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Oral History Interview
With
SEYMOUR E. HARRIS
June 16 and 17, 1964
By Arthur M. Schlesinger, Jr.

For the John F. Kennedy Library Oral History Program

SCHLESINGER: Seymour, what is your first recollection of John Kennedy [John F.
Kennedy]?

HARRIS: Well, I did not know him when he was an undergraduate, but when he was
a young congressman a number of us in Cambridge wanted a new Post
Office built and we approached him. My wife wrote a letter to him and
received a very nice reply. We saw him in Cambridge a few times while he was a
congressman. | remember him vaguely as rather young, boyish looking, with a pleasant
personality, but no other striking characteristics.

SCHLESINGER: What year was this?

HARRIS: This must have been about 1948, | would say. As you know, there was an
old Post Office built right after World War | at Harvard Square which was
inadequate. He did get us a new Post Office and at that time everybody

was very much impressed. And at that time we had the impression that although he was very

young and inexperienced, he was a chap who did get things done.

SCHLESINGER: When did you first begin working with him?

HARRIS: I first began working with him in any serious way when he ran for the



Senate in 1952. At that time, late in August or early September, when he

was at Hyannis Port and we were at our house at the Cape, he called me
up and asked if he could come over and talk to me about the New England economy. At that
time, | was working with the New England Governors on these problems and had just written
a book on the New England economy. And so he came over and spent a couple of hours with
us. I remember that he was concerned about unemployment and what could be done about
the economy. How could we stimulate the New England

[-1-]

economy? How could we save the textile industry, and other New England problems. I recall
one episode which was rather interesting. He asked me about my book and he said he would
buy a copy, and he apparently read it.

SCHLESINGER: What book was this?

HARRIS: This was the Economics of New England. He apparently was interested in
this book and the next time | saw him he said to me, “Well you know, I
made some comments about why public utilities were standing in the way

of multipurpose river development,” and he said that the public utility people had written a

very nasty note and that they were going to work against him if he continued these attacks on

private power. So | asked the congressman why he made this attack. He said, “Well, it’s all
in your book.” | said, “Why don’t you consult with Governor Dever [Paul A. Dever], who is
very experienced in these matters, and he might be able to guide you on this particular issue.”

And he did consult with Governor Dever. | don’t recall he ever again got into the public

utility issue at that time. Apparently this is a very tough crowd to deal with.

SCHLESINGER: Was he much involved with the tariff?

HARRIS: Yes. He was, in a general way. He took the same general line that most
New England congressmen had to take, because the textile industry was
going downbhill very fast. There was a good deal of feeling that it was

going down fast because of Japanese competition, increased British competition and also

because of tremendous competition from the South. And he therefore, in a general way,
tended to operate in favor of special protection for the tariff. This, of course, was to be very
embarrassing later on when he became President. In fact, | think

[-2-]

experience as a senator from Massachusetts or any state and as a congressman, can militate
against ideals and national objectives when one becomes a President. This particularly hit
Congressman and Senator Kennedy in a very serious way.

SCHLESINGER: Now, the tariff is one issue; could you spell that out?



HARRIS: Yes, and this thing plagued him for years. And even when he ran for the
presidency in 1960, he dropped me a note, (or called me on the phone) and
asked me if I wouldn’t write something for him on the textile industry in

such a way as to reconcile his position as a President with the protection of the textile

industry, because he was very hopeful of winning South Carolina. The governor of South

Carolina [Ernest Frederick “Fritz” Hollings] had made it quite clear that if the candidate

would do enough for the textile industry, he would have the South Carolina vote. | wrote this

memo and suggested how far he might go both concerning his interest in the textile industry
and also his broad responsibilities as President. South Carolina did go for Kennedy. Now
there were other issues that were involved. For example, he was a strong advocate of
minimum wage legislation. One of the advantages of minimum wage legislation for a senator
from Massachusetts was that it would tend to reduce the difference in wage rates between the

South and the North. This was a position that was carried over to his presidency. In 1961, one

of the first things he did was to come out strongly in support of an increase in the minimum

wage. Of course, he couldn’t be quite so strong for the position as he was as a senator.

Nevertheless, in a general way,

[-3-]

he took the same position. The whole aspect of this problem is that John Kennedy as
President, or senator, in a general way, favored policies that were not exactly the same kind
of policies that the Keynesians or the President’s Council of Economic Advisers, etc.,
favored. He was as congressman much more of what you might call a structuralist. That is,
he was not so much in favor of increasing demand by decreasing taxes or by increasing
public spending, as he was in favor of treating the general unsatisfactory market conditions
which were bringing about unemployment: for example, having 3 or 4 million people who
were unemployed at the same time that there were unfilled vacancies for a couple of million
in certain skilled occupations.

SCHLESINGER: You are talking now about the congressional period?

HARRIS: I am talking now about the views held by a congressman or a senator
which tend to emphasize such things as increased tariffs, minimum wage
legislation, more contracts for Massachusetts, all that sort of thing, which

might not be those advocated as President. Now these are what we call structural approaches

to the problem. The other approach is, of course, to increase your public spending or to
reduce taxes, which is the demand approach. This is the approach, of course, which the

Kennedy Economic Council in general favored and most Keynesians favored, but in the early

period, the Kennedy Administration had much more success with manpower development,

the Area Redevelopment program, policies of that sort. In fact, as a senator, Kennedy was
one of the main supporters of the Area Redevelopment program, and at one point,

[-4]



was the chairman of the committee that worked on this project. As a result of the education
he received in Washington, he gradually deviated from the structural approach. He never
gave it up and he certainly was more for it than, say, the Council of Economic Advisers was.
In that sense he was with the Department of Labor, which also tended to take a structural
approach, as against the general demand approach. If you compare 1963 to 1961, | would say
the President had gone much further in the direction of the demand approach and wasn’t
emphasizing nearly so much the structural approach, but this can be discussed later on.

Another point, you may recall, he came out against a very important farm bill when
he was a senator which later proved to be very embarrassing when he tried to get the farm
vote and he had in a general way to try to appease the farmers as a candidate and also when
he was President. He, in a sense, | think made the best reconciliation because what he really
did was to support high incomes for farmers but demand that they pay for this by restricting
output; but of course, he did not quite achieve this program, even up to his death. And as a
matter of fact, President Johnson [Lyndon B. Johnson] has not achieved it either as of now.

Another interesting episode when he was a senator—here he took a really national
and courageous view and lost a great many votes. Longshoremen were very much annoyed
when he took a position in favor of the St. Lawrence Seaway, and this was a policy that had
no appeal in New England because the view was that the St. Lawrence Seaway would simply
take away a great deal of business from the greater Boston port.

[-5-]

Nevertheless, he felt that in the national interest this was a desirable program. Contrary to the
political gains that he could have had by opposing the St. Lawrence Seaway, he supported it
and lost a good many votes.

SCHLESINGER: Did he consult with other academic people at that time?

HARRIS: At that time, | think | was his main adviser on economic issues. There are
a number of letters here that may be of interest. Might they be put in the
record?

SCHLESINGER: Sure.

HARRIS: I insert (1) letter of February 24, 1956, in which the senator discusses the
Boston hearing on the “depressed area” legislation. And letter (2) May 7,
1956 in which he talks about the difficult problems facing the textile
industry and in which he suggests some hope that we are making some progress.

On April 8, 1957 (insert letter 3) he makes a rather interesting point on the relation of
state and local government and the federal government and suggests how important it is to
confront these people who say that the state and local government can do everything in these
matters. At the very end he writes: “Unfortunately, everything you do has a stimulating effect
on my curiosity and thus, 1 am always bothering you. Please excuse me.”



Then on April 8, 1957, he wrote about his interest in welfare, health and pension
funds which raised all kinds of issues, vis-a-vis the Taft [Robert A. Taft]-Hartley [Fred A.
Hartley, Jr.] Act, etc., but this can go into the record. (Insert letter 4).

[-6-]
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In a letter of April 29, 1957 (insert letter 5), he informed me that he was going to
begin hearings on the regulation of trade union welfare and pension funds. This became one
of his great interests when he was a senator and he raised all kinds of questions about conflict
of interest, about trade union leaders who operated these funds and also tended to decide how
they were invested and sometimes, of course, the investments were very bad. But this time |
testified on this bill, as I did on a number of bills that interested the senator. I recall an
episode with Senator Allott [Gordon L. Allott] of Colorado, who was a member of his
committee and was most obstructive in dealing with this problem. He tended to be rather
insulting to witnesses and he tried this particular approach with me, who by this time
happened to be a pretty experienced witness, and he didn’t get away with it. But he also tried
the same tactics on other witnesses; | recall one, a young instructor at Columbia. This
treatment very much annoyed Senator Kennedy and after the Hearings were over, Senator
Kennedy asked this young economist and me to have a talk with him and he apologized for
the senator’s bad manners.

Then on January 23, 1958, the senator raised the issue of the disadvantage that New
England was laboring under as a result of the high freight rates from the West to New
England as compared from the West to New York. At this point, he was trying to work on the
ICC [Interstate Commerce Commission] to have this changed (Insert letter 6). He also
indicated that Senator Saltonstall [Leverett A. Saltonstall] was working on this too. | might
say parenthetically that in all the years that | worked with New England Governors
necessarily working with both Senator Kennedy and Senator Saltonstall,

[-7-]
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one could not help being impressed by the fact that so often when Senator Saltonstall tried to
do something for the Commonwealth he managed to make the situation worse. But Senator
Kennedy was generally of great help on all these issues. He caught the point at once.

On July 6, 1959 (Insert letter 7), Senator Kennedy raised the question of the minimum
wage law and the conflicts of testimony and asked me if | wouldn’t try to straighten out some
of the conflicts.

And that’s all of the excerpts during the period that he was a senator. (Unfortunately,
many letters were lost, but there may be copies in his files).

I might say, that during that period he came to the Cape a couple of times. He came to
my home a number of times and to my office generally when he was in Cambridge. We
would discuss all these economic issues and | was impressed by the fact that by 1959 he had
developed tremendously compared to what he knew ten years earlier, or particularly in 1952.
He was a very conscientious senator, but he was a loner. He never really worked very closely
with other senators, and he never really, | think, became a member of the Senate Club for that
reason. At the meetings of the New England Governors with the New England Congressional
delegation, which of course the senator attended and which | as advisor of the New England
Governors generally attended, the senator was very much interested and contributed much.

[-8-]
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July 6, 1959

Frofessor Seymour Harris
arvard University
oridge, Massachusetts

Dear Professor Harris:

As you probably know, the Subcormittee on Labor of the Senate
Committee on Lebor and Public Welfare has been holding hearings on
verious bills to amend the Fair Labor Standards Act. S, 1046, one
of the bills before us, would increase the minimum wage to $1.25 per
hour and extend the protection of the Act to about 7 or 8 million
itional workers.,

[AY]
o
Ql

We have had a great deal of testimony which is contained in
wie record of hearings which I am sending you under separate cover.
In aci tion, the Department of Labor has assembled certain economic
data for the use of the Committee. This data is contained in a Com-
mittee Print which I am also sending you.

Lwter this week the Subcommittee will begin executive sessions
o consider all of the economic factors involved and to mark up a bill,
In this connection your advice and counsel would be very much appreci-
ated.

: Certain questions on which we have received conflicting views
nave been raised during the hearings and in our own minds as we have
studied the available data. These questions have been set down in
the attached memorandum, and are offered for your comment They are
merely suggested questions and I do hope that you will feel free to
raise any other points which you believe are pertinent to our deli-

berations.,
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make in existing law as well as copies of S. 1967, the Administra-
tion bill, and some economic data which has been compiled by mem-
bers of the staff.

N

I am sending a2 print showing the changes which S, 1046 would
e

~Needless to say, any observations which you are able to
make to the Committee on this matter would be valued highly and
would be of great assistance to us., I must apologize for break-
ing into your summer vacation and imposing on your time.; I hope
thet we may have your comments at an early date for as indi-
cated we will shortly embark on a mark-up of the bill in the
Subcommittee,

With renewed expression of esteem and thanks, I remain
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SCHLESINGER: How would you sum up his economic views as of 1959 and 19607?

HARRIS: Well, I would say in a general way he held very strongly to what I call the
structural approach and knew very little about what we call modern fiscal
theory. He had been appointed, as you know, to the Joint Economic

Committee [JEC], but unfortunately, during this period he was traveling a great deal to get

the nomination, and so he very seldom attended meetings of the JEC. At that time, he might

very well have learned a great deal about modern fiscal policy and he would not then have
had to go through the painful process during the presidential years of getting to know
something about modern fiscal theory. | might at this point mention the Hyannis Port day that
we spent with him because | think that this was the first real education he had in modern
fiscal policy.

SCHLESINGER: And that was when?

HARRIS: That was in the early part of August, 1960.

SCHLESINGER: Who was there?

HARRIS: Ken Galbraith [John Kenneth Galbraith] was there, Archie Cox [Archibald
Cox], who you know was the main person responsible for getting this
material for the senator, Dick Lester [Richard A. Lester] of Princeton, Paul

Samuelson [Paul A. Samuelson], and I think that was all.

SCHLESINGER: What sort of day was it?

HARRIS: Well, it was a complete day devoted to a discussion of economic
problems. | think, in general, we covered five or six subjects.
[-9-]

SCHLESINGER: Where did you hold your discussion? In the house?

HARRIS: No. We had our discussion primarily on the boat, I believe the Marlin. |
recall that the last hour we were just ready to disembark when | reminded
the senator that we hadn’t discussed the dollar problem, which was at that

point a very important problem. And so just about a hundred yards from shore, we discussed

the dollar problem, which was at that point a very important problem. And so just about a

hundred yards from shore, we discussed the dollar problem for a whole hour.

And | also recall a rather amusing episode at that time. | was speaking fairly fast
because | thought we had to hurry along and | am a fairly rapid speaker anyway, and Paul
Samuelson stopped me and said, “Seymour, the senator isn’t getting what you’re saying
because you are going too fast. I can hardly follow you.” And I said, “Oh, the senator’s an
experienced economist.” The senator had reminded us that he had had Economics A at
Harvard with Russ Nixon and had received a C. We all smiled because we knew that Russ



Nixon was a very good Economics 1 instructor, but we also knew, though not at the time,
that Nixon was reputed to be, at the very least, a fellow traveler. But apparently he hadn’t had
very much influence on the senator. After | did slow up some, | was really quite surprised at
how much the senator picked up inside of one hour on this really crucial, very highly
technical problem.

SCHLESINGER: But up to his nomination he was concerned primarily with New England
issues. He did not have a command of modern fiscal policy.

HARRIS: No.
[-10-]

SCHLESINGER: Nor was he particularly interested, outside of the textile industry, in
international economic matters.

HARRIS: This is true. On the whole he was a restrictionist, because to be a
successful Massachusetts senator, he had to be interested primarily in what
could be done to keep unemployment down in New England and in what

could be done to keep unemployment down in New England and in what could be done to

save the textile industry, the shoe industry, and how could Massachusetts get more cash out
of Washington. This particular problem of getting more of the Washington cash was
something that the senator worked on for years and he had a pretty good idea what the issues
were and how to go out and get these disbursements for New England. But on the whole, the

New England economy continued to go downhill during most of this period and it was a very

depressing experience for the senator.

SCHLESINGER: On the other hand, partly because of that, he had no doctrinaire notions
about free competition solving everything.

HARRIS: That’s so true and | think he was willing to use the government if it would
help the Massachusetts economy. He wasn’t against the government
helping. I think in the early period of his presidency he was very much

impressed by the general political disadvantage of large federal outlays. Even the large

spending that he supported in 1961 and 1962 could be explained from a conservative
standpoint by the need of a better defense establishment. The largest part of the spending
could be explained this way and if it hadn’t been for that I don’t think the President would

have had nearly as large a spending program. | would like to develop that a little further a

little later on.

[-11]
SCHLESINGER: Did he ever read any books in economics?

HARRIS: Well, of course, he took Economics A before the Samuelson book really



came out and most of the Economics textbooks were not very good. He

must have done some reading in Economics A. | know he read Harris’ The
Economics of New England. | wasn’t aware that he knew very much about Keynes [John
Maynard Keynes] or anything of that sort, so | would say that at first he didn’t get into
economic issues very much in the campaign.

SCHLESINGER: He talked a lot about economic growth?

HARRIS: That is true and that was also my assignment in Hyannis Port. | spoke a
good deal about growth and the dollar problem. We spent at least an hour
or an hour and a half on the growth problem and this became one of his

major objectives in the campaign and also as President. In the early years, he was anxious to

learn what could we do to increase growth? He was very much impressed by the fact that

Eisenhower [Dwight D. Eisenhower] hadn’t done too well on this issue with growth of 2 %2 to

3 percent, and he set an objective of 5 percent growth, and everybody thought he was

extreme in thinking this could be accomplished. Actually, of course, we know now he

actually achieved a real growth of 5.7 percent during his lifetime as President, which was
really a tremendous achievement, and with stable prices, a development almost everybody
considered impossible.

SCHLESINGER: Now in the beginning of the presidency, is there anything else you want to
say about the campaign? Were there any other meetings like the Hyannis
Port meeting?

[-12-]

HARRIS: So far as | know, the Hyannis Port meeting was the only meeting of that
kind. This was very carefully planned and worked out with Archie Cox.

SCHLESINGER: Had the President known Paul Samuelson before?

HARRIS: Yes, you remember he had these meetings which 1 think you, Ken
Galbraith, and Archie Cox had arranged. | think the President was present
at some of these meetings. | didn’t go to those meetings myself.

SCHLESINGER: But I don’t think I was there. It was Earl Latham [Earl Ganson Latham]
and Ted Sorensen [Theodore C. Sorensen].

HARRIS: That’s right. Earl Latham, well, perhaps | shouldn’t say this, was not a
great success in organizing these things. Archie Cox then took over. He
arranged some of these meetings. | discussed some of the issues at Faculty

Club discussions with Archie and Ken, but I didn’t see the President at these meetings.

SCHLESINGER: So that the campaign committed the President to doing something
unspecified to bring about economic growth?



HARRIS: That’s right.
SCHLESINGER: Protecting the dollar and preventing inflation?

