
Just ten days ago I was privileged to travel to Paris 

with Major McDivit and Major White. The achievem nt of 

these two men is certainly something to be proud of not 

only because it sets an example to the world of the 

greatness of America but becauae it is an indication of 

the exciting opportunities available to mankind~ 

This is truly an inspiring age to live in. We have 

moved ahead in almost every field of knowledge. In field 

after field what waa hope and hypothesis only a few short 
. 
' years ago has qrown to workable theory with practical 

applications. 

Our apace achievements have required an integration 

and utilization of all these fields of knowledge. 



Equ lly as tmpr aaive ie th progr •• made in Bconomica. 

e are on the threShold of learning how National economics 

ean be brought under the influence of deliberate and forvatd

looking public nd private policiea. The opportunities 

which will apring from thia cu:e equally as exciting as 

thoa in other fields of knowledge. In f c:t the •ucceaaful 

utilization of thie knowledge can, to put it in the words 

of alter L1ppaan, .. produce a rate of qrowth in the 

production of wealth Which can wipe out the material caua • 

of SOcial Conflict.• Th eaaential ingredient for the 

developnent of our new economic• h a been agre nt on 

goals and objec:t1v •· 'l'.b.eae area 

- f\lll employanent., 

- rapid economic qrowth, 

- price et.a'bi.lity, 

- equilibriua in our balance of payments .. 
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To aChieve theae goala have us d wide ar~ay of 

economic policy in•t.runtenta, always with the thougbt in 

mind that balance and stability were eaaentialJ that 

exceaaea in any one area might in tbe end prev•nt ua 

from achi vinq any of the other three. 

W all know that aqqreq te demand must be kept 

suffici ntly high to take up the output of our gTeat 

econ('.IIDY'. Hopefully we have learned that to chieve 

this the rederal government auat make wi•• ana flexible 

uae of budget, tax and monetary policies. 

Throuqb the use of tb ae inatrQJDenta we can now count 

n unprec-edented 52 montha of expanaion. Certainly tbia 

could not have been done if we h d not reached general 

agr ement on aever."al point• 

- !'hat. the aiz of our productive 

capacity. the P9-tential output of 

our anpover and plant capacity must 

be continually meaauzed and valuat d. 



-- 7bat total economic demand be a ju•ted 

to make full u•e of tbat productive 

capacity. 

- ftlat we muat encourage inveatment to 

improve our productivity~ 
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Only by moving ah ad in a balanced way on 11 of these 

pointa can we prevent waate of our econOlllic potential, 

and produce not only aatiafactory profite to business -

which we muat -- but a higher atandard of living for 

everyone. 

We have realiaed that to cut taxea when there ia a 

budg t aurplua may incr ase the aurplua - that to raiae 

takGa in the face of a deficit will almoat surely inereaae 

the deficit. 

These theoriea have now been teated. 



.J!!. did adopt the 7 percent investment credit end 

revise the depreciation guide lines and the latest 

repoltts indicat buaineaamen will. spend 12 perc nt more 

next year on plant and equipment than last years 

already big total. 

l!!,,did cut 14 billion from perllonal and corporate 

taxes and total demand bas pushed our GBP eurely above 

650 billion dollars in this quarter. 

So far the benefit.a from over 52 months of expansion 

have been nothing abort of phenomenal• 

~-aMP is running more than a quarter above 

four years ago and we confidently expect 

it to reach the 660 billion predicted for 

this year, almost 6 percent above laat 

yeart 

-- conaumption is up 27 percent, 



-- investment is up 38 percent, 

-- manufacturing production ia up 38 pereentt 

-- corporate profita after tax&• are up 

87 percentr 

-- personal income hae reaChed 517 billion 

dOllars in Kay and iS runninq ovtn: 27" 

higher than in January 19 1. 
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During the first quarter, after tax profit per dollar 

of aalea in manufacturinq at 5.4 percent waa the hiqheat 

in any comperable period aince 1951. In addition to 

this, we. are making solid progreaa in reducing the 

un~ployment rata, Which ccording to our lateat figures 

is 4.6~, down from a Hational average of 7.~ at ita 

r cea•ion peak in May 1961. 

All this baa occured with an admirable rate of 

price stability. 
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s further indication of the gr at ati'ength of 

our economy, th American public has over two collars 

wortb of resources for ev ry on dollar of debt owed 

by it and it should not be forgotten that the Federal 

debt when looked at J.n r lative te%11\8 ia abri.nking. 

In fact., in relation to GliP it ia now only 

of what it waa in 

Xn apite of this long period of auceeaa and in 

spite of the demonatr ted workability o th theoriea 

of our new eoonomica, there are occasionally cltitics 

who feel that our period of expanaion must end. 

Strang ly a01ne indicate that. our policies cannot spur 

d and enough to keep ua movin9 ahead, "While, at the 

same time, othera indicate that demand ha• been ao 

stimulated we must put on the brak a to halt inflation. 
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Bow 1 t tn say a word about those WhQ ahow some 

cone rn in the other dir&e-tion .. 

Jnflation a.e you know, xnay arise in two diffrent 

way• a Zt may come rom too many dollar. cha•ing too 

few goods. 

rhia ia the e1 sJJic ype of inflation. We don • t 

have it now a Ute manufaQt\,\:r: inq induatires are oper-$tinq 

at 3% below buineesman• s preferred oapaa11:y. We 

till have an unemploym t rate above that. which we 

have choeen ae our realistic interim goal of 4"~ 

Manufacturing cost per unit of ou~put ha• actually 

deolin d. Furthemore, cone of the imbalances ar• 

present that uaually characterize such an inflation, 

-- 'l.bere baa been no unr aaonabl·e bUild-up 

of inventori , total inventor! • in 

relation to ales are lower now than When 

the expansion began. 



