. It is comforting to
know that the Congress and a committee of this nature is concerned about the
impact of automation on the workers of this country.

I am, respectfully yours,
THOMAS G. GiLL,

President, I. P. P. D. S. i E. N. A. No.2.

PHILADELPHIA, PA., December 19, 1956.

Re hearings before the Subcommittee on Economic Stabilization of the Joint
Economic Committee, December 12, 13, 14, 1956.

Representative WRIGHT PATMAN,
Chairman, Snbcommittee on Economic Stabilization, Joint Economic Cor-

mittee, House of Representatives,
Washington, D. C.

DEAR MR. PATMAN: In the course of the hearings, just concluded, you queried
several of the witnesses extensively on what plans were being made to utilize

older workers. You seemed particularly interested in their role in the advances
of instrumentation-automation.

Milton Roy Co. has recently started a second plant operation in St. Petersburg,
Fla. We have a research and development group working there now and have
just started a small amount of light manufacturing. As our operations become
larger, we plan to make available work to older people, possibly on a 4-hour shift
basis, which seems to be particularly desired. We understand that a number of
other industries locating in Florida have already started such operations claim-
ing that a 4-hour shift on light work is particularly attractive for this type of
worker.

Several years ago we carefully studied our obligations to our employees in
establishing a plan that would build the necessary fund for retirement. One
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of'bir objectives in this plan was to avoid any program that would make it-any
more costly for us to hire older workers. We believe that we have found the
happy solution to that problem in establishing the "Milroy retirement savings
plan." -This is a profit-sharing plan so designed that the employee assists ill
determining just how large his retirement fund may be. This takes the place of
any pension fund where the age of the employee at the time of joining us would
have an- effect on the thinking of the company because of the expense of con-
tributing to such a plan.

Briefly, this retirement savings plan calls for a minimum contribution of each
employee of 1 percent of his total wages or salary. *In addition, any member may'
elect when he enters the plan, or before the beginning of. any later year, to- con
tribute up to 5 percent of his total compensation. The company contributes twice
the amount of each employee's contribution provided the percentage of profits
available for distribution will permit. Over the several years that this plan
has been in operation, the company has consistently had available from its profits
a sufficient fund to meet this requirement in full.

At the time we started this plan several years ago, 102 employees were eligible
to join the plan and 100 percent of them did. Any employee has a 100 percent
interest at all times in his own contribution and any earnings on it. Each em--
polyee has a vested interest in the company's contribution equal to 5 percent
multiplied by the number of full years of service.. After 20 years of service,. or-
Upon reaching retirement age, whichever comes first, the employee is entitled to.
100 percent of the company's contribution and any earnings on it. Thus, an
employee joining the company at age 55 would have 10 years in which to build
his.own retirement fund on this liberal basis that will give him a substantial
fund to supplement social-security payments. We have found this plan to be
most satisfactory to date and believe that it is an excellent answer to the en-
couragement of the hiring of older workers. We have no bar on the hiring of
older workers and in fact welcome them wherever their training and aptitudes
will permit their association with our organization.

I'll be happy to send you any further information that you may desire on the
details of this plan and hope that this information will be of some value for
your records. I'm also enclosing for your information a copy of the Philosophy
of Milton Roy Co.

Sincerely yours,
MILTON RoY Co.,
ROBERT T. SHEEN,

President.

Chairman PATMAN. The subcommittee will stand in recess, subject
to the call of the Chair.

(Whereupon, at 11:40 a. mi., the subcommittee-adjourned.)
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