HARRIS: That’s right. I might say that the President was very much interested in
getting some economists. He talked to me a number of times about trying
to find somebody and | suggested one time, Jim Tobin [James Tobin], and

also suggested Kermit Gordon. And both of them made it quite clear that they would be

willing to help but they weren’t going to support the Kennedy candidacy against Stevenson

[Adlai E. Stevenson]. And you may recall that when these

[-13-]

people were recommended to the President as advisers, the President recalled their attitude
toward his candidacy, but he was broadminded enough to take them on anyway.

You know, | talked with the President after Tobin quit and Kermit Gordon was
returning to Williams College. Of course, | might say that I think it is generally recognized
that Tobin is a better economist than Kermit Gordon, but | was impressed by the fact that the
President seemed to be more concerned about Gordon leaving than he was about Tobin. |
think the explanation in no small part was that Tobin is a very forthright sort of a chap who
would say what he meant and what he thought was right, even if it might not go well with the
President. Tobin wasn’t ready to compromise on issues of principle as is sometimes
necessary in political life and the result may well have been that as an operator Tobin was not
as great a success as Kermit Gordon. | recall that the President expressed great regrets that
Kermit Gordon was leaving. And | said, “Well, wasn’t Tobin a great help?” He said, “Yes.”
But there wasn’t as great enthusiasm as for Kermit Gordon.

SCHLESINGER: Walter Heller [Walter W. Heller] was not in the picture in 1960?
HARRIS: No. You know the story about how Walter Heller was appointed?
SCHLESINGER: Go ahead.

HARRIS: Well, the story goes that the President went to Minneapolis for a political
meeting and Senator Humphrey [Hubert H. Humphrey] and also the
governor [Orville Lothrop Freeman] called Walter and said, “Would you

like to attend this political meeting?” And Walter said, “Oh, I’m damned tired, | don’t think I

want to go.” But finally they persuaded him to come, and he had a talk with the candidate,

Kennedy.

[-14-]

As you know, Walter is very articulate, and the candidate was very much impressed and
when the question arose of a man to run the Council [Council of Economic Advisers], and



Paul Samuelson wouldn’t do it, his name came up and | remember | was asked about him and
I said | thought he would be a pretty good man and so did candidate Kennedy and he was
finally picked. I suppose a number of other people were also asked. Senator Humphrey, | am
sure, had a very high regard for Walter Heller at that time. | might say that some of the

liberal senators, including Paul Douglas [Paul H. Douglas], have told me since that they were
rather disappointed in Walter, that his policies were not liberal enough. But I might say,
parenthetically, that | think on the whole Walter has done a very good job.

SCHLESINGER: You mentioned Paul Douglas. What was the attitude of liberals toward the
President’s policies?

HARRIS: As you probably know, I was critical of some articles critical of the

President: of Gass [Oscar Gass] in a Commentary article, of Keyserling

[Leon Keyserling] in the New Republic, and of Lippmann [Walter
Lippmann] and others in the Washington Post and the New York Times. My general position
was the liberals were expecting too much, were considering these problems as though they
were to be determined exclusively on economic grounds and were not taking into account the
political and institutional obstacles to pushing the faster. Would it be any use to put into the
record some of these defenses of the President in various places?

SCHLESINGER: 1 think you might have an Appendix.
[-15-]

HARRIS: Oh, all right. There are probably about a dozen pieces that I did, but the

liberals generally took a position that Kennedy was not going fast enough.

For example, Lippmann said that the Kennedy policy, in 1961 was the
Eisenhower policy ten years later. And Bob Solow [Robert M. Solow] of MIT and adviser of
the Council, was responsible for the phrase the “Third Eisenhower Administration.” And
there was a widely held view that the President wasn’t spending enough money, that he was
frightened and wasn’t courageous. That instead of trying to push Congress he was
compromising even before his proposals were being sent to the Hill.

In a general way this suggests the attitude of the liberals at that time, and many of
them were disappointed in 1961-1962. Yet, when one looks back and sees that the increase
in expenditures was about $5 or $6 billion a year in the three Kennedy years, | think one will
agree that Kennedy went very far. | think | ought to mention here, or I should at some point,
that many of these problems should be tied to the evolution of Kennedy’s thoughts and
command of economics. This kind of material is to be found in much greater detail in my
book, The Economics in the Kennedy Years (Harper and Row, 1964).

Now, on February 21, 1961 (Insert letter 8), the President sent me a note. He said, “I
read your letter published in the Washington Post yesterday with pleasure.”

Then on August 2, 1962, he sent me a not about all my books and how happy he was
to have them (Insert letter 9).

[-16-]



THE:WHITE HOUSE

__WASUHINGTON

<~  February 21, 1961

Dear Seymour:

-

I read your letter published in the Washington Post yesterday

with pleasure,

It reassures me to know that I am not wholly out of touch
with economic realities or the wisdom of the "modern
economists.’ Not too many people have accused me of
being less liberal than Mr. Eisenhower, but I am certainly
delighted to have such a well-reasoned rationale of the
economic policies I am trying to pursue. Meanwhile, you
have also given a large educational mission to your
professional colleagues,

Ilook forward to seeing you when you are next in Washington.

With all good wishes,

Professor Seymour Harris
Littauer Center

Harvard University

Cambridge 38, Massachusetts '



THE WHITE HOUSE

WASHINGTON
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Dear Seymour:

Once again I am in your debt for sending to me an
inscribed copy of your latest book.

Bejore I leave office my shelves will be groaning
from the weight of your scholarship. Since last
year you have already furnished me with your
works on the gold problem, the economics of the
two political parties and now the financing of
American higher education. For all of these I am |
most grateful, and I only hope that there is never

an exhaustion of topics to engage your mind and pen.
With warmest best wishes,

Sincerely,

Professor Seymour Harris %
Department of Economics :

Littauer Center

arvard University

ambridge 38, Massachusetts

@it



(Insert letter 10) The President was very sensitive of the criticisms of the liberals. We
had a steady exchange on this matter.

But here is another letter of January 28, 1963: Said the President: “I think as a teacher
you (SEH) must be discouraged that none of the obvious lessons of the last thirty years have
been learned by those who have the most at stake in a growing prosperous America.” He was
referring to the slow absorption of modern economics by the Congress and their constituents.

On February 19, 1963 (Insert letter 11):

“Dear Seymour,” etc.,....” It is rare to have so full-throated an endorsement from the
economic community, but I can assure you that | am grateful, etc.....”

And then finally on May 6, 1963, he said (Insert letter 12), “*You are about the only
academic defender | have these days...”

And now | would like to say a word about the conservatives. He was also being
criticized severely by the conservatives for spending too much and moving us towards
bankruptcy.

You may remember, Arthur, I think you were on the plane trip to the Cape in the
summer of 1961, when the President was looking for Ted Sorensen to write a reply to an
editorial in the Wall Street Journal in which he was taken to task for his wasteful spending
and inflationary policies. He was terribly upset over this. He couldn’t find Ted Sorensen. In
fact, Ted was not on the plane. He saw me, and said, “Oh, Seymour, you can do this.” I told
him 1 would be glad to do it.

[-17-]



S \.. THE WHITE HOUSE

.,-, L \\.

i P P\ \ WASHINGTON
4 {7 / i

* P ’ i
Seb S B
I} } i [1 7 < Q 1 14
e \/;/ January 28, 1963

Dear Seymour:

Many tha nks for your letter.

I think as a teacher you must be

discouraged that none of the obviocu
lessons of the last thirty years have been
learned by those who have the most at stake
in a growing prosperous America. In any
case, I am very grateful to you.

Sincerely,

/]

Seymour E. Harris ¥
Professor of Political Economy /
Harvard University

234 Littauer Center

Cambridge 38, Massechusetts
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Dear Seymour:

t was good of you, as always, to send me your two

recent memos on budget policy and on the politics of
economic policy. .

{
//\ THE WII
I

It is rare to have so full-throated an endorsement from
the economic community, but I can assure you thatI am
rateful

g... ateriul

for your efforts, both in public advocacy and
private advice, ;

With all best wishes,

T

Mr. Seymour E., Harris

Graduate School of Public Administration
Harvard University

Cambridge 38, Massachusetts

(<)
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Many thanks for your recent letter.

You are about the only ac
ave these days. I am most appr
lthough I realize you have your
0T you.,

h

H D

With every goocd wish. -

Sincerely,

Seymour E. Harris

Professor of Political Economy
Harvard University

234 Littauer Center
Cambridge 38, Massachusetts




And he said, “Here’s an editorial from the Wall Street Journal, will you write a reply for
me?” This was about 25 minutes before we were due to arrive at Otis Air Base and | said,
“Well, Mr. President, shall | do it early next week when | will be in Washington?” He said,
“No, do it right now.” So | read the editorial and in about 15 minutes wrote a reply, and then
his Military Aide, General Clifton [Chester V. Clifton, Jr.], said the President would like to
see the reply and so about 5 minutes before we landed the President read the reply and made
a few suggestions. | sent the reply in to the Wall Street Journal. | saw the President again a
few weeks later and the President said, “How about that Wall Street Journal letter?” | said,
“Well, they haven’t published it yet. They generally do publish my letters.” Another week
passed and they did publish the letter, but with a long editorial attacking both the President
and Harris: that we had extreme views on inflation and spending. | sent a copy of the letter to
the President and | asked whether I should comment on their reply. | received a letter (Insert
letter 13) in which he said, “No, | think we ought to let it go.” I think this particular original
article in the Wall Street Journal and the letter, etc., might be put into the record. (See
Appendix I1). He was being attacked from both sides, which suggested perhaps his policies
weren’t too far off from what they ought to be. So much for the attacks of the conservatives.

[-18]
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Dear Professor Harris:

The President received your letter,
together with the clipping from the Wall Street
Journal. You asked if he thought you should
comment on their reply. He asked me to
write and tell you '"No, I think we ought to let
it go.-v ‘

With kind regards.

Sincerely,

-
4‘/\‘»' P \’I .\\
= e

Seymour E. Harris

Graduate School of Public Administration
Harvard University

234 Littauer Center

Cambridge 38, Massachusetts

tember 29,1961



I think perhaps we might now discuss our Newport Day, a meeting which raised a
number of issues. The President sent me a letter dated August 16, 1962 (Insert letter 14),
saying:

“I would like very much to have a chat with you sometime soon and since | will be
spending every weekend in September at Newport, | was wondering if you might come over
to see me on one of the Saturday mornings?” And he wrote in his handwriting: “I will contact
you directly.” And he arranged for Saturday, September 22, 1962. Then a few days before
September 22, | received a telegram inviting my wife and me to Newport to watch the
America’s cup boat race with him and Mrs. Kennedy [Jacqueline Bouvier Kennedy Onassis]
on September 22. Schedule and directions were telephoned later by his Naval Aide. We were
to meet at Hammersmith Farm. We spent a very delightful day on the U.S. Destroyer, Joseph
P. Kennedy, Jr., watching the two sloops race, the American Wetherly, and the Australian
Gretl, and in the course of this | spent about an hour and a half with him alone discussing all
kinds of economic issues on deck. This was the longest discussion | had with him as
President.

And now for a few of the issues discussed on the Destroyer. By the way, | have a
copy of my summary of the conversation and a copy for you, Arthur, and also one for the
Library. Here are the major issues that were discussed (See Appendix I):

Relations with business greatly concerned the President, who was fearful that his
tussle with steel executives might have contributed to the
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Many thanks for your recent letter.

I would like very much to have a chat with

you sometime soon and since I will be spending
every weekend in September at Newport I was
wondering if you might come over to see me on

one of the Saturday mozrnings.

With kind regards.

Sincerely,

oy

Seymour E, Harris

Senior Consultant to the Secretary
Treasury Department

Washington, D. C.




stock market collapse in April 1962. | assured the President that several issues could explain
the collapse, notably the emergence of the bears as the dominant force of the current high
stock market values. Also, the increasing awareness of control of inflation, a view
strengthened by the President’s wage and price policy. | also said to the President, “Could a
Democratic President ever be popular with businessmen?” Perhaps | was wrong, in view of
what has been happening with President Johnson.

SCHLESINGER: How did he respond to that remark?

HARRIS: Well, he realized that businessmen were never going to be very
enthusiastic about a Democratic President, and he was very sensitive on
the issue and very much concerned about the attitude of businessmen. And

as you know, the next year he spent very largely trying to improve his position with

businessmen. | think he succeeded to a considerable degree, but he never, of course, attained
that relationship that apparently President Johnson has achieved in the first six months of his

Administration.

I once sent to Secretary Dillon [C. Douglas Dillon] a copy of a letter on relations with
business that Keynes had written to President Roosevelt [Franklin D. Roosevelt] in 1938
when he felt the Administration was getting into great difficulties with business. The
Secretary thought it a wonderful letter and that the President ought to see it and he sent it
along to the President with a personal note, hoping that the President would see it. The main
point of the letter was that Keynes, no special friend of businessmen, nevertheless felt that in
a capitalist society one must not go out of his way to annoy them. | think in a general way
this is probably a good

[-20-]

principle. But I did try, in a way to intimate that a Democratic President could not afford to
worry too much about the attitude of businessmen toward a Democratic President.

Another name that President Kennedy brought up during our talk on the Joseph P.
Kennedy, Jr. was Mr. William McC. Martin, Jr. [William McChesney Martin, Jr.], the
Chairman of the Federal Reserve Board. | expressed the view that the country had had
enough of Mr. Martin, who was so fearful of inflation that he was likely to abort the
recovery. | also reminded the President that Martin was a symbol, and that if he did not
reappoint him however, he would hear from the financial interests. The President reappointed
Mr. Martin soon thereafter.

SCHLESINGER: Did he comment on your remarks about Martin?

HARRIS: No, I had the impression he wasn’t too fond of Mr. Martin, but on the
other hand, | think he was fearful of Mr. Martin. | recall both Paul
Samuelson and | at the Hyannis Port meeting gave him a very good idea of
the dangers of Martin’s policies. In our talk about the Destroyer, | also pointed out that
Martin was the symbol for the financial interests, not only in the United States, but
everywhere and that he would have to proceed very cautiously with Martin.



As | said, the President then reappointed Mr. Martin. Unfortunately, Mr. George
Mitchell [George W. Mitchell], the President’s first appointment to the Board vigorously
attacked the monetary policy of the Board soon after. This was held to be costly to the dollar
position by Messrs. Dillon and Roosa [Robert V. Roosa], and therefore, they induced the
President to reappoint Martin even before it

[-21-]

was necessary, in order to reassure the financial community. | might say it was a very clever
move on the part of Secretary Roosa. Apparently, Mitchell’s remarks frightened the President
enough to decide then and there to reappoint Martin.

And at the Newport discussion, the President raised the issue of Mr. Martin’s
unwillingness to finance the tax cut, that is, he wanted to allow interest rates to rise enough
so that savings would increase pari passu with the rise of new issues? I suggested to the
President that Mr. Martin should not be allowed to do this unless a serious inflation
threatened. | will come back a little later to the issue of monetary policy, but this is just a
discussion of Mr. Martin.

What about the budgetary deficit? We discussed the budgetary situation at Newport
and on there and on other occasions, the President was clearly unhappy over the
developments in the 1963 budget.

SCHLESINGER: What developments?

HARRIS: Well, I reminded him that deficits may be helpful in periods of recession.
But his point was that we should not have brought about a deficit in such a
devious way. The Council, for example, assumed a very large recovery for

calendar year 1962 upon which the 1963 budget was based. Estimates of the GNP [Gross

National Product] are the source of estimates of revenue. Generous estimates of GNP are

reflected in a large rise in revenue. But though revenue rose by $5 billion in fiscal year 1963,

it was not enough to forestall a deficit of $6 billion following two deficits of $4 and $6

billion.

[-22-]

The Treasury was not happy about the Council’s estimate of a very large rise of GNP
for 1962-1963 which would yield a large gain of revenue. But with assurances from the
Council, of large advances in GNP, the Treasury went along with the Council’s estimated
GNP. The President, at this discussion in Newport, seemed to feel that some of his advisers
had overestimated GNP with the objective of inducing a third deficit. At a more modest GNP
estimate, revenue would have been estimated at a smaller figure, and to get a balanced
budget it would have been essential to be more cautious in spending. On this issue, the
President’s views on public expenditures and deficits, you really should consult my
Economics in the Kennedy Years. Here | show the evolution of JFK’s thought.

SCHLESINGER: Why did he fear deficits, for economic or for political reasons?



HARRIS: I think largely for political reasons. I think he quite rightly sensed the
political issues here. The country was not ready and Congress was not
ready for very large deficits, and he felt that continued deficits of $5 or $6

billion a year would be disastrous from the political viewpoint. This was his position you will

remember in August, 1962. And that, despite the fact that in his famous Yale speech he made

a very good statement on behalf of large deficits and that they were not very dangerous as

long as you have large unemployment and relatively stable prices. But he still realized that he

hadn’t sold this message to the country. And the economists certainly hadn’t, and therefore,
he was very much opposed to a continued large deficit. By 1963, however, as | shall show,
he took an entirely different position.

[-23-]

In relation to the whole deficit issue I might say a word here about the Berlin crisis,
which I think was in the middle of the summer of 1961. The President’s views were
expressed to me on the plane in mid-summer of 1961. At this time patriotic sacrifice was still
on his mind, and he dwelled on the growing deficits associated with the need for more
security expenditures. With as much tact as I could, | mustered up enough courage to suggest
that a rise of taxes at the beginning of a recovery would be disastrous. It is my understanding
that the next week Messrs. Walter Heller, James Tobin, and Paul Samuelson persuaded the
President to accept an increased deficit, rather than a rise in taxes.

I think, on the whole, at that time, Secretary Dillon was on the President’s side in his
great fear of a very large deficit. I will say something about the evolution of the Secretary’s
views a little later.

Now, the next point in the President’s conversation with me at Newport: We
discussed the structural versus insufficiency of demand as causes of unemployment. In part
because of his interest as a senator in the economic plight of Massachusetts, the President
favored structural causes.

[-24]

SCHLESINGER: What would you say President Kennedy’s attitude was on the question of
how to treat unemployment?