- ln trial capacity h a not b4Km built 

up b yond the c pac:i ty of conaum • to 

orb the out t. 
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- Moat conaumer debt ia •ound and c re 

l"G more credit worthy th ver beto e. 

- nsumu debt when mea•ured against conswner 

aavinge ie not alarming. 

The e f eta demonatrate sound balance in our 

econocny. But the dm.ini8tration ia not eotapla nt.t 

signs of bal. ce- or uobalano - are watch d con 

t ually. S indications now point to an \ID8table 

_am or cl aical inflation. 

We muet have elati._ly atable priees -. for 

a balance of payftle t• reasona. '!'be pric 

• ility h ~e Chi ved th last four yeara 

aa allowed a to .ue xpanaionary policies. 
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Conaider the losses we would h ve sust ined if 

we had no puraued theaa polioiee -- if our economy 

h d slipped ye~ ago into recession such aa the 

four w hav had since the d of World ar II .. 

If the economy had follow d the average ttern 

of tb postwar r ceasiona, o~ conomic rformance 

for the firat quarter of this year would have fallen 

below what we ctually achieved by the following amot.mtet 

-- our rate of tot 1 nation 1 output would 

ba~e been f39 billion leae1 

-- our rate of corpor te profits before taxes 

would have been $18 billion lessr 

-- our rate of wages and salaries would have 

been $20 billion leasr 

-- our federal budget on a national aeeounte 

basis woul be running at a deficit o£ more 

than $15 billion in tead of appro chinq 

balance. 
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The other dang r of inflation comes from excesses 

on the par~ of the private aeetor of our economy -

that is. from unreaaonable use of market power. 

Prices rise because of the laCk ¢f competitive 

force• to hold them down. 

Moat buainesaes and unions h ve not indulged in 

such exeesaes in this xpanaion. As a result we have 

had a remar able record of price stability. lt has 

kept us eompetitiv in WQrld markets. 'l'hink of what 

our balance of pa~nts de icit would have been if we 

h d not been running a surplus in our exports of more 

than f billion over imports. And this price stability 

has protecte the purchasing power of interest earnings, 

retirement benefits and insurance paY'Ulenta .. 



.. 
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If this stability of price• is to cont~nue, business 

and labor leader• alike must alwaya have as a consideration 

in their delibe~ationa, tbe public inter at. To help 

them in this, the W ge-Price Guideposts bave been worked 

out carefully by th Council of Economic dviaora. 

Short term advantages by either labor or buein sa 

come meaningless if they bring about a waqe-price 

spiral and its inevitable conaequ neea. 

This can be av1oided by keeping increases in wages 

and fringe benefits within th limit of about 3. 2 percent 

which ia the aver tJe qa.in in labor prod: ctivityr thia 

keeps v r qe labor coats steady. And thia wag -price 

spiral can be avoid d by busineaa keeping prices down -

ra!sin9 them only in special circumatanees wbe:re costa 

riae and lowering them when tbey xperienc specially 

aat pro uctivity gains. 



And a9ain~ most important of all, well ovet 

million people working today wo ld be out of job. 

t our task ie not m rely to avoid recession. 

We have set our aiqht• much higher than that. 

our task i• to continu the present exp.an•ion. 

If our efforts were to flag now- if brakes are 

s t on the expansion in an attempt count raet coat

push, administer d•price inflat~on -- if our rate of 
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r al expansion were to dr back to the 2~ percent averaged 

frat\ 1953 to 1953 instead of the 4l.t percent rat• we 

chieved last year, our unemployment rate a year d 

a half from now would be b ck up to the 5~ percent 

rate we liad just before the tax cut waa paaaed.. Even 

without reoeasion we would have lost 11 the benefits 

of that major fiscal action. 



.. 
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I don • t have to t 11 you what. fallback to t:his 

2~ percent rat would mean eo busineaa. 

Operattng rates in. manufacturing induetriea would 

drop ·- even without a reee•aion. 

Por instance, last year capacity utilization rose 

evan though manufacturers add d about 4 percant to 

c pacity, beeauae real output grew by 4~ percent and 

manufacturing· output by more tban 6~ percent. is 

year anufacturera plan to add about 6 percent to 

capacity. 

If total ~eal out~t fails to grow by 4 peroent 

or more. th n growth of demand that waul justify this 

qrowth in capacity, would not materi lize. 

Expectations would be dis ppointed and profits 

would be drained by unu8ed capacity. 



• 
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Our pre•ent expansion ;an continue on for a long 

period of time. 'l'h.1a is so even though it is l:ready 

longer than any other peacetime expansion in our 

biatoJ:Y. 

eonamic policy haa d v loped to the point Where 

we realize that large awing& in the business cycle are 

not an inherent characteristic of the ayatem. 

To achieve a continuing expansion however, the 

evolvin<; l'ederal buein •• partnership must work with 

excellence and efficiency to~d our agre goala. 

Confidenc is the key1 

- Confidenc on the part of conaume:ra,_ 

the underlying strength of any economy. 

- Confidence by Government in business,. a 

indicate4 by programs to ettmulate invest• 

ment. and t cute .. 



11 

-- C n 1dence by u• • e 

nd ov all in ther b~in••~• . 
., 

1 • to.rlal.lla hl.. h 1 llov ~ aaint i 
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