HARRIS: Well, we discussed that issue to some extent at Newport in September

1962. In part, because of his interest as senator in the economic plight of

Massachusetts, the President seemed to favor the structural attack, that is,
retraining workers as dictated by changing market conditions, adapting educational programs
to the need of the labor market, etc. As senator from Massachusetts, he became interested in
such matters as minimum wages, tariffs and textiles, increased government contracts, etc.
These are all structural approaches to unemployment. Although on the Congressional Joint
Economic Committee to which he had been appointed in 1960, he was on the road during
most of the period and therefore did not learn more about treating demand through the fiscal
and monetary approach.



SCHLESINGER: Did he change his views at all after he became President?

HARRIS: Yes, | think he did. A number of us on several occasions discussed with
him the main tenets of modern fiscal policy. But he also had discussions
with the Council on these problems. And perhaps though the Council was

predominately right in its stress on the demand approach, they might have underestimated the

contribution of the other approach. The President was pleased to learn that the structural
attack was much less costly per job added. And there are limits on the number of jobs that
could thus be added, because the additional jobs are limited by
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the number of unfilled vacancies, and there weren’t too many. | also reminded the President
at Newport that the structuralists often tend to be those who want the government to do very
little, e.g., the Chairman of the Federal Reserve Board, William Martin, Congressman
Thomas Curtis [Thomas Bradford Curtis] and finance men generally.

By the way, one aspect of this problem of the structural vs. demand approach should
be noted. As suggested above, the latter is more costly per job added than the former. Would
it not be helpful to consider all expenditures on the basis of their impact on jobs. We might
weigh tax cuts against increases of federal expenditures on the same basis. Since jobs are our
scarce commodity, it would be helpful to weigh expenditures on the basis of their yield of
jobs. This does not mean that expenditures yielding few jobs would be excluded; but this
criterion would be weighed with others.

I suggested this type of analysis to the Director of the Budget. | received back an
unusually quick reply from Kermit Gordon. The explanation of this speedy reaction was that
this seemed like a good idea to the President. But this was not long before his assassination. |
am not sure how far this analysis has been carried.

SCHLESINGER: Within the government, the Council on the whole took the demand
approach. The Labor Department, | suppose, took the structural approach.
What about the Treasury?

HARRIS: The Treasury specialists were fairly sympathetic with the structural
approach, but gradually through education by the Council and others, the
Treasury more and more abandoned the strong structural approach and
became more interested in the demand approach.
[-26-]
SCHLESINGER: Isn’t the poverty program today really based on the structural approach?

HARRIS: The poverty program is very largely a structural approach. Though there
are problems of financing and so far as it is financed by a deficit, it could



be held to be both a structural and a demand approach, but the major
emphasis is really structural.

SCHLESINGER: But the Kennedy pragmatic instinct on this matter was really sound, was
it?

HARRIS: Yes, on the whole, I think it was and | might say that the Council
gradually modified its position so that at present, much more than
formerly, its position is that more emphasis should be given to the

structural approach. Top economists like Paul Samuelson, who favored greatly the demand

approach, of course, contended that those who were supporting the structural approach
should not abandon effective therapy that could be had through stimulating demand. But we
should not forget that many influential citizens who didn’t want the government to do
anything would generally favor the structural approach. I think the best example of this is the
attitude of the Republic Policy committee. They were very strong for the structural approach,
as was Dr. Arthur Burns [Arthur F. Burns], and though they took this position of favoring the
structural approach, when it actually came to voting the necessary money they did not follow
through. So, in a sense, it was an attempt really to kill effective treatment of the
unemployment problem through public intervention.
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The President was very discouraged when | talked to him in September, 1962, that
despite such large federal deficits, unemployment was still high. I explained why much larger
rises of GNP were required to yield an additional million jobs than in the past. I think, as a
matter of fact, that no one looking at the situation in 1961 would have believed it possible
that by 1964 we would have a GNP, as we have, that rose more than $100 billion in four
years, and yet have 5 or 6 percent unemployment—anybody who had made that prediction in
1961 of our 1964 economy, would certainly not have had very large support. But this is just
exactly what happened. The difficulty is that with very large rises of productivity and large
increased in the number seeking jobs, even if GNP rose as much as $25 or $30 billion a year,
unemployment would rise.

Incidentally, Messrs. Archibald Cox, J. K. Galbraith, Richard Lester, Paul Samuelson
and | spent a whole day with candidate Kennedy early in August, 1960, at Hyannis Port,
giving the senator the ABCs of modern fiscal policy. We tried to tie this to the problem of
growth which in time became the President’s major economic objective. At that time we also
impressed upon the senator the need of maximizing growth and minimizing inflation. We
stressed the large gains for a Democratic President if he achieved these two objectives, for
the Democrats were tagged by the opposition as the party of inflation. Little did we know
how successful the President would be. Actually during his Administration the average
increase in real terms of GNP was 5.7 percent per year and the amount of inflation of about 1
percent a year, a rise that could largely

[-28-]



be written off if one allowed for the improved quality of commodities and also the greater
choice available to the average consumer.

SCHLESINGER: How much of this record was due, do you think, to management by the
federal government and the deliberate fiscal policy?

HARRIS: If you consider what happened before President Kennedy came into office
and the three preceding recoveries (they lasted 45, 35, and 25 months), the
inference would be trouble in less than two years. | remember at the

beginning of the Kennedy Administration, when the Treasury had its first Consultants’

Meeting, many of us said, it looks like a 15-month recovery, and then recession. Now here

we are in the 40" month of recovery and it looks as though the recovery and advance will

continue 6 months to 18 months longer.

What is the difference between this and earlier episodes? The main difference is the
fact that in 1961-1963, the government was ready to intervene and did, despite the effect on
the deficits and the balanced budget. To that extent, | would argue that the major difference
between the Kennedy, i.e., current recovery and former ones is that it is a record recovery
from the very low levels in the 1930s, and so | would therefore argue that what was crucial
was governmental intervention.

SCHLESINGER: What were the major effective instruments of government intervention?
[-29-]

HARRIS: Well, of course the major item in the first, especially the first three years,
of the Kennedy Administration, was the very large rise of expenditures—
$5 or $6 billion a year, several times the average Eisenhower increase in

expenditures per year. And, of course, there was the prospect and the actuality of the tax cut.

These were the two major items, and there were a number of others. For example, the

Kennedy Administration saw to it that Martin helped with reasonably easy money. I’ll say

more about that later on. And then of course the structural approach is very important: the

Area Redevelopment program, manpower training, minimum wage legislation, emergency

unemployment compensation. The Administration moved quickly in 1961, with a

considerable impression on the economy. This was by far the most significant activity in

peacetime by any government.

SCHLESINGER: You will say something later on about inflation?

HARRIS: I will say something about inflation and the Fed, etc. | did say that the
achievements were way beyond anything that anybody expected in 1961.
I might also say that the President always in fact, almost always,
minimized the achievements. And I think the reason he did that was that he realized to get
anything done, to get Congress to cooperate on important policies, he had to be pessimistic.
Every once in a while though to businessmen, he would boast about the great achievements
as President Johnson has been doing of late. It seems to me that his
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tactics were to look at the unemployment problem and say, “Now we have 6 percent
unemployment. This is terrible.” But he wouldn’t say generally, for example, that we had
stabilized the price level, that our GNP was rising 5 percent a year and ultimately more, and
that in general we had improved to some extent the distribution of income. The point was
that if he painted too rosy a picture he only increased the difficulty of getting Congress to do
anything.

Now | have no real proof of this, but it seems to me this is the only possible
explanation of his failure adequately to publicize the tremendous achievements of those three
years.

SCHLESINGER: Also, I think he was deeply concerned over the persistence of
unemployment.

HARRIS: There is no doubt about it. | remember having once talked to him about
this problem of unemployment and he was at that time greatly worried
about the deficit. | said that | realized that the deficit is a very serious

political matter because votes are lost by having large deficits. But | added that the

Democrats would lose many votes because of the high level of unemployment. And one

therefore has to weigh one against the other. | am not at all sure but that ultimately more

votes may be lost by having a large amount of unemployment for a number of years than by
incurring increased deficits. The President was aware of this point.
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SCHLESINGER: What about the balance of payments?

HARRIS: Well, we discussed that problem also, but very briefly in Newport. At that
time he was concerned over the problem of the dollar as he was
throughout his Administration. You may recall that in October, 1960,
candidate Nixon [Richard M. Nixon] during the campaign severely criticized candidate
Kennedy and blamed him for the difficulties of the dollar, and so he was probably sensitive
on the issue.

At Newport he inquired about devaluation. Was this a possible solution, he wanted to
know? Before | had a chance to say anything he pointed out to me that devaluation is a two-
way street. If we devalued, others would follow and therefore there would be no net gain.
And | think this is a supportable position.

I believe I gave him his first serious instruction in the field of international
economics, at Hyannis Port in August, 1960. Just as we were about to dock after returning
from a lunch-cruise | reminded the senator that this problem was on the agenda. He
postponed disembarkment a few hundred yards from shore, as hundreds were waiting to see
him land, and in an hour’s time we went over the major issues of the dollar deficit, the
relation of this to domestic policy and growth, the failings of Eisenhower in this area and



suggested therapy. At that time he pointed out the possible incompatibility of expansive
policy so long as large deficits prevail in the balance of payments. And there was also the
criticism of those who view international deficits as a weapon
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to curtail federal deficits and impose dear money. Because of his limited training in this, a
difficult field, I was agreeably surprised at his ability to grasp the essentials.

SCHLESINGER: How would you define the issues within the government on the question
of the balance of payments?

HARRIS: I think I could do this more effectively if we, for example, stated the
conflicts between the Treasury and the Council. These, of course, were the
major advisers to the President on economic issues.

SCHLESINGER: What were their differences in policy?

HARRIS: There were serious differences, especially on fiscal policy in the early part
of the Kennedy Administration. I might say that by 1964, international
deficits had been greatly reduced. I like to believe that a contributing

factor was the meetings with Treasury consultants which | arranged with the Secretary. At

these meetings, which covered about 20 full-day sessions in all over a period of almost four
years, the Treasury and Council had opportunities to reconcile their differences. The Council
became increasingly aware of the institutional restraints on the Treasury. The Treasury
gradually understood the Council’s economics.

By the way, | think at this point Arthur, it might be relevant to recall that episode in
the summer of 1961 when the President, you and | were on his plane and the President turned
to me and said, “Seymour, how do you like working with Secretary Dillon?”” Before | had a
chance to answer, you said, “You know how it is, Mr. President, you sent Seymour to the
Treasury to make a liberal of the Secretary and the Secretary
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invited Seymour to make a conservative out of Seymour, and as far as | can see, Secretary
Dillon is winning.” Perhaps, Arthur, you remember the incident and the President’s laughter
over your appraisal.

One major explanation of the differences between the Treasury and the Council was
the relative emphasis on modern fiscal policy, that it, Keynesian economics. The Treasury,
with its close relations with the financial groups and Congress, with its responsibility for
collecting taxes, managing the dollar and the national debt, was bound to be more orthodox.
For further sources of this conflict, refer to my book, Economics in the Kennedy Years, and
also the transcript of meetings of the Treasury Consultants. The stenotypist record and
summaries are now in the Library. Members of the Council always attended these meetings,
as did the Budget Director and other high officials of the government.



SCHLESINGER: Were there serious differences on fiscal policy?

HARRIS: The answer is yes. The Council was much more disposed to entertain
more spending, large deficits, and avoidance of large issues of long-term
securities in periods of recovery.

On the last point it is important to remember that under Eisenhower, serious mistakes
were made. As soon as the recovery started with rates of interest low, the government would
issue large quantities of long-term government securities because the price was very
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favorable, that is, rates were low. The Treasury under Kennedy didn’t make this mistake, and
to that extent, they did not interfere with the recovery by the issue of long-term government
securities, thus absorbing the cash that was being manufactured by the banking system to
bring about a recovery.

SCHLESINGER: Who had more influence, would you say, in this period?

HARRIS: I would say that the Treasury, up until very recently, had more influence
with the President. First, | believe because Secretary Dillon’s views
coincided with the President’s more than the Council’s with the

President’s at that time. And secondly, there was a closer personal relationship between the

President and Secretary Dillon. In fact, the Council and some of the White House staff

regretted Dillon’s influence on the President based in part on his ability and hence influence

which they recognized and in part on his personal closeness to the President. One critic told
me that Mr. Dillon alone could go in and see the President whenever he wished. Secretary

Dillon, to some extent because of the influence of his able Undersecretary Roosa, tended to

emphasize the need of disciplinary measures, e.g., containment of wage rises and restrictions

of money. The President was very much influenced by such considerations.

SCHLESINGER: Wouldn’t you add a third point and that is, that the Treasury program was
more in accord with the political and Congressional possibilities than the
Council program?
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HARRIS: Yes, that is true. The Council, of course, didn’t have the relation with
Congress that the Treasury had. And this is partly because the Treasury is
responsible for tax policy, for the dollar, and for debt management. These

are pragmatic matters that are of great importance in assessing the relative influence of the

two. | recall that in the Hearings on the Tax Program, which of course was one of the most
important in the Kennedy years, Walter Heller asked the chairman, Wilbur Mills, if he,

Walter, couldn’t testify on behalf of the tax program. Chairman Mills never did invite him,

the most important economic adviser, though he invited hundreds of lobbyists and other



interested parties. This gives some indication of the attitude of influential congressmen and
committees toward the Council.

We should speak of Robert Roosa, who played such an important part in managing
the debt and the dollar. Bob Roosa is a man of great ability, and an unusually talented
technician. He must have been, | would say, to some extent brainwashed by the bankers so
that when he actually became the undersecretary, we were a little surprised at how he held on
to the classical positions. He was much more conservative on most of these issues than was
the Secretary. He is a man who evoked and deserved a great deal of admiration because |
think he was completely honest but unfortunately had been exposed too long to the Central
Bankers, who had very narrow and classical views on monetary and fiscal policy.

You may recall, Arthur, that it was Paul Samuelson who recommended Bob Roosa to
the President. You remember the famous episode when
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Paul Samuelson praised Bob Roosa so highly that the President said to him (and this was
before Secretary Dillon was appointed), “Why don’t we make him Secretary since he is so
outstanding?” And Paul Samuelson thought for a moment and said, “No, you can’t do that.”
The President said, “Well, why not?”” Samuelson said, “Well, don’t forget, Mr. President, he
is only 42 or 43 years old.” This to the new President-elect who was also 43.

SCHLESINGER: To what extent did the Treasury believe that if sober budgetary policy
were carried out that this would revive confidence, and the private sector
would therefore be more inclined to carry the ball? Was that part of their

reasoning?

HARRIS: I think a great many people tried to impress this view on the President,
inclusive at times in 1962, officials of the Treasury. | was never convinced
that the President really had accepted this view. | think the main point with

the President was the strong feeling that deficits were not approved of by the average voter. |

think that’s to be explained partly by the fact that the average American is terribly frightened
of a deficit. About 50 percent of American families are in debt and roughly 20 to 25 percent
of their income is mortgaged from day to day to repay their private debt and pay the
financing charges. These debt burdens worry the Americans and | think they react to it partly
by becoming highly Calvinistic in their approach toward governmental
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deficits, and that to some extent makes them feel a little less unhappy about their own private
deficits. This is intuitive, but I think there is something in that.

SCHLESINGER: What about monetary policy? To what extent did the Council and the
Treasury disagree there?

HARRIS: They didn’t disagree there too much. The Council took the lead in



pressing the Fed for an easy money policy. The Treasury which had much

more influence with the Fed than the Council contributed to an easing. |
would say in general the Council was more worried than the Treasury about tight money, and
this is partly due to the fact that Bob Roosa had been brought up on the general idea that you
don’t solve problems by manufacturing more money. He was concerned that manufacturing
more money would keep managers of the economy from “taking the painful” measures
required to correct structural maladjustments, e.g., improving of competitive position by
reducing costs.

I might also say about monetary policy—the big issue has been for years—(we
cautioned the President about this at Hyannis Port) should the Federal Reserve be
independent? Independence in this respect has always seemed to me to be nonsense. It’s
absolutely imperative that the Federal Reserve operate to help achieve the objectives of the
government. They should not move one way and the government another. We explained this
all to the President that day while cruising off Hyannis Port. By the way, we also said to him
that we have to be careful what
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we say about independence, because independence of the Fed is a slogan that means much to
the conservative financial interests.

The President, | thought, handled the situation very well over his years in office. He
almost always would begin by saying: The question of how much money will be
manufactured—that’s a decision for the Federal Reserve. They are independent of political
control. And then he would go on and say that Mr. Martin has agreed he is going to give us
low long-term interest rates and we allow him to have high short-term interest rates in order
to prevent short-term capital from going abroad. Exports of this capital in response to higher
rates abroad make the position of the dollar more precarious. But he has given us low long-
term interest rates. In other words, what the President was really saying was, we will agree
that they be independent as long as they give us what we want.

Another aspect of the independence theory: when Mr. William Martin was in the
Treasury he was a great fighter for cheap money under Snyder [John W. Snyder]. And when
he operated under Eisenhower he persistently spouted the independence theory, that is
interference with the Federal Reserve Board by politicians is not to be tolerated. Actually,
what this meant was that President Eisenhower, who was a strong anti-inflationist, wanted
little money, wanted restrictionism, wanted to be sure prices wouldn’t rise, and so Mr. Martin
gave him what he wanted, and then Mr. Martin would say that nobody could interfere with
the Federal Reserve. Actually, what Martin was really doing was taking orders from
Eisenhower. And then when President Kennedy came along Martin proclaimed
independence. But this time he took orders from Mr. Kennedy, and these orders
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were to expand money rather than to restrict, and he supported expansion. And right now

(June, 1964), he is giving the economy large supplies of money under pressure from Mr.
Johnson, because Mr. Johnson doesn’t want interference with the creation of money before



the election. It is quite clear, and Walter Heller has gold me more than once, that President
Johnson is much more of a cheap money man than was President Kennedy. Kermit Gordon
has said the same so that I think this is a fact. What it amounts to is the independence of the
Fed is for public display and Mr. Martin actually takes his cue from the President.

I sent a letter to President Johnson after | decided to accept the University of
California [University of California San Diego] appointment in La Jolla, and not to wait any
longer for President Johnson to act on President Kennedy’s appointment of me to the Federal
Reserve Board. | also told him my opinion of Mr. Martin, and how in 1960 he had lost the
election for Mr. Nixon, for which we can’t be too sorry. Unemployment increased by 1
million from February to November, 1960, and restrictive monetary policy was one of the
major causes of the rise of unemployment and Nixon’s defeat. Because, if Nixon had won
New Jersey and Illinois, where unemployment was high, he would have won the election.
The increase of unemployment in those two states was several times as large as the plurality
of the Democrats in those two states. Mr. Nixon apparently did put pressure on Mr. Martin to
bring the rate of interest down and there was a slight easing of rates in 1960 but that decline
was minimum compared to the tremendous increase of rates in 1958-1959, a rise that had not
been paralleled in a hundred years of monetary history, according to Arthur Burns. By the
way,
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Mr. Johnson then wrote me a note after | had written him about the dangers of restrictive
monetary policy, which perhaps | ought to put into the record (Insert Johnson letter).

SCHLESINGER: How was President Kennedy on monetary policy?

HARRIS: President Kennedy understood the issues well. At Hyannis Port | urged
him to repudiate the independence theory. | made clear that the President
and the Fed had to work together. The President avoided a break with

Martin. Even in 1961, when Martin brazenly told a congressional committee that he would

consider Kennedy’s views on monetary policy along with others, the President was not

pleased, according to one of his top aides, but refrained from reprimanding Mr. Martin.
That the Treasury was gradually moving toward an easy money policy was evident in

a note Secretary Dillon sent me in May, 1964, in which he revealed some of the complaints

of the financial press which was begging the Fed to introduce a dear money policy; and Mr.

Dillon made clear to me that if this pressure on the Fed continued, the Fed would probably

seek a dear money policy. The Fed did not welcome being criticized by financial interests on

the grounds that their monetary policy was too easy. (And | therefore used my influence to
get a number of top economists to write letters to papers, etc., urging the Fed to continue its
easy money policy).

SCHLESINGER: What about the Treasury and the Council on the balance of payments?
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HARRIS: Here their conflicts were serious, especially in the early part of the
Kennedy Administration. And these largely are tied to the views of Bob
Roosa. Mr. Dillon was an effective administrator, in part because he
delegated authority to the undersecretaries. Large responsibilities were given to Fowler
[Henry H. Fowler] in the tax field and to Roosa in the management of debt and the dollar.
Roosa’s general ideas were on the whole fairly restrictive in this area.
The Council had made the very serious mistake of inviting Robert Triffin, the able
Yale professor, to be a consultant. This was a mistake only because Triffin pushed too hard
for his advanced plan for increased international reserves, with the result that he antagonized
the Treasury. This resulted in increasing difficulties in achieving conciliation. Triffin had a
very good friend in Jim Tobin, a member of the Council, and a colleague at Yale, to push his
views. Above all, Triffin wanted a revolutionary change in the manner of creating
international reserves by setting up a supranational bank, and creating international reserves
through the lending process in the manner that a domestic bank creates money. | should have
added that through his determination and high intellect, Triffin contributed much to the
advance of liquidity arrangements, but the relationship with the Council and the aggressive
approach he introduced in trying to have the effect of slowing up progress in this area rather
than the reverse. The Treasury was strongly supported by foreign financial officials.

SCHLESINGER: What were the reasons for the resistance of the Treasury? When | would
talk to Dillon he would always put it in terms of unacceptability
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on the Hill. Were there substantive reasons too?

HARRIS: Yes, | think so. | think there were substantive reasons because in a sense
as | said, Roosa was a man who believed that you have to discipline the
economy. You must not always try to solve your problems by creating

more money. The Triffin program after all, was a program for a central world bank which

would manufacture money and put it at the disposal of countries that were short of dollars

and pounds and francs, etc. And Roosa’s position was simply that to do this would result in a

very substantial world-wide inflation. And we get exactly the same picture now in 1964 in

the big fight that is being waged as to what we should do about increasing liquidity. The
conservative central bankers tend to hold that our problem is not a serious shortage of
reserves, but more likely, one of an excess of reserves, with great inflationary pressure
rampart. And what Dillon and Roosa were saying to Triffin was that if we adopt your
program we will try to solve our problems by manufacturing money instead of making the
structural changes such as adjusting output to market demands, reducing costs, etc., measures
which are necessary and therefore, if left undone, will get the economy into more trouble. It
is a good deal like saying, for example, that we can solve the textile problem in this country
by manufacturing money and incurring a federal deficit of $40 billion. You can’t solve the
textile problem though, even by incurring a super-deficit. This rise of money and deficits
may contribute toward solving the textile problem, but a residue of unemployment in textiles



remains that requires treatment through structural measures. Roosa and Dillon would
translate this analysis to the international field. We have to make adjustments, we have to
produce the goods

[-43-]

the market wants, we have to keep wages from rising too much, we have to restrict the
decline in the price of money, we have to move the people who are producing goods that
can’t be sold. So, in a sense, the Treasury officials were taking clearly a classical position
here and they didn’t think the problem could be solved merely by the creation of money. On
the other hand, my own view | might say is something in between those two views. | think
there was a case for increasing liquidity, perhaps I’ll say a bit more about this later on.

SCHLESINGER: You do not think Roosa was right in suggesting that the Triffin Plan would
lead to world inflation?

HARRIS: Well, I think the Triffin Plan was over-generous in its reliance on the
manufacture of money. And I think also that Triffin’s Plan is a little
difficult to define. One of the characteristics of Triffin was that when he

was attacked and his Plan was criticized, he would retreat and modify the Plan, so that

nobody ever really knew what the Triffin Plan was. Somebody said the other day (I don’t
remember who it was), that the trouble with Triffin was that he wasn’t really interested in the

Plan; he was interested in having a plan called the Triffin Plan put into operation and it didn’t

matter a great deal what the plan was as long as it was called the Triffin Plan. Now that’s

unfair; but there is something to this point.

SCHLESINGER: There has been a connection in all versions of the Plan, hasn’t there? An
international institution?

HARRIS: Yes, that’s true, but you see the International Monetary Fund [IMF] is not
really an institution for the creation of money. What the IMF does is
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it collects cash (quotas) in the currencies of various countries and then
makes these available to those countries that need these particular assets. But it isn’t like a
bank that creates money. The type of institution Triffin really wanted—the real Triffin Plan
as it was first presented—was an agency that would manufacture large sums of money on
behalf of the underdeveloped countries and others that needed it. And some began to wonder
what’s going to happen to dollars, deutsche marks, etc., that are stable in value. Are they
gradually going to be converted into the currencies of the underdeveloped countries? Is a
deterioration in the assets of this supranational bank to follow?

SCHLESINGER: Did this derive from Keynes’ suggestions of 1944?



HARRIS: There was a good deal in the Triffin Plan that was very close to the

Keynes’ Plan. Although Triffin would generally try to point out that there

were important differences—and there were some differences—in a
general way what Keynes wanted was a sort of supranational bank which would create large
sums of money and make these available to countries short of international reserves. Since
what everybody wanted at that time in the 1940s were dollars, it was largely a plan for the
United States making tremendous supplies of dollars available to the rest of the world. Such a
credit creating agency would not then have appealed to Congress and the American people.

You asked about Dillon’s attitude toward increased liquidity. Well, this was one of

the tough problems because there have been not only the Triffin Plan but a half dozen other
similar plans. Almost every one of these plans requires that there be a guarantee given so that
if the dollar were devalued, the United States would compensate for dollars held by foreign
interests or the new supranational bank. In other words, nobody is going to absorb more
dollars if they
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so long as fears prevailed that the United States suddenly might cut the value of the dollar,
say by 50 percent and not compensate for losses. And so those who hold onto additional
dollars will be glad to do so if the Congress promises to compensate for any change in the
value of the dollar through a devaluation. At the present time at least, it doesn’t seem that the
Congress would give that kind of guarantee. One reason is that they would argue that if there
is any kind of depreciation of the dollar, why should we discriminate in favor of the foreigner
against the American? Why shouldn’t the American get compensation also? And even if
there was a guarantee, nobody could be sure that it would be carried through. Most of these
plans, in which the United States was interested, were plans largely to get an additional
absorption of dollars and hence a stronger position for the dollar, so that dollars would not be
thrown on the market n massive quantities to our embarrassment and then be converted into
United States gold. It was hoped that we could devise some kind of system for increasing the
hoards of dollars. But few would hold on to additional dollars unless they received some kind
of guarantee and that’s the point that was pushed very hard by both Dillon and Roosa, and it
had some political strength to it. Roosa also argued that a guarantee would also mean some
control of our monetary policy by foreign interests.

SCHLESINGER: Then the guarantee is indispensable to the Plan?

HARRIS: Well, it’s pretty difficult to think that anyone is going to hold more dollars
than they otherwise wanted to, unless they had some protection against a
devaluation.
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SCHLESINGER: Do you want now or later to say something about Per Jacobsson’s role in
all this?



HARRIS: Yes, | will be glad at this point to say something about Jacobsson. One
should have due respect for the dead, of course. And I was very much
amused because just recently (June, 1964), Mr. Dillon delivered a speech

in which he took a most advanced view on fiscal policy, and then the St. Louis Post Dispatch

wrote this up in praise of what Mr. Dillon had said and then proceeded to say that in their
discussions of these issues, two of the great contributors to this new approach to modern
fiscal policy were Martin and Jacobsson. Now this is not my impression of Mr. Jacobsson’s
influence in these matters. | think Mr. Jacobsson on the whole was one who was rather
distrustful of monetary expansion and modern fiscal policies. The Secretary told me though
that he introduced Jacobsson to the President and the President seemed to approve of him.

There is also some evidence that in 1962-1963 Jacobsson was becoming less concerned

about inflation and hence less troubled by modern fiscal policies. Jacobsson was however,

one of the most severe critics of the Triffin Plan for example, and largely on the same
grounds as Roosa. So that Jacobsson in a general way took the line of the IMF, which was,
don’t create any competing organizations, don’t create an organization that is going to
manufacture too much international reserves, so that responsible authorities will not feel
compelled to do what any economy has to do to adjust to a changing dynamic world. | would
hold that the general position of Jacobsson was the Roosa position.
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SCHLESINGER: Did he now though at an early point take the position that inflation was no
longer a threat?

HARRIS: Yes, | think in that respect he did move more rapidly than others, but |
would say he certainly did not move in that direction faster than Dillon.
This was the position that won the President and Dillon in 1962. | don’t
think that Jacobsson approached that position any sooner than say the Treasury did.

SCHLESINGER: How did the President react on the question of balance of payments
controversy?

HARRIS: Well the problem is as difficult as any in economics. No President could
have the time to understand the issue thoroughly. I doubt even if President
Wilson [Woodrow Wilson] could have absorbed the technical issues
though he was the trained academic type. Nevertheless, the President listened to both Roosa
and Tobin, the main antagonists. The President complained to me, to Galbraith and to others
about the disagreement between the Council and other experts.
In 1961 and 1962 the Treasury clearly had the ear of the President on these issues.
But then George Ball [George W. Ball] of the State Department and Carl Kaysen joined the
Tobin forces. | suspect even Schlesinger [Arthur M. Schlesinger, Jr.] may have been in this
cabal. They tried without success to divert the responsibilities to the State Department. In a
long, important, and very well written memorandum, apparently written by Tobin, they
argued that the problem of the balance of payments and liquidity was really a political
problem, and should be part of the international political negotiations. But the Treasury
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convinced the President that this transference of authority would be an unwise move. | asked
the Secretary how all this came out and what was the President’s final decision. The
Secretary told me that the President said to him that the dollar was the Treasury’s problem
and he wasn’t going to take it away from the Secretary.

SCHLESINGER: Who was on top in 19637

HARRIS: In 1963 the unsatisfactory state of the dollar was relevant. There was a

greater willingness by the President to listen to the Ball-Tobin and

-Kaysen view. The Treasury now agreed that further exploration of the
problem was necessary and especially if the U.S. balance improved, and the rest of the world
could not then build dollar balances (reserves) as the U.S. accumulated deficits. But the
strength of the anti-Treasury forces was limited. Roosa then became the chairman of the
Committee of Ten and | understand that Roosa was an able operator, even when he was at the
University of Michigan as an undergraduate, and he certainly showed unusual ability in
turning this whole investigation in the direction sought by the Treasury. This Committee of
Ten is to report in Tokyo in September 1964. The improvement in the balance after the
second half of 1963 greatly strengthened the position of foreign central bankers who wanted
no extreme measures, and also of Roosa.

SCHLESINGER: What was the program of Tobin and Kaysen?

HARRIS: It wasn’t as extreme as Triffin’s. Tobin was more flexible than Triffin, not
to say that Triffin was inflexible at all, but Tobin had a way of dealing
with the problem that didn’t annoy opponents as much as Triffin did,
which made Triffin seem less flexible.
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SCHLESINGER: What did Tobin envisage though? Did he, for example, want a new
international institution with the guarantee and so on?

HARRIS: I don’t think that Tobin would go as far as Triffin in the creation of a new
institution, but he did feel that somehow or other something ought to be
set up that would result in a much larger creation of international reserves

than we could have under the various ad hoc arrangements that Roosa had produced in a very

brilliant manner from 1961 to 1963. | think Tobin’s program in general was a much more
acceptable one than the Triffin program. On the other hand, Roosa was inclined to fight for
the ad hoc arrangements like swapping currencies, greater contribution of the IMF, the Paris
agreement under which each country would agree to help the other country in case of trouble,
to the extent of $6 billion in all. All these were programs that Roosa thought adequate for the

purpose. On the other hand, Tobin, like Triffin, was inclined to argue that we have to have a



large increase in reserves, and partly because if the U.S. once balanced its accounts then
foreign countries could not build up their reserves of dollars. Once the U.S. began to show
smaller deficits, then of course some other means would have to be found to provide
additional reserves. And what Tobin was trying to do was to find the means of providing
these reserves, and | think on the whole Tobin’s program, like Triffin’s, also involved the
guarantee issue.

SCHLESINGER: Was the President much influenced by voices on the Hill like Henry Reuss
[Henry S. Reuss] and Paul Douglas?
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HARRIS: My guess would be no, but of course Henry Reuss is a brilliant chap who
really absorbed this technical material in a remarkable way for a non-
professional theorist. I might say at the very outset both Douglas and

Reuss accepted Triffin’s views without reservation. But the Treasury influence finally began

to have an effect in the White House and | would say that the President was no patron of

Reuss. | recall that some of us suggested Reuss as a possibility for the first Federal Reserve

appointment. We gathered from that discussion that the President did not quite (100%)

approve of Reuss. He was, | think just a little too bright for the politician.

SCHLESINGER: Did the CED [Committee for Economic Development] Report play any
role?

HARRIS: As far as | know, the CED Report didn’t play much of a role.
SCHLESINGER: The CED Report went further, | gather, than the Treasury?

HARRIS: Yes, than the Treasury. | don’t think the CED Report carried any great
weight.

No, I think the major factor in the ultimate decisions was Roosa. And
that’s probably because Roosa was held in high regard, especially by Dillon, and Dillon by
the President. The trouble with Tobin, who certainly is as good an economist as Roosa, is
that Roosa had the advantage because he could always raise technical issues which were
completely foreign to Tobin, and which Roosa understood as no other theorist had. Tobin had
never done any work in this field before he plunged into it in 1961. This is a very complex
field and Roosa had the advantage because he could always raise valid obstacles such as this
isn’t practical, this isn’t the way it really works, etc. He would really manage to win the
argument with Tobin.
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SCHLESINGER: He dominates the Committee of Ten does he?

HARRIS: It looks that way now, as of June, 1964, and my guess is when the Report



comes out in the first week in September in Tokyo its major

recommendation is going to be an expansion of the IMF. It is odd that the
heretical IMF of 1945 has become the orthodox of 1965. And of course we mustn’t forget
that Roosa has been helped very much by the fact that the balance of payments has improved
greatly. But the improvement in the first quarter of 1964 was not sustained in the second
quarter. Roosa’s position was also helped by the substantial inflation in Western Europe,
which of course improves our balance of payments.

SCHLESINGER: Would you say that the inflation in Western Europe was the main source
of the improvement? To what extent do the special measures taken by our
government—

HARRIS: No, actually the Interest Equalization Tax had a tremendous effect after
the middle of 1963. This was clearly a Treasury program which was
thought up by Roosa. This was a considerable advance for Roosa because

you mustn’t forget that this is an attempt to interfere with capital movements, and | might say

that | was surprised that Roosa came up with this; but the situation was getting so precarious,
the capital movements were becoming so serious and this was the one new element in the
situation. In the first half of 1963 exports of long-term capital had run to an annual rate of $2
billion a year and something drastic had to be done. And I think Roosa’s position was that if
we don’t do this, something more radical would
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come, and so Roosa developed this theory of an interest equalization tax which would make
it much more difficult for Americans to invest in long-term government securities. The
proposal was a secret held by three only, the President, Dillon, and Roosa. Even the Council
and State Department were not appraised until a day or two before the public announcement.
An interesting aspect of the program is it would be expected that the financial interests in
New York would approve, because this was perhaps the program least unacceptable to
financial interests, for corrections were through the pricing process. But what did they do?
They insisted the Treasury was wrong, that what the Treasury really ought to introduce was a
capital issues program, which means rationing of capital. Why a free private enterprise group
should want this rather than a program tied to the pricing mechanism which was what the
Dillon-Roosa program really was, can probably only be explained this way: that what they
were trying to do was to destroy the Treasury program by asking for something else. I think
that was one of the major factors. By their proposal they would obtain even less than what
they were getting.

An interesting theory evolved in Washington. Very largely, | believe, through the
influence of Jim Tobin, which the President and Treasury later supported, the theory being
that if a country’s growth and productivity and income rise more relatively to other countries,
its balance of payments will improve. This, according to classical theory is unacceptable,
because that theory holds that if growth increases more rapidly than abroad, imports rise and
exports fall—because as more is spent generally more is used
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to buy foreign goods. And it’s rather unexpected that Tobin, a classicist by training, should
develop this theory. | have had a number of discussions with the Secretary about the theory.
In general, economists have held that when a country improves its position, relatively, it
suffers from a deterioration in its balance of payments. But the classical theory is inadequate,
because it does not take into account what happens to capital movements if the economy of
the U.S. improves vis-a-vis Europe. If the economy of the United States improves, capital
tends to move into the United States instead of going to Europe. When consideration is given
to both these factors, i.e., trade and capital movements, then to that extent one can argue that
the adverse effects on trade are offset by favorable effects on capital movements. We
recently had a study by a young economist over a long period that showed that this is exactly
what happens. Somehow we are confronted in Washington with a theory that is almost the
exact opposite of what has been taught for generations, this new theory holding that as the
economy improves with government spending and the like, the balance of payments will
improve. One other support for this theory is found in the suggested rise of productivity and
hence reduced prices as output expands.

SCHLESINGER: If this had been perceived in 1961—

HARRIS: We might have had a more expansionist policy. Mr. Dillon, himself,
recognized the relevance of the classical position when our imports began
to rise with improved conditions here. | think 1962 was a bad year in that

imports responded. He expected this. Of course this is to be expected when incomes rise

here, but gradually Secretary Dillon, who really has an
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open, inquiring mind, would argue against the Council position. Many times he would be
critical of the Council position, but he, unlike finance men generally, is open-minded and
listens—and even would accept novel positions ultimately.

I think | told you the story about Mr. Dillon on the Hill. He is a very good witness
because he always does his homework. But on one occasion he was attacked by
Congressman T. Curtis, who apparently said something that annoyed him and he exploded
for the first time at a hearing.

One of his assistants asked him: “Why did you get so angry at Congressman Curtis
that does not help your position.”

Mr. Dillon said: “Did you hear what Congressman Curtis called me? He called me a
damned Keynesian.” Well, the point is that by that time Dillon, perhaps unaware of the fact,
had absorbed much Keynesian economics, with substantial effects on policy.

SCHLESINGER: Did Dillon have an analytical grasp of economic issues? Had he read
Keynes, for example? Or Seymour Harris on Keynes?

HARRIS: Yes, from time to time. In 1963-1964 we increasingly discussed Keynes



in his office and at lunch. We often get into the Keynesian problems—in

Treasury problems who can avoid them—and discuss them with him. |
have always been careful to bend backward not to force a conversion. Although it was a very
difficult position because | was a Keynesian and my friends were all in the Council and |
didn’t want him to feel that | was an emissary from the Council in trying to put the Council
position over on him. On the other hand, | thought it was my responsibility to help him
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understand Keynes. For example, | gave him the piece | did on Keynes for the Schlesinger-
White [Harry Dexter White] book and we had a discussion of it. Also, in the last year | gave
him a copy of my book on Keynes. He was most pleased to have it and asked me to
autograph it. I would often tell him about some of Keynes famous papers. With regard to the
stock market problem, for example, he was very much worried in 1962. | sent him a pertinent
three or four page summary of Keynes’ views on why the stock market was acting
irrationally. He was greatly impressed by this, and sent it along to the President, who was
also very much interested in the particular explanation of the irrationalities of the stock
market. | wouldn’t say that Dillon is really an A+ analyst, but he has a good mind and he can
understand Keynesian economics. I think if I gave him one of the very difficult chapters in
the General Theory he would find it troublesome, as | am sure the average layman would.
But my little book on Keynes, | am sure would not give him any great trouble.

SCHLESINGER: | should have asked you this before—but how do you account for your
appointment as economic adviser to the Treasury?

HARRIS: As you know, | had been ill at the time that Mr. Kennedy was elected, so |
was not available for a full-time job in Washington. Mr. Kennedy knew of
my illness, and that | wasn’t available for a full-time job.
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When Mr. Dillon told the President one day that the economic staff of the Treasury
had been decimated and that there was no able economist available, and that he was at a great
disadvantage in dealing with the Council, President Kennedy suggested me to Mr. Dillon. As
you know, Secretary Humphrey [George M. Humphrey] under Eisenhower had virtually
disposed of the whole economic staff and the people who stayed were told they would have
nothing to do with policy and they would be simple technicians. Secretary Humphrey was
very critical of almost everybody in the preceding Administration. He even wanted the ten
cent pieces not to bear President Roosevelt’s [FDR] likeness, and one of the very first things
he did when he came to the Treasury was to have every dollar of gold in the Mint and Fort
Knox counted very carefully to make sure the Democrats hadn’t run off with some of the
gold. He soon was rid of all the Treasury’s obnoxious New Dealers. By the time Mr. Dillon
came in, and Mr. Dillon told me this, they had $2,000 per year available for all the
consultants in the Treasury.



Mr. Dillon asked the President what he could do about the lack of economists. The
President suggested that he ask Seymour Harris to come over. He told the Secretary that |
was a good friend of his, that I could not work full-time but could help occasionally. Dillon
telephoned me, told me all of this, and asked me if I would come as his senior consultant. |
said | thought this sounded like a good arrangement all around and we agreed that | would
come whenever | could, and would stay as long as | could and deal with the troublesome
problems.

Since we had real difficulties in recruiting good young economists to come to the
Treasury, | convinced the Secretary of the wisdom of a
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consultant group, consisting of 25-30 of the top economists in the country whom | would
gather. This group helped to educate Dillon a great deal. Instead of the usual one tutor with
several students, we were many tutors with one student. Most of these economists, as were
virtually all good economists in the field, were Keynesians. Most were Democrats, but not
all. We agreed that we would not put anybody on who might not be sympathetic with the
objectives of the Kennedy program. Some, including newspaper reporters, wanted to know
why we excluded Arthur Burns. Our reason was that Arthur Burns, a good economist,
wouldn’t be sympathetic and besides he is too high in the Republican Council. So that’s how
I did get over there.

SCHLESINGER: And Dillon did attend the meetings?

HARRIS: Yes, he did. In fact, our agreement was that we would never arrange for a
meeting unless Dillon was free, and | made it clear that these busy and
prestigious economists would not come unless Dillon was there because if

he wasn’t present they would feel they were not fulfilling their purpose. And | would say that

during the whole 20 days of day-long conferences, Secretary Dillon probably lost about four
of those 20 days because once in a while, in an emergency, the President would ask him to
come over and of course this had high priority. He also would leave is Senator Byrd [Harry

F. Byrd, Sr.] or Congressman Mills, head of the Committees most important to the Treasury,

insisted on his coming over, but with these exceptions he would be present, as would any

undersecretary or assistant when they were available. We always invited members of the

President’s Economic Council, a member of the Federal Reserve Board, the Budget Director,

and about 12 or 15 of the top staff people in the various agencies. Staff
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members of the Treasury liked to come, and through these meetings we improved the morale.

SCHLESINGER: Dean Acheson [Dean G. Acheson] said to me shortly after President
Kennedy’s death that he personally regarded that the great failure of the
Administration was its failure to reconstruct the international monetary
system. Would you agree with that?



HARRIS: Well, I would say that | would have liked to have seen the Administration
go further than it did and quicker. | was talking to somebody recently
about Dillon. I am trying to think who it was—some high name in this

Administration. He made almost the same remark, and said the one mistake of the Treasury

in the Kennedy Administration was that they didn’t do enough on international liquidity. |

think that’s a fair charge. On the other hand, I think that Roosa managed, within the limits of
what he was trying to do, in a remarkably imaginative way. He has tremendous prestige in
financial circles which has helped in many ways to protect the dollar in really crucial crisis
periods.

SCHLESINGER: Would you say that at any point between 1961 and 1964 there was an
international liquidity crisis?

HARRIS: Yes, | think the first half of 1963 was a real crisis, and of course when Mr.
Kennedy first came in there was a real crisis, but it was treated effectively
by that famous Februrary, 1961 paper on the balance of payments—one of

Kennedy’s first moves. This was a really decisive document.
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SCHLESINGER: Who wrote that, do you remember?

HARRIS: A great many people had their hands in it. I think that Dillon and Roosa
had a good deal to do with it and Edward Bernstein [Edward M.
Bernstein], a private consultant and one of the creators of the IMF. They
had a very good group. I can’t remember all the people who were involved.

SCHLESINGER: It was a Treasury document essentially?

HARRIS: The Council had something to do with it, but the Treasury much more than
the Council. Bernstein, a very bright man in this field and next to Roosa,
probably the most able man in the field, also contributed.

SCHLESINGER: What about the Trade Expansion Act?

HARRIS: The Trade Expansion Act was one of the President’s great victories. |
proposed to write a letter to the Washington Post criticizing one aspect of
the President’s paper on the Trade Expansion Act. The case for the Trade

Expansion Act was not that it would increase employment as the President claimed in his

message. In fact improved distribution of labor means increased productivity and less jobs.

The case for increased trade rests on other grounds, and especially the reduced cost per item.

I was fearful that by writing this letter | might hurt, in a very small way, getting the bill

through. | therefore sent my proposed letter to the President and said that if this would make

things more difficult for him I would not send the letter. He urged me to go ahead. But what



did the Washington Post do but cut off the last paragraph which contained my major
criticism. In this letter I also showed that JFK’s compromises with textiles and other
industries attracted more Senatorial support to make George Ball’s goal a reality. Ball was
too much a doctrinaire free trader. It was
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President Kennedy’s political acumen that put the bill over. Unfortunately, the unwillingness
of the Common Market countries to accept the United Kingdom into the Common Market
reduced the importance of this legislation and this was one of the great tragedies, I think of
the Administration, because this was really one of Kennedy’s really great achievements.

SCHLESINGER: There was great shock in 1962 about something called the grand design. In
the minds of a lot of people like George Ball, the Common Market and the
British entry into the Common Market was the indispensable
development. Did you think this group overrated the importance of the Common Market? For
example, Galbraith thought it was much exaggerated.

HARRIS: Well | think in general and of course Secretary Dillon, as you undoubtedly
know—I talked with Dillon about it a number of times—feels that he was
essentially the father of this Common Market because when he was

Undersecretary of State he had a great deal to do with pushing that program. And many felt

that the government, both under Eisenhower and under Kennedy, was so anxious to help

Europe that they were taking measures that were contrary to the interests of the United

States. | think that substantially was Galbraith’s position. And all of us realized that there

were many risks involved, because after all the Common Market in a sense is a form of

discrimination on behalf of the Common Market countries which of course to this extent
affects the United States adversely and also countries that are dependent on the United States,

e.g., Latin America. Discrimination against Latin America by the Common
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Market means we would be pressured to cover the increased deficits of these countries. On
the other hand, should the Common Market be really successful, as one large economic unit
emerges not only in trade but in monetary, and pricing policy, then a large increase of income
and output would follow and this could mean these countries could buy more goods from the
United States and other countries, and this would be an offset to the losses that would
otherwise result. And the whole question was which of these two factors was going to carry
more weight. I think on the basis of what has happened, up until the present time, there is
much to be said for the general view that the Common Market is doing us more harm than
good. I think if the British had come in and the French had been less restrictive and
emphasized more the gains of income and the resulting effects on trade, that the reverse
might have been true. My conclusion would be that the Common Market program, however
helpful it may be for the countries that are directly involved, may well do the U.S. more harm
than good.



SCHLESINGER: Do you want to comment on the proposed Reuss-Douglas Amendment to
the Trade Expansion Act?

HARRIS: Yes, the Reuss-Douglas Amendment | think had a lot of sense to it. | don’t
really know why the Administration did not welcome it. The net effect of
the Reuss-Douglas Amendment would be to make possible the complete

elimination of tariffs which is made almost impossible by virtue of the fact that the United

Kingdom was left out. (An elimination of the tariff is proposed by this Amendment when the

contracting parties control 80 percent or more of the exports.) In other words, the effect of

the
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UK being left out meant that the really large reductions of tariff in commodities, the exports
of which the Western countries largely monopolized, could not be achieved.

SCHLESINGER: Why was it—was it domestic political grounds for opposing this Reuss-
Douglas Amendment?

HARRIS: I just don’t know. I really don’t know why this wasn’t carried through. |

don’t think Ball was too enthusiastic but why he wasn’t | just don’t know.

Maybe they didn’t want to reopen the issues. That may have been one
reason. This is a remarkable bit of legislation. In fact, Arthur, you may remember that | wrote
a letter to the President when Ball’s program was first presented and | said that he was not
likely to get anything like this through. I had followed Congressional views on the tariff for
years. | worked with the New England Governors on these issues for a good many years, as
you know, and the Congress was getting more and more protectionist. This was to be a
revolutionary program towards free trade and | said Secretary Ball, etc. are just expecting too
much. | was absolutely wrong. Actually the Trade Expansion Act did go through and 1 think
the explanation was largely concessions to crucial industries, such as textiles. These
concessions assured the support of influential senators.

SCHLESINGER: What about the Council and the Treasury and tax policy?

HARRIS: Of course here the Council was ahead of the Treasury—no doubt about
that. This program could revolutionize economic policy. The possibility of
a tax cut was raised in the Report of the President’s Task Force on the
Economy, a committee of which | was a member. Even
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earlier in the Joint Economic Committee pointed out the adverse effect of rising tax receipts

on recovery. In 1961 and much of 1962 the President depended on expenditures and deficits
to stimulate the economy, but by the middle of 1962 the emphasis was being shifted to a tax



cut as a policy that could win support among economists, labor leaders, management and
politicians. The major pressure came from the Council, especially Walter Heller, but he had
some strong support from Jim Tobin, Kermit Gordon and Dave Bell [David E. Bell], the then
Budget Director. This is a Keynesian technique scarcely known to Keynes because when
Keynes wrote, taxes were not high, and hence a tax cut was not likely to be very effective.

SCHLESINGER: Though he did in 1933 in “The Means to Prosperity”—He mentioned it as
a possibility.

HARRIS: Yes, that is true. | checked through all that I could find of Keynes and |
found that on only two occasions had he discussed the tax cut. There may
be others, but I don’t think there are very many more. And | might

mention that the tax cut is not a very important factor in policy unless taxes are very high as

they were not in the thirties when Keynes did his most important writing.

SCHLESINGER: Did the President go along?

HARRIS: Yes, though the President hesitated; but in the latter part of 1962 he was
largely committed to the 1963 tax cut. Even when | talked to him at
Newport on September 22, 1962, he was still greatly concerned over
deficits.
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SCHLESINGER: 1 think you probably want to emphasize the point that his concern over
deficits was political and not economic.

HARRIS: Yes, | think that’s true. | don’t consider myself an authority on the
political aspects of the problem, but I believe that a large deficit is a
political liability. I think President Johnson holds that view also. It was not

until 1963 that President Kennedy was prepared to support a tax cut that would further

increase deficits coming on top of large deficits. Of course the point about this tax cut was
that though the government does not seek a rise in the deficit, actually this is what emerges.

The Treasury officials and others did not stress the deficit, but rather the improvement of a

tax cut on the economy. But actually what we are really trying to do is to increase the deficit,

because it is a deficit at this point that will bring about an improvement in the economic
situation.

SCHLESINGER: Why did the Galbraith-Keyserling position to create the deficit through
public spending not get more consideration from the Council?

HARRIS: The Council did not fight hard for the spending approach. Perhaps the
major reason is that Walter Heller felt that the President wouldn’t support
a large welfare spending program, partly because of the large increase of

expenditures for defense and I think he also felt that the Congress would not go along, even if



the President would. I think the major explanation of the decision for a tax cut is that this was
acceptable by business. The economists would go for it first, because
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they were becoming more and more convinced that we would not get the optimum spending
program; that we spend on unjustifiable farm policies or for unsupportable aid to veterans,
etc., but not for education, health, housing, etc. now. Spending programs are not nearly so
popular even with liberal economists, as they had been in earlier years. The second reason
why the Galbraith-Keyserling position didn’t get anywhere was simply that the other
expenditures had gone up so rapidly, particularly for defense that the President wasn’t ready
to move further on the spending front.

I think it is also true that there was a strong desire to get something done quickly to
improve the economic situation, especially by the middle of 1962 because in the third quarter
of 1962, there was virtually no increase of GNP, which meant a substantial rise in
unemployment. The general view was that we could move much more quickly with a tax cut
than through spending. Of course the amount of time the tax cut took makes one think that
perhaps this was an inaccurate assessment. It is quite clear now that it takes a long time to get
a tax cut, especially when Wilbur Mills, chairman of the Ways and Means Committee, is SO
fearful of annoying anybody, and obviously any kind of tax program is going to hurt
somebody.

SCHLESINGER: What was the Treasury’s attitude toward the tax cut?

HARRIS: The Treasury delayed the tax cut much to the annoyance of the Council.
Members of the Council more than once expressed their impatience to me.
At one point in 1962 Tobin urged me to inform the Secretary that
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deficits were not to be feared because they would raise interest rates. He asked me to point
out to the Secretary that this would increase income and hence savings and hence additional
savings would provide the funds to purchase the additional securities issued. The Secretary
listened patiently and presented this position later to those who were fearful of deficits.

This is a pure Keynesian position that Tobin took and the Treasury finally really
understood the logic of it. Since then the Secretary has made this point any number of times.

SCHLESINGER: Did the Secretary reveal flexibility in this field?

HARRIS: Yes, | think the Secretary had remarkable flexibility, especially
considering his background. I cannot think of a single man who came out
of the finance field who has gone anywhere near as far as he has in

accepting modern fiscal theories. Compare David Rockefeller [David Rockefeller, Sr.], a

Chicago PhD, for example. With Anderson [Robert B. Anderson] or Humphrey, Ike’s

[Eisenhower] Secretaries, in office, there never would have been a tax cut in 1963. Dillon



agreed, and successively | might say, to deficits in a recession, to a balancing of the budget
over the cycle rather than each year, and finally to deficits even at the peak of the cycle so
long as unemployment was high, and to tax cuts that would increase deficits, after years of
deficits. No Secretary has ever gone nearly so far.

The views of Morgenthau [Henry Morgenthau, Jr.] and Snyder, the last important
Democratic Secretaries and Humphrey and Anderson, the two Eisenhower Secretaries,
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belong to the 19" century. But in contrast to some sentiment at the Council, the Secretary
still was concerned by deficits increased by both tax cuts and rising expenditures. He looked
forward to a balanced budget with more enthusiasm than the Council. The President’s delay
in moving on the tax cut can be traced to some extent to a fear of the Treasury of large
deficits.

SCHLESINGER: Do you want to say something about the tax reform issue?

HARRIS: Yes. | think on the whole the Treasury at first was serious about tax
reform. And by the way, recently the Secretary pointed out that despite all
the difficulty the Kennedy Administration had with tax reform, actually

tax reforms increased revenue by close to $2 billion a year. And that’s about three times as

much as any tax reform measure had contributed toward revenue since the postwar period.

So relative to what has happened before the tax reform program was significant. But it was

nowhere near what had originally been intended, and what’s more it is very difficult to

achieve some of these tax reforms.

Just to give one example, Stanley Surrey [Stanley S. Surrey], the assistant secretary of
the Treasury, had made the mistake, which nobody should make who goes into government,
of writing about problems with which he was later to deal officially. Hence the Senate
Finance Committee knew very well what Mr. Surrey’s views were on such issues as oil
depletion. There happened to be a senator on that committee of great authority and influence,
who after all was very much interested in oil. And it has been widely known that the
confirmation of Mr. Surrey could not be had unless there was a general agreement there
would not be any serious inroads on the depletion allowance.
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And then, of course, one reason that reform was ditched was the great desire to get
something done; activity on tax reform and tax cuts would have meant delays on the tax cut.
Another aspect of tax reform is that even Mills, who really wanted reform—and that’s one
reason the President and Treasury pushed reform as much as they did—namely, because
Mills was very anxious for reform—seemed so fearful of antagonizing any particular group
that this attitude in itself slowed up any reform program.

SCHLESINGER: What did the Council think of Dillon? How did Heller and Dillon see each
other?



HARRIS: I think there was disagreement, especially in the early period. I think that
most of their differences were reconciled ultimately. The Council was
unhappy that Dillon had access to the President. I think the Council also

didn’t seem to realize that they had a special position as an adviser to the President and they

were not an operational agency in the same sense that the Treasury was.

I don’t think that the Council in the early part of the Kennedy Administration allowed
for the kind of difficulties that Dillon would be up against. Here is an official, a Republican,
who had most of his training and connections with finance people, who had very strong anti-
spending views, who at first thought that Keynes, like most finance people, was hostile to
and the destroyer of capitalism instead of the deliverer of capitalism from ruin.
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In the early period Dillon agreed to go along with the necessary increase in
expenditures to help get out of a recession, but by the end of 1961 there was a very serious
difference between the Council and Dillon. And this resulted from the fact that there were
questions as to what should be done about the 1963 budget, issued in January, 1962. Dillon
and the President were both very much concerned that the budget might yield a large deficit
following a preceding deficit. The Council on the other hand took the position that there was
going to be a big increase in GNP (over $50 billion) and this would yield much additional
revenue. With this large increase of revenue it would be feasible to increase expenditures
moderately, even quite a bit, and yet not run into a deficit. The Secretary was very much
worried about this particular presentation of the Council and a number of times the Secretary
asked me to go over these estimates. | went over them and discussed them with some of our
consultants, etc. Fortunately for the Council, Dillon was very flexible. He didn’t support this
estimate but he asked for assurance of the accuracy of the estimate of the GNP, and having
received it, he went along. But of course, what the Council was really driving at was that they
must be prepared for inadequate demand. If their optimistic projections were supported by
history, there would be no problem. But if not, there would be deficits. That is what we
would need. With a large GNP revenues would be large and there would not be a deficit. But
with a less than expected GNP, a deficit would emerge.

I discussed this issue fully with the President in Newport. He was very much annoyed
with the 1963 budget when we discussed it at Newport.
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He said, “I don’t care so much about the deficit, but it was done in such a devious way.” |
tried to explain to him on what grounds the Council was operating. | said if the Council had
had luck, if the stock market collapse had not occurred for example, if the struggle over steel
prices had not occurred, and none of the other unfortunate developments like the continued
difficulties with the dollar which resulted in less expansion, etc., then there might well have
been a $50 billion increase in GNP and the Council’s projections would have been
confirmed. But the country had some bad breaks. So this was one important conflict between
the Council and the Treasury and, of course, the Council was proved to have been wrong,



although I don’t think the Council was quite so discouraged about their overoptimistic
projection because it did get them the deficit which helped the country to some extent to get
out of these difficulties.

Dillon, as you know, is very reserved. He is not one for small talk or anything of that
sort—I think there might have been some feeling sometimes that Walter was trying to put
something over on the Treasury. And as soon as Dillon felt that Walter was trying to put
something over—trying to win a point with the President—Dillon would be over there and
talk with the President saying you mustn’t do this, you mustn’t do that, and generally Dillon
won, and this of course, annoyed Walter a great deal. When President Johnson took over,
Walter’s influence vis-a-vis Dillon’s increased. Johnson said that Walter was the only
economist he could understand. And it seemed that as soon as President Johnson came along,
the influence of the Council rose greatly vis-a-vis the Treasury. And of course a great many
newspapers were saying, well Dillon’s out.
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Joe Fowler [Henry H. Fowler], the Undersecretary of the Treasury, went to the
President one day to tell him that he was going to resign. President Johnson said to Mr.
Fowler: “I want you to give Secretary Dillon a message. You know the newspapers are
saying that Dillon is out, that he doesn’t have any influence with me, etc. | want you to
understand that I think Dillon is damn good. | also want to tell you that as long as | am in the
White House, Dillon can be Secretary of the Treasury.” He said, “l want you to tell that to
Mr. Dillon.” So Dillon’s position with the President relative to the position of influence of
the Council against the Treasury hasn’t changed as much as is generally supposed. I think it’s
also true that the general policy and viewpoints of the Treasury and the Council are much
closer than they were in 1961. There isn’t too much difference between the two. Now [1964],
Walter is moving on to a problem of increased federal aid to state and local governments, a
spending program that | think the Secretary might very well not support. But | myself
believe, and | said this in this memo that I just showed you that | sent to the Secretary, that
there is a stronger case now for more welfare expenditures than there was before Johnson
came in. President Johnson himself has changed that relationship of tax cuts to spending to a
considerable degree. And while I realize the political difficulties of getting this type of
spending program through I think that there ought to be some increase of welfare
expenditures. If, for example, we have the expected rise of GNP, that will be $5 billion more
of federal revenue each year. Now of this
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$5 billion half can be applied to a tax cut and half for welfare expenditures and that means
that if we can get another billion dollars from the military we might have a $3-4 billion
increase of welfare expenditures. This is the kind of a model | would suggest as appropriate
at the present time. If one says let’s increase welfare outlays by $10 or $15 billion at this
point, | think this is asking too much, this is politically out.

SCHLESINGER: Did the President have views on economic forecasting?



HARRIS: At the Newport discussion, the President was very much interested in

economic projections. He understood the significance of the National

Bureau of Economic Research Leading Indicators, which give early
suggestions of how the economy is going. He was considerably concerned over the slowing
down of the recovery. At this time he asked me about our Treasury Consultant Meeting of
June, 1962, which had been relayed to him either by Secretary Dillon or Walter Heller. This
summary of the June, 1962, meeting clearly contributed to his increased interest in the tax cut
as a stimulus. 1 told him in Newport three months later that the pessimism had been
overdone. Apparently the President had talked to Joe Alsop [Joseph W. Alsop] about this, for
Alsop devoted a column to the general view that the Treasury Consultants had influenced the
President with the result that we had a tax cut that the President really didn’t want. | replied
in a letter to the Washington Post to the effect that we had been overly pessimistic, but this
pessimism was helpful, since it helped persuade the President to have an early tax
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cut (See the Washington Post editorial and my letter “Constructive Pessimism”). Later Joe
Alsop told me that he agreed with the general position in this letter.

SCHLESINGER: How about wage policy?

HARRIS: When | was at Newport the President was bearish about the wage guides
which had been introduced by the Council. The steel episode had been a
wearing experience and obviously could not be repeated many times. |

raised some questions with him concerning the time that had been consumed in the steel

negotiations and the difficulties of dealing with numerous episodes like this. Yet, | feel the

President had no alternative but to take up the challenge of the steel industry. Given the cost

of this episode inclusive of the worsening of relations with business, | believe the President

would not have welcomed many such episodes. The following year steel again raised prices,
and the President showed no tendency for another bout, nor did he intervene in a number of
other instances when wages rose more than the amount suggested by the Guidelines.

SCHLESINGER: Was there any idea in his mind of a national wage policy?

HARRIS: No, I don’t think so. I think the President was probing. It seems to me
what really impressed him was the Eisenhower experience. He realized
that Eisenhower had this large price rise in 1955-1958 and he realized that

the price rise was a wage-push price rise, and one either had to accept the results of this

inflation or to restrict the supply of money and bring about unemployment. This was the kind
of fix he didn’t want to get into. And that was the problem. He was probing for some
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solution short of controls that would to some extent contain wage increases in relation to the
rise of productivity so that there would not be an excuse for businessmen raising their prices.

SCHLESINGER: What was your impression—How did the President feel about his
intellectual advisers?

HARRIS: The President relied on them in making crucial appointments and his
seeking advice was evidence of his high regard for the intellectual.
You may recall the statement in Sidey’s [Hugh Sidey] book that the
President leaned toward economists because they had the facts, and the politicians did not.

A few comments are worth making: At Newport it was evident that the Bay of Pigs
episode still rankled him. I recall at one point he said, “You can’t really depend upon
intellectuals, look at the Cuban episode.” On another occasion he expressed displeasure with
economists who had failed to sell their views to the people and to the Congress and hence put
a greater burden on him (See letter of January 28, 1963).

In 1962 | wrote an article in The New York Times Magazine in which I expressed
disappointment with economists who failed to take account of political and institutional
obstinacies but demanded policies based on pure economics. A little later | saw Ted Sorensen
and he told me the President had brought this article to his attention and said, “This is exactly
my view, but Seymour expressed it better than I could.”
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SCHLESINGER: What about the Federal Reserve appointment?

HARRIS: Well, as you know, the President had to make an appointment early in his
Administration and a number of us urged him to appoint an academic
man, for example, Tobin or Warren Smith of the University of Michigan.

We thought that the Board was excessively controlled by finance men or their stooges. But

the President fearful of the dollar position, appointed a vice-president of the Chicago Federal

Reserve Bank, George Mitchell. This was actually a good appointment.

SCHLESINGER: What about your own appointment?

HARRIS: Well in late spring of 1963 some of the President’s advisers, inclusive of
Messrs. Heller, Schlesinger, Galbraith, Kaysen, urged the President to
appoint me to the Board, although I did not know it at the time. There

were two vacancies: one due in November 1963, and one in January 1964. The arguments in

my behalf were that | was interested in the Federal Reserve and had published a study in

1933 of Federal Reserve policy. The White House needed someone there who would urge

support for the President’s policies and who favored low money rates to offset top-heavy Fed

bias in favor of dear money. In a very strong and pithy memo, Heller used these arguments
and reassured the President that financial opposition would of course be experienced, but it
would not be serious. | might say parenthetically that it probably would have been more



serious than Walter Heller realized. | was generally known to be an easy money man and in
the 1960s on at least a dozen occasions had attacked restrictionist

[-76-]

policies of Mr. Martin. | had also probably annoyed Mr. Martin, I might say, by helping the
Senate Finance Committee to work up difficult questions for the Hearings on the Financial
Condition of the United States in 1957-1958. Also, my appointment leaked and was
published in the newspapers.

The President discussed the two appointments with Secretary Dillon and Chairman
Martin. Kennedy apparently was prepared to risk the attacks of the financial men, now well
organized. The President and those concerned agreed to an arrangement under which the
general complexion of the Board would not be changed. Dewey Daane [Dewey J. Daane]
was an executive of the Treasury, on the basis of past experience clearly a conservative who
would follow the line of the finance people, would have one appointment and | the other. The
complexion of the Board would not change. Thus, the President’s appointment aide, Ralph
Dungan [Ralph A. Dungan], in the fall of 1963 asked me if | would accept and | said, yes. He
also asked did I want the first or the second appointment? | said it was immaterial. Ralph
Dungan urged me to take the second. I agreed, much to the annoyance of Heller, who urged
me to take the first. But from what Dillon told me, he and Martin wanted the first
appointment for Daane as an assurance to financial men who otherwise might take my
appointment as a threat to the dollar. Of course, the result was that Daane’s appointment
went through and soon after the President was assassinated. A number of people intervened
on my behalf with President Johnson, although I never asked anyone to do so, inclusive of
Adlai Stevenson, Ted Kennedy [Edward M. Kennedy], Galbraith and Sorensen. Mrs. John
Kennedy
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seemed disposed to intervene, but I discouraged her. One columnist (Taylor) wrote that she
and Bobby [Robert F. Kennedy] and Ted Kennedy all worked on Johnson. He gave various
reasons for not appointing me. To some he stated he would think further on it, to others that
he would not be bound by Kennedy’s promises. | have been told that when President
Kennedy died, there were about 60 appointments on his desk of which President Johnson
accepted very few. To others he stated that he wanted some of his own men in high posts, to
others, Harris is too old, although at that time the newspapers, ironically, carried a story that
President Johnson deplored the elimination of the aging from work because of age. But he
nevertheless, did not definitely say no. At this time, on December 12, 1964, my Harvard
colleagues and friends gave me a farewell party in honor of my retirement from Harvard, and
I insert a copy of Johnson’s telegram to me. | was, however, becoming impatient because of
another attractive appointment. Harassed by newspaper reporters, | finally did the
unorthodox, publicly stated Kennedy’s intentions about my appointment. One reason for my
statement was that since Johnson was not following through on JFK’s wish, this should be
known. My own guess, reinforced by what | learned later, was that after Kennedy’s death,
Martin began mobilizing financial friends of President Johnson against Harris. Martin thus



took revenge after my almost ten years of needling him and, if my guess is correct, he
conveniently forgot about his agreement with President Kennedy on the Daane-Harris double
appointment. Later, after | accepted the other offer, | wrote Johnson and warned him once

more that Martin’s monetary restrictionism is dangerous in election years. | hope that his
almost neurotic fear of
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COPY

"I want to join with the friends and colleagues of

Seymour E. Harris who are honoring him upon his retirement
from Harvard University. Professor Harris has combined

the roles of scholarship and public advocacy to the benefit
both of the public interest and the advancement of economic
studies. His influence and his personal generosity as a
teacher and advisor have given him a unique place in American
life."

"With all good wishes.

Lyndon B. Johnson
The White House, Washington, December 12, 1963"



inflation will not lead him to restrict monetary supplies and abort the recovery as he had done
in 1960 and 1956.

I always thought my relations with Johnson reasonably amicable at this point. But
Charles Bartlett in a syndicated column soon after, wrote that President Johnson in meeting
with big businessmen would ask them if they were not pleased that he had kept Harris off the
Board. It would seem unwise practice for a President to allow the business world to pass on
his appointments to the Federal Reserve Board. Walter Heller informed me that at a meeting
which he had attended in the White House that in reply to a question, Johnson had said that
Harris would not be appointed. McCabe [Thomas B. McCabe, Jr.], a former chairman of the
Board, said that was good.

SCHLESINGER: What about things like education and social welfare, medical care and so
on?

HARRIS: I think in these matters President Kennedy’s views remind me a good deal
of President Roosevelt. There is no doubt about it, President Roosevelt
himself was essentially a budget balancer, and he was fearful of deficits.

Yet, Kennedy always said there were certain things you had to do irrespective of what they

cost. He had a feeling for the impoverished, you have to take care of the unemployed, you

have to provide medical aid, you have to do a better job in education. Kennedy was therefore,
prepared to run deficits even though he disliked deficits and he thought the need for helping
the disadvantaged was very important. For example, in education he felt very strongly not
only that an adequate system of
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education would solve a good many of the problems of the unemployed young; but also felt
that adequate education would increase the GNP because there is an association between
education and productivity.

The President was prepared to introduce a really comprehensive unemployment
program which would provide adequate benefits, as much as two-thirds of the going wage,
and he would also in many ways try to improve the position of the old with whom he was
very sympathetic, not only by liberalizing the Old Age Annuity payments, but also by
providing adequate medical care. Medical care after all is the most serious difficulty that the
old are confronted with, and the President realized this and he put up a tremendous fight for
this program.

As a matter of fact, many say that the President never really persuaded the Congress
of the need for these programs. He didn’t fight hard enough for them. Now I think it may
well be true that Johnson does a better job here than President Kennedy, but my view still is
that President Kennedy handled Congress well. There is no equal to President Johnson in
matters of this kind. Many said the trouble with President Kennedy is that he makes his
compromises before he presents his program to the Congress. Instead of asking for what he
really wants, he asks for less in the thought that this is all he can get. But this is appropriate
behavior. And as | have often said if you are a football player and you block, say 10 yards in
front of the ball runner, you do a pretty good job. And if you are 40 yards ahead, you are



probably no use. And if the President gets too far ahead of Congress he just jeopardizes his
program.
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The President made a strong attempt to put through the tax cut. I counted once the number of
times that he mentioned or talked on the tax cut. It is an unbelievably large number. He made
a tremendous effort on Medicare and lost by two or three votes. Now if President Johnson
gets the Medicare program through that will be a great achievement. On the other hand, Mr.
Kennedy really prepared the ground for the Medicare program. | believe that if Mr. Johnson
can do what Mr. Kennedy couldn’t do, that is, convince Mr. Mills of the worthwhile aspects
of this program he deserves a great deal of credit; but this does not mean that Mr. Kennedy
did not try very hard to get this program and other social welfare programs through.

One thing about the education program: President Kennedy once said that 40 percent
of the growth of a nation is due to education. This particular statement always annoyed me
and | was terribly tempted to write President Kennedy once and say that this gives the whole
issue a degree of precision that cannot possibly be justified. I didn’t write the President
because | thought I might get the Council into trouble.

SCHLESINGER: I think what they meant was increases in productivity due to education.

HARRIS: Yes. That’s absolutely true. To a considerable extent the increase in
incomes and the high productivity of this economy are a result of
education. But the advance also depends on housing and health and a great

many other things. You cannot prove it’s 40 percent and | think it’s
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wrong for Presidential advisers to give figures that can embarrass the President, for the
President can’t check.

SCHLESINGER: Speaking about high up advisers you have not mentioned anyone on the
White House staff, except briefly Carl Kaysen. Did Kaysen, Sorensen, or
Feldman [Myer Feldman] play much role in the economic issues as you
saw them?

HARRIS: Yes. | think Sorensen probably more than anybody else. Kaysen, of

course, got into the issues indirectly because of his work with McGeorge

Bundy, whose interests were not primarily economic, although Mr. Bundy
was interested somewhat in economic issues. Sorensen had a tremendous effect, not so much
that he put across new ideas but the way he presented them; and he was the arbiter among
advisers. When the Council and the Secretary of the Treasury couldn’t agree on a paper,
Sorensen would try to reconcile the differences. And only if there were still disagreement
would the matter go to the President. Sorensen would of course save the President endless
time because he would get at the crucial issues and of course he is very smart. He was



particularly good on the political aspects. Carl Kaysen thinks he is one of the smartest men
he has ever met. And that’s high praise from a man like Carl Kaysen, because Carl has very
high standards. | have known Ted for many years. As a matter of fact, | knew him when he
first came with Kennedy when the latter was a young senator and he has grown
tremendously.

SCHLESINGER: One question | wanted to ask about the tax program. How do you defend
the tax program which really means more relief for the rich
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thus following the Eisenhower tactics which also meant a lot of relief for
the rich?
HARRIS: Well I don’t really believe this is true and | have just written a review of

Nossiter’s [Bernard D. Nossiter] book in which I say that this is an

excellent book, but the only thing that is wrong is the assessment of some
aspects of Kennedy policy. The tax bill is not a giveaway for the rich. For example, if you
have a man who has an income of $4,000 and he pays say, $300 or $400 of taxes, you can’t
cut his taxes more than $300 or $400. But then you take a man who has an income of over
$50,000 and you give him a tax cut. You may cut his taxes by $2,000, which of course seems
more generous, but is actually a smaller share of his balance. Relative speaking, the low
income man would have a smaller share of his income to pay in taxes than a high income
man. Now, one of the points that Nossiter makes: he says well these people with $50,000
incomes, they average a $5,000 gain and one with a $4,000 income gets a gain of only $200
or $300. You must expect that the man with the million dollar income is going to get a larger
number of dollars of tax remission. The important thing is to see that he doesn’t get a larger
percentage than the poor and he does not.

SCHLESINGER: Couldn’t the bill have been designed in such a way to have more of the
benefits go to the lower income groups?

HARRIS: Well it could have | am sure, but actually if you look at the distribution,
and even including what the Treasury did for the corporations in
liberalizing depreciation allowances, etc., it is still true that much was

done for the low income groups. I’ll tell you Arthur that the thing that
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impressed me about this whole tax cut matter—is that there were not great outcries though
labor argued as you suggest here and the affluent took the reverse position, namely that too

much relief was given to the low income groups.

[END OF INTERVIEW]
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Tha Current Business Situaticn.

AT Hevport the President inquired about Loftus'! article

in the Ti775 on the Leading Indicators. Sinmce then 1 have
logked the Septexber igsue of Dusiness Cvele Dovelepments,

o t
oy toe Department of Commerce, and this suggests that twice

S £ the indicators point to a declinz as to a rize.
Iy the Leading Indicators the Hational Durcau means thosc
that scem to give an early indication of where the econoxy
is going. Acong thoge, for example, that suggest impending
declines is the reduction inm the average work-week, which
generally ccoes when there are difficulties shead. Also

ial prices. On the other hand, the rise of prices
- c¢n Lo wage rates points to improved conditions as
does the increass of coxporate profits.

2 genmeral the increase of GNP at stable prices was, .
eginning in the second quarter of 1961, 11: § @nd {5 per cent
€ad in 1262, g and ; in successive guarters. This indicates
hat we are still moving shead but at a reduced rate.’

Jad

| i
ao Late June, 1862 Meetiv: of the Treasury Consultants and
flcials of the United States Government.

The President inquired about the pessimism of conomists
¢ that time and 1 promised, with the approval of the Secretary,
to cend the President @ brief summary of this two-day meeting
of zbout tuenty-five top economists in the country, with the
Sceretary and Uader Secretaries of the Treasury, a Member
of the Federal Reserve and Members of the President's
Econcnic Council, as well as other officisls present,

This gloomy anticipation was tied to the almost wnanimous
viewy of the economists that we should have a substantial and
imzediate tax cut. COn the whole on the basis of the develop=
ments in the last three months it seems the economists were &

. Little too pessimistic, though probably their inaccuracies in

forecasting wera not as great as was comxonly made out in
the press. £

@
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cerstend the Presidont's dacision not to go for
dizte taxz cut wes related to non-economie considerations,
vhich on the whole were rather nezlected by the economists.

The 1063 Ralanced (2) Rudrot,

iy recollecstion is that the Cowmeil in laté 1961 belicved

as ¢id wmost econcmists, the ecconomy nceded a 1ift from the
outside, and that moznt throush governmeatal operations. Cmne
cppreach was to budget cpenly for a deficit. This was not
@éccepteble, I believe, to either the President or the Secretary
of tlae Urcasury. Another approach was to foreeast GNP
optimistically and therefore, with expected large revenues
and no defijcits. With good fortume, (e.8., no stock market
¢, optinism on future profiis, not a prolit squecze),
ay have been achieved. But %€ the expected CIP does not
materialize, that is, a $57C billicn G2, and it does not

ppecr that it will, & deficit would necessarily follow in part

The Treasury went along with the Council's projection,
but with considerazble reservation. The Treasury was cpposed
to a deficit in fiscal year 1963 following deficits ix 1961,
and 1952,

Steel price episode and the stock market decline. I elaborate
the discussion a little here. Your inquiry was directed to

be point of the relationship between the steel price epizode
znd the stock market decline. In my opinion there was not a
very significant relationship between the two.

The fundamental factor was that the price of securities
had become excessively inflated. There 18 =o reason for
expecting that securities would move oaly up year after year,

H
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and without limit. A point is rcached where *bearz™, that is,

those believing pricec are too high overtake and conquer the

",u11s". We have reached a crisis of confidence at that

, and we have had such crises of confldence ia 1907,

1921, 1929, 1937 and 1262. 1In fact, S0 far the relative -
line in stock market prices has been enly shout enaethird

&s large as that which follcwed the 1929 collapse.

But there are other exslenations of this decline in
ock market prices. A growing rcalization that inflation
s not inevitcble is certsinly relevent. In four yeaxs we
wve had relative price stability. For exemple, the rise in
:cumer prices has only becn 5 per cent for a period of fow
years, and for wholesale prices there kas been virtually no
change in the price level sincae 19583. Such price history is
bound to have some effect on the enticipations of securily
holders because to gome extent the continued rise in stock
market prices is related to the continued inflation and
anticipetion of inflatiom.

e
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in a s»all way, the steel epicsodc, because 1t helped
convince pcople of the stable price policies of the Acainistra~
tica, ==y have contributed in a emall way wu the decline in
stock warket prices. But the anti-inflationary policics of a
Demmeratlc Adninistration should be welcome and not a gource
of criticlem,

Other factors contributing to a decline of the market
increased competitive position of Exrope and Japan;

ot
oy
0
X!
]
[ X

profit sgueeze related to excess capacity; sluggish growth
(= 10 per cent real rise of GIP from 1957 to 1961); scze
znticipations of a receesion (the market frequently anticipates
receseions); the rise of yield on bonds visea=vis the yields
of stocks by 3 per ceat im recent years, and, therefore, a

- propeasity to invest wore in bonds and less in stocka; and
finally, all kinds of irraticnal factors.
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Tonctary Policy ond Mr, Martine

Cn the question raised by the President in ve Mr. Martin's
olicies and especially ir. Martin's proposal that the deficit
should be financed by saving, I commeated &8 follows:

[

Maony have argued for an expensionist fiscal policy to lift
the econemy, and a restrictive monctary policy to restrain
..:_&.ucz::-y ‘effeccts. That ic in fzct what Mr. Martin was
saying as regards monetary policy. I think, however,
Mr., Martia's sta tc::cni. vas premature. Financing out of savings

1:::::3 that if the Freasury hes to issue say $5 « $10 billion
£ cdditional scc"nH ec, the Fed would not interfere even if
2tes go vp dr asticals.y. m‘_ccd if this policy suggests

:l.nilcz:* ca, the Fed might well curtaill moanetary expansion. BJut
this is a deecision for the .mturc, not as Mr. Mertin's state-
ment aight be interpreted, as a veto of a tax cut.

n Mertin's general record, I think b.b was rather

infiationary mcer Trum (&s Assistent Seeretary of the

Treasury), £od rectrictive under "fLSiuC.‘t ..iseuhower, and

modactly expan ‘,icni.st under President Kennedy. I ¢o believe
7

3 90%31(:., have beex mch better under the Kennedy Adazinistrae-
ca than tnder Eisenhow Perhaps I would have liked e
omevhat largss monetary espb:miorx since 1560, but with the

dding of the Treasury and the Ccuancil, the Fed policy greatly
irproved. Interest rates with a $55 bi.llion recovery, were
satisfactory, ..nough ia the last feow wonths a grecater easing

might have been wise. Yet even in 1962, private rates hc.ve
tended dowm, though not in the last two wmonths,

In re Mr. Martin's reappointment, my preference is for
another man. A teneyear incutbency is enough for anyone.
Eccles was relieved after he had outlived his usefulmess. 1
g3y this despita the fact that Mr. Martin is a man of ebility.

But I add ocne reservation. Mr. Martin is a symbol, and
in meking 2 decision the President should comsider the effacts
cn relations with business.:



Vii.

ware Policve

\
{5 a meed to discover now techniques for con=
e In the past we have been dependent
argaining acd centrolz. We need to
~y approaches short of controls, and 1
istration deserves a good deal of credit for
rother difficult field., Given the
£ the steel industry leaders, the President
e industry‘s inflatlonary price policles. BDut
v, this requires much time end effort by the
nd the difficulty is that where there are mot a
1ted nusher of sollers, for excmple, in the constructicn
cr food industry, the possibilitics of imposing a non~inflationaxy
~ooeh would be much reduced, If£ there ghould be inflationary
~csures, as thcre are not now, the net result of measures
£oien in ooma incustries would be a redistribution of the gains
£ inflation == less profit from inflation to the imdustries
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International Issues,

I agree that devaluation does not Seem tO be on the agenda.
X

As tha Preosident sugzgested, devaluation is & two-way street.
Probobly most countries would follow the United States, end

kenmce there could be no or very little compe:itive gain.

reover, with high levels of employment, cempetitive gains
that remain would quickly be absorbed by ricing relative prices.
Devaluation, either vis-a=-vis gold or in relation to foreign ;
currencies chould be a last rccourse, and only jJustifieble i
21l the other weapons now mobilized do mot have the necessacy
effect. The most important of these weapons are 2 larger
contribution by our allies to military efforts, and also for

2id to underdeveloped countries, more purchases here, cven if
core costly, more of the therapy that Under Secretary o082

has ingeaniously used to improve our liquidity position, etc. ctc.

The more extreme measures proposed by the State Departmeant
znd the Council of Economic Advisers should be used only if we
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throuzh with current policies. 1 mean get through
cry sericus effects upon coployment and cutput, It
e not to frighten the financial groups, and heace we

sve chesd with aew prozrams in en experimental way
not too dizzy & pace. Since we have mado substantial
5 in the last two years, thic seems to be the appropriate
The time may come for more extreme liquidity epprcaches;
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d, we should also cncourage forelzners to hold wore

r their reserves without a guarcntee, and alco to

e gyrations of their gold markets. Hogt of the

¢d programs that are being sugsested, for example, turning
problem of rocexves to a new Iinteimationazl institutiea

with treasfer of dollars held by cther countxies to this

institution = these secm more than are now needed, This kind

of approach would require a large guarantee by the United States

Covernmant. AL the present time this is not likely to appesl

to ¢he Congress. :

I have a personal peachant for breoadening the gold points,
that is, within & limit say, of 2 per ccat, for this would cut
down chortetexm copital movemants greatly .3 thercfore, recove
a disturbing element. And this is consistent with the LT
Charter. I chould also push for elimination of reserves zgainst
Federal Reserve liabilities. Im this way we tie up $11 or
$12 billion worth of gold in a very unfoertunatc manner.
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COFDETIL

SZORT SUWIARY OF ITETINGS OF TREASURY SULANTS :
Ol TIE CURRENT ECONQUIC CUTTOOK (JUNE 27~‘_3, 1662)

I.' The cutlook for G.M.P. over the noxbt yeexXs

Tarce quantitative Forccasts of G.N.P. vere presented; in Rrr Ty i

a..c.ition , Moore discussed the econcuic outlook in qu&l‘:x.t'atiire::
torms. The.rzist of these forccasts and the discussions of them -
{3 that the recovery is grinding %0 o halt xmd-a recession may
Yegin before the cpd of this calendar ycare

. Don Sults forecast @ GuIP. of $500.6 Rlldon for fiscal year i
; 1902, end cn everage level of unemployzaat over tho —>arica. of 7.8
pcrcen... This drplies o downtwrn somewhere in the next. four |
1 Quarters acd en uncrploynant a'ateof 9-10 percent in the middls of !

v 1963.

' he Herverd growp (Ducsenberry, Edstein, endfiintser) coa=

£ . structed two forccastst tho first wr "yestrained pescimism” fore-

: _ cast was thelr best guess for the coming four quarters, the sccond

or "optinmistic" forecest mssumed & mumber of favorable developments.
Tucsenberry stated that they f£elt the prqba.'bmty of echicving ox
cxecoding thelr optimstic forecast to bo quite low. They elso

projecicd the effect of a 5 Billion dollar tax cut (b Billion of -
vhich 4o & cut in the Porsonal Income tax, 1 Billion ¢ub in tho

Corporate Income tax) upoa G.N.P. undcr both scts of asowpiions. "
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Vuncmployment would be lovered bty 0.6 percentage points.

‘Lollovas: -

' : ) : of 1963
Tho recults of tbcce forccasts for the nccom gznrtcx/ a.re es

(1) "Restrained Pessimisa® = G.N.Pe will £all 0 $551.3

e mllion, urezployment will reach 7.1 percanta Sy '
(2) "Ootimio¥lc™ = G.N.P. will rcoch $584.8 Di1lion, unemRloy~- .
\ :

nent will decline 8lightly to 5.3 percant. :
(3) Tbe effect of a § Dillion dollar tax cut under both sets
of assupiions, G.N.P. would be increased by about $12 mu.i.cn,

Samuelson constructed what be calls "a typical pessimistic

» \‘ B
% .

Iicw York tusiness econcmists foreccest.” This shovs G.H.P. declining i

| ofter the third quarter of this yoar. Ry the secand quarter of

1963, G.H.P. has fallen to $548 Billion.
lieore roviewed the cwrent outlook in samo detatl, disguss_im

the dehavior of several key irdicators. His overall judgement is
... that vaile the evidence is pot yot dde¢isive, there iz grove danger

that the expansion will socn be over. ‘ :

The consultants cxplained that thelr changed position (relative
to 6 ronths ago) on-the econcmle outlook was due to the weolmoss
of the pmmto econany in the curreat recovery. The contribvucion
to recovery mode byppr'imte investwent has been particularly coell.

~ Seversl of the comsultants attributed this £4dlure of invesiment to

mspondinthementéqpansimtoamwingsccu!wvea}mcssin'

~

.c\',‘ o S
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tho cocouxy:  Since the cad of World Vor II, transicut scurces of 3 |
streasih (the Tocklozs of dexmd cxlsting ob the end of tho jwan) = ™
Zave Toen weardny oute ' - e

FI. Tolicy imnlications of tho current outloolk.

 Thore vog o gencral concomsus thebt o immediete tax cut is
Gesirablae. Wolle the majorlty telleved {hat reducticon l1m tha
reroonel incone tax would Ve more effective thon reducticas in tho = _
corportte tex, thoy folt that reducticna in bothitexes chowld be made .
in order ¢ roduce CONLYOVErsYs ' ' F :

T consultants Tolt tuat o tax cub of ab lesst § Billiaa
‘dollars 1o in oxder, and nony of them axgued in favoer of & 10
ITillion dallox tax cut. The Horvard growp pointed cut that oven
| i their cptimistie forecast turned cut to vo corrcet (whichk thoy.
deem wmlikely), @ 5 Bilon o cub vould g443) leave wnesployment
ot 4.7 percent ¢nie year fram powe  Consequently there i3 little .

. doager that o tax cut would cx:catc Infintionayy preasures hoxh youls
tor varsed thot o emall tux reduction may Prove to ba dangerous,

" \“'.,since it wvould bo rolatively inelffective and might disoredit the
uco o fiscnl policy.

T@o Va5 general goxrecment that tox reducticns showld pob be
delayed uatil the tox roforn measures are introduced. lusgrave argacd
thot the tex reducticns chould Lo temporary, and shaild be '
recoansidered when tho reform measuxres ave prescated; Lintner cnd

C -
-
Ne
v -
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others felt that the tax reductions chou.m be pemzmont.
chcro.l of the consultants stated that the adminiatmtion did.

not have to publicly Predict o recession in oxrder to Juntif}r a

tax cut. The administration could point out (=) tho.t' the ecconcmy = -

1c 5till operating below its potential end (B) that the present

tax structure 4s an unduly heavy burden on the private economy.

A tox cut will lighten this burden end stimilate a ruuer realization

of the potential growth of the economy, s R

Sazmelson in particular stressed tha gserious “harm vhich could -
Tesult 1f no action is takens. "what 18 to be expected 1s not merely 3
onother short recession (late 1960) but & return o the sluggich o

cconony that would sap American vitality and growth prospects.” :

Houthokker pointed out that the high levels of wnemployment, :
implicit in the G.N.P. forecasts (7-10 by jmuid; 1963) vill have -
 significant political effects, He argued that (in addition to
fiscal policy) other policies, such as expansionary monetary policy
' . end modification of foreiéinexchangé rates, should be considercd.’

- IIT. The balance of payments outlook.

Richard Coop.er stated that the U.8. trade position is 1mprov1ng-
and 1s likely to continue to dmprove. 8ince 1§59 the U.5. rdlative
Price position has improved. In the last twelve months, wages 1::

the U.S. ha.ve risen much less than veges in Europe. Our :policies
‘- of tied ald, limited procuranemt abroaa, and export promotion are - :.
beginning touhave somo etrect. R i ‘.




N
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Cooper pointed out tha.t the size and importance of tha U. 8.
in world trade crecates signiflcont fccdba.ckn from U. S. importa 3w

onto U. S. exports. If an expansion of G.N.P. rosulted 1n an incrcace v .. K ;

of imports of $2 Billion, Cooper estimates that the net export ,
bolance would only worsen by $400 - $500 million. - Emile Despres .
weat even further, arguing that a vigorous recovery without

infletion moy improve rather than worsen the balance of payments {n .- .' ;

the long run.

Phil Bell statod that if we adopt policies to achieve moro incoms . - s
and employment, the zhorﬁ torm capital flows woy rwerno'thcmnelvcs" .
and offset the worsening of the basic accounts that may ocecurs, ‘
Peter Keneon statcd.. that trade credits to foreigners snd direct
invesimont abroed would increase if we do not adopt expansionary
policies. | _ ’

Bernatein end Eckstein disegreed with ‘these conclusions.
Bernstoin argued that the feedbacks onto U. S exports wore unimpor'tcnt,

. end that the bulk of short term capital movements was not sensitive

to intcrest rate differentials end congaquently would not respond to
on’ exponsion of incoms in’the U. 8. Eckstein statod that the

‘r...to of prol:rena in the exporteimport situation is not satisfactory.

Hexris pointed out tha med. for more quant:.tativu reaearchen

on this issua. : _'~  e ) , g
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Zeaplte tbose ddoegroements, there vas a general congenzus thct i

tho Ioloace of Paymcats chould not be reogorded €3 & coastreind upon
dezmestic cconcmie policy. The povernment shonld edopt policles
vhick will siimalate coatiauecd growth of tho U.8. cccaaay, oand

showld deal with eny Balonce of Pagmeats difficulties with othar .

Scllcics. Nany of the consultonts suggested, for excmple, that a .

‘cozbination of aa expansicnary fiscal policy with & restrictive

monetary policy vould encble us to cipend incape end aployment L

ithout worseaing the Balonce of Poyments.

. TV Weens ond X ricca

Over the post three years, wages have risen more slowly thsa

+ in previcus years. Tals provides little ground for optinmiom 4n
the leng nim; however, since the slower rize can be explained by the i

higa levels of wnemployment, the lovw rate of incrces: .n consumer

priccs, and low levels of profits. The rcletlonship betwecn wages

and these determining varicbles does nod appear o have shifted,

‘Valch means that a high level of setivity would lead to ronewed wage

pressure.

Tunlep pointed cut that in the past the goverament has relied
on tvo sets of policies: (a) dlrcet controls end (b) genoral proe
capetitive policy. At the preseat time the govermment 13 feeling

'ﬁ.t:; vy iato & thixd arca of wage 2nd price policy, «a axvz in wvhich

the morel suzsion of the govermzcat 48 used gctively, 4n vhich
specific sanctions may Do used,’ but in vhich no cxplicit and dircc‘

ceatrols over wages and pricas aro usecd.

3. ,'.._-.l, »
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Dunlop argucd that the govo*nmcn‘h ghould prococd by cettmg up
specific task forecs to study koy arcas and mo.ke recommendations with.
rocpect to weges, work rules, the introduction of tochnical changes,
ote. No beliovos that much can bo dons by this mothod; for exazple,
in shibpim; the government should strive to achiove one nogotiating
bedy for tho workcré , in construction, tho govornmont chould attempi
to tncrease the rosponsibility of natiensl unfens. The govermment

should approach the me-pricc problen trouble area by trouble area, k

rather than adopt & mecha.nical gonera.l approach uhich will not work. i

Ulzman pointed out that wo have considereble short run frocdom

from wage inflation over the next ycar ¢ so since e Koy wage

" bargaing are now bohind us, Consequestly wo can purr}ue expansionaxy T

policics without fear that wage-price pressure will harm the ba.la.nce s

of peyments,
Eckstein a.grced in gonoral with Dunlop's romarks, bub argucd

" that the genoral ™mge guidelines” cnunciated in the Prosidcnt's

Econonic Roport haves r.elevance Lo~ wage do‘cominnuion in durable
manui‘ac‘curing :.ndustriea, which are '.\:hporta.nt export seotors.

.....
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The Economy Inherited b

For the first time in a gen-
eration our domestic policies
must take account of the -ef-
; fects on our gold. It is indeed
unfortunate that a country
Which depends for 96 per
cent of its income on its
domestic economy now may
have to sacrifice domestic
goals to the requirements of
‘the remaining 4 per cent.
It is embarrassing also that
a country with g3 gross na-
tional product about 12 times
that of Germany, an average
per capita income about three
times as large, and a country
that has spent about $80 bil-
lion abroad since 1946, two-
thirds for aiq and one-third
for defense, has to send its top
men to beg the Germans to
increase their contr: ;ution to
defense by $600 m::iion per
year and be refused, :
The current “:0nuMic posi-
tion, should it deteriorate,
may require tax cuts and in-
creased public expenditures.
It is necessary to improve the
" economic situation as ope
means of stopping the outflow
of gold, for capital moves not
only in response to higher
short-term interest rates, but
also in response to more
" favorable economic conditjons
abroad.

What can the new Adminis.

tration do? Obviously, it must
- attack on both the foreign
and domestic fronts at the
' same time. In three years this
country has lost more than $10
billion in reserves. The bal-
. ance of payments must be im.
proved sufficiently so that it
can stand an unbalanced

budget -if necessary in the
midst of a recession, easy
money in such ga period to
stimulate investment, addi-
tional investments in and
guarantees of housing by the
Government, a- rise of $1-2
billions in aiq to underdevel-
oped countries, and the mod-
est spending programs an-
notunced by Senator Kennedy,

It is not enough to say that
a $500 billion economy can af-
ford $5-10 biliion of military
and aid spending abroad. Un-
fortunately, we hive to pe
sufficiently com petitive to
transfer  the $5-10, billion
through more exports or (and)
reduced imports.

Here is what has to be done
—and [ present the items in
my own preference scale,
though attacks may and should
be made on severul fronts at
once, .

Improve the competitive
position of the United States
through rising productivity
and restraints in wage and
price policy and improved f-
nancing of exports. But this
is a slow process.

Insist that countries with .

excess reserves carry
part of the
abroad.

Put a large share of aid to
underdeveloped countries at
least temporarily on Western
Europe and Japan.

Insist that the International
Monetary Fund lend cur.
rencies other than dollars,
and require repayments of dol-
lars already advanced. (These
dollar loans increase our ob-
ligations abroad.)

a larger

.

\
defense ‘outlays ' States may be

. the dollar price of

y Senator K ennedy

Demand reduced trade re-
straints on American exports.
And reassess the common and
free market — demand that
they not be used as a barrier
to  exports of the United
States and other countries
(e.g. Latin America), in turn
dependent upon the United
States to some extent.

Ask our allies to use other
measures than high money
rates to contain their booms.
. Request that Western Eu.-
rope remove any restraints on
capital exports to the United
States and on ‘repatriation of
profits of American corpora-
tions.

Cut down expenditures of
troops and civilians abroad.

Increase international re-
Serves—as suggested long ago
by Keynes and more recently

by Triffin.

Control exports of capital
(inclusive of nndistributed
‘profits) from the  United
States.

Control expenditures of
tourists  abroad (inclusive of
free imports of goods by tour-
ists),

If all these are inadequate,
temporary additional restraint
on imports of the United
required.

Only if these al] fail, would
a devaluation, e.g. a rise in
gold, be
necessary. This would tem-
porarily improve our competi-
tive position, ang provide in-
creased internationa] reserves.

SEYMOUR E. HARRIS,

(Littauer Professor of Political
Economy, Harvarq University, I)
and former_economig ndviser.n\y-
to_Senator Kennedy I

Cambridge, Mass, {\ ‘BOM
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qualified to administer the policies of the government
in power and even to suggest practical improvements
to make them work better, but not to question their
fundamental presuppositions or ultimate purposes.
This is useful work: I, too, have been a civil servant in
my day. But this subordination of reason to the as-
sumptions of the existing order seems to me in the long
run wholly unacceptable. This is not how Acton
thought of reason when he propounded his equation
revolution = liberalism = the reign of ideas. Progress
in human affairs, whether in science or in history or in
society, has come mainly through the bold readiness of
human beings not to confine themselves to seeking
piecemeal improvements in the way things are done,
but to present fundamental challenges in the name of
reason to the current way of doing things and to the
avowed or hidden assumptions on which it rests. I look
forward to a time when the historians and sociologists
and political thinkers of the English-speaking world
will regain their courage for that task.

It is, however, not_the waning faith in reason among
the intellectuals and the political thinkers of the Eng-
Iish—speaking world which perturbs me most, but the
loss of the pervading sense of a world in perpetual mo-
tion. This seems at first sight paradoxical; for rarely
has so much superficial talk been heard of changes go-
ing on around us. But the significant thing is that

change is no longer thought of as achievment, as op-
portunity, as progress, but as an object of fear. When
our political and economic pundits prescribe, they have
nothing to offer us but the warning to mistrust radical
and far-reaching ideas, to shun anything that savors
of revolution, and to advance —if advance we must —
as slowly and cautiously as we can. At a moment when
the world is changing its shape more rapidly and more
radically than at any time in the last 400 years, this
seems to me a singular blindness, which gives ground
for apprehension, not that the worldwide movement
will be stayed, but that [Britain] — and perhaps other
English-speaking countries —may lag behind the gen-
eral advance, and relapse helplessly and uncomplain-
ingly into some nostalgic backwater. For myself I re-
main an optimist; and when Sir Lewis Namier warns
me to eschew programs and ideals, and Professor Oake-
shott tells me that we are going nowhere in particular
and that all that matters is to see that nobody rocks the
boat, and Professor Popper wants to keep that dear
old T model on the road by dint of a little piecemeal
engineering, and Professor Trevor-Roper knocks
screaming radicals on the nose, and Professor Morison
pleads for history written in a sane conservative spirit,
I shall look out on a world in tumult and a world in
travail, and shall answer in the well-worn words of a
great scientist: “And yet — it moves.”

President Kennedy's Economics

by Seymour E. Harris

In his criticism (“JFK Economics,” October g) of my
New Republic article, Mr. Leon Keyserling deals with
three issues: (1) The kind of advice to be given to the
President; (2) The disappointing economic policies of
President Kennedy; (3) My overemphasis of specific
therapy for treating unemployment. I shall discuss
these in turn.

If they wish, economists may advise qua economists
and restrict their analyses to the economics of the
problem. This apparently is Mr. Keyserling’s advice to
the writer. I am surprised at this because I have never
known Mr. Keyserling to restrict his proposals to the
legal or economic aspects. Moreover, I recall that Pres-
ident Truman was anything but pleased when Mr.
Keyserling’s predecessor refused to suggest policy
decisions for the President and insisted upon restricting
himself to the economics of the problem. I have been at

conferences with Presidential candidates and high of-
ficials where at first the assignment to the economist
was to restrict the discussion to the economic issues
and to leave the other aspects to the non-economists.
But eventually the crucial question was put: What
shall I do? And that often means a consideration not
only of economics, but value. judgments, politics, ad-
ministration and so forth. Economics alone will not
solve problems of policy. An economist who thinks it
will overestimates the importance of his subject.
When I say that qua economist I would accept larger
deficits but in view of other considerations I am not
equally enthusiastic about large deficits in the present
milieu, I do not seek an excuse for the President to
do less, as Mr. Keyserling indicates, but I do say sound
judgments cannot be made on economics alone.
Here is an example of the differences between Mr.
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Keyserling and the writer. I believe most economists
would agree that a rise of national debt of $12 billion
per year in one bad year of a three-year cycle, and a
roughly balanced budget in the other two years, would
be sound economics. Why should it not? An average
increase of federal debt of $4 billion a year surely does
not spell bankruptcy, for the rise of interest costs would
be less than one percent of the expected rise of the
gross national product. I cannot understand why either
Senator Byrd or the man in the street fails to see this.
“Nor can I see why the able Senator is so worried about a
rising national debt and public expenditures when the
cost of financing the debt has dropped by one-half since
1945; and when the federal government’s take of re-
sources (as opposed to take of income, which includes
items like debt interest and insurance funds) was $52
billion in both 1952 and 1960 even though GNP had
risen by $150 billion in the meanwhile.

But the fact is that many Congressmen and their
constituencies are genuinely concerned and until we
can convince them that they are wrong the President,
in my opinion, would be unwise not to take into ac-
count their mistaken views. I may say I have tried
many times to convince Senator Byrd and many other
Congressmen, but not always with success.

In his criticism of my article, Mr Keyserling also
gives the impression of disappointment at the advances
in 1961. I disagree. The President can well be proud of
what was achieved in 1961 and likely in 1962, both
absolutely and relative to 1952-1960. More progress
undoubtedly would have been made on the domestic
front had the President not been under such serious
pressure on the security front. I have every expectation
that more gains will be made in 1962. This is aside
from the restraints related to the external position of
the dollar.

T agree that our advance on the unemployment front
has not been satisfactory. Yet there are many first-rate
economists who believe that there has been a signifi-
cant improvement in 1961. But we must reduce un-
employment further. The President is undoubtedly
aware of this. He knows that the 1961 unemployment
is an Eisenhower residual. But 1962 and 1963 are his
responsibilities. Aggressive action will be necessary.
The needling should not be against the President, but
against those members of Congress who hold him back.
A football player who blocks too far ahead of the ball
carrier does not achieve much. Just as the education
in modern fiscal theory now should be directed toward
i. ¢ laggards in Congress, it was appropriate from 1952
0 1960 to needle the Executive, for then it was the
restraining force. Surely Mr. Keyserling does not be-
lieve that President Kennedy would allow his Adminis-
tration to repeat the mistakes of Eisenhower in in-
creasing interest rates at a pace unparalleled in 100
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years, or encouraging a $20 billion reduction in federal
contributions to the nation’s buying power in a short
period of time.

Mr. Keyserling seems concerned lest there be no one
available “to help the President next year, against the
forces which will improperly use increased defense
spending to fight measures put forward to advance the
general welfare.” Indeed, in 1961 we could have had
more outlays on welfare. (That we did not have them
is largely Congress’ responsibility.) But is it improper
advice to question rising welfare expenditures when
defense outlays are greatly on the rise?

Mr. Keyserling is critical of the President for not
incurring adequate deficits and welfare expenditures.
Yet in similar circumstances, Mr. Keyserling followed
policies which he now finds unsupportable under Ken-
nedy. Mr. Keyserling as Co-Chairman of the Presi-
dent’s Council of Economic Advisers in 1950 and
Chz’rman in 1951 and 1952 (for the Report of Janu-
ary), did not seem to support the policies he now ad-
vocates. In the Report of January, 1950, President
Truman was at great pains to urge a balancing of the
budget, despite the recession. He would not only bal-
ance the budget, but pay off the debt: “. . . an expand-
ing economy, all reasonable reductions in expenditures
and moderate increases in revenues is the wisest course
toward a balanced budget.” (p. 13). The Council would
not recommend a rise in public spending in order to
take up the slack in employment. In the Reports of
January 1951 and January 1952 the stress was on cut-
ting all expenditures not tied to defense.

On the issue of the relative importance of general
measures (e.g. monetary and fiscaij as against spe-
cific measures (e.g. area redevelopment, vocational
training) to treat unemployment, Mr. Keyserling again
raises que:tions concerning my motivation. My posi-
tion rests on 10 years' experience as an adviser to the
New England Governors on the depressed areas that
accompanied the decline of the textile indu: ry in New
England. I watched jobs disappear year af'er year, in
periods of depression and of prosperity. Unemployment
at 20 percent prevailed for years in one major textile
town, and at very high rates in others. In coal, may I
add, the loss of jobs in postwar was four percent in
good years and 16 percent in bad years.

This does not mean that I deny the validity of the
view that general measures are the first line of attack.
I have always taken that position, and, unlike some
adherents of the specific attack, I do not stress the
importance of specific attacks to discourage general
treatment of demand. I have shown that, beyond a
certain point, general demand stimulation will help the
textile, coal and railroad towns little. Even deficits of
$20 billion per year will not wipe out the hard core of
unemployment in some of these towns.
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must not initiate hostilities; but we can counter force
calculated to push us out. This is undoubtedly a war of
nerves. A nuclear catastrophe is always a possible con-
sequence of miscalculation.

But surely we are entitled to weigh the improbability
of Khrushchev starting a war for the sake of Berlin in
the face of the fervent hopes of the Russian people for
peace and of the probable embarrassments with his
satellites in the event of war. Surely a politician as
shrewd as Khrushchev will exploit the advantages of a
dictatorship over a democracy in brinkmanship as far
as he can. The fact that he raises all the fuss even
before the Party Congress may suggest that he must
deal with the core of Stalinist intransigence. He is prob-
ably also under the necessity of proving to the Chinese
that he is not “soft on capitalism.” But meanwhile the
progress of Communist economic and technical achieve-
ment in Russia and of its prestige in the non-European
culture areas are bound to make him more cautious than
his present words imply. If he is as shrewd as he seems
to be, he can still exploit Communism’s prestige in Asia
and Africa; and quietly, though not openly, acknowl-
edge that its prospects in Europe are dim and would
not improve by a nuclear holocaust.

We can meanwhile produce some negotiable items
which are not related to the safety of Berlin. Two years
ago de Gaulle suggested that we ought to acknowledge
the permanence of the Oder-Neisse line. Since it can

Kennedy's Economics ¢+,

by Seymour & Harris U 4

In his June television program, Mr. Walter Lippmann
said of President Kennedy: What he has done in the
first four or five months is “first of all to carry on in all
its essentials the Eisenhower economic philosophy. . ..
It’s like the Eisenhower Administration 30 years young-
er.” Criticism from labor leaders and others has been
even stronger. For instance, the able economist Oscar
Gass, writing in a recent issue of Commentary, declared
that President Kennedy has “projected little and accom-
plished almost nothing.” Gass is critical of his tax,
spending and interest rate policy. Leon Keyserling, a

former Chairman of the President’s Council of Econom-

Seymour E. Harris is Littauer Professor of Political
Economy at Harvard University and was a member of
the President’s Task Force on the Economy.

not be changed without a war, and since its guarantee
would make the Poles less dependent on Russia, we
should have taken that suggestion more seriously. Even
the Germans would not mind too much. They would
mind more any tacit or explicit recognition of the East
German regime, though that intransigent diplomat,
John Foster Dulles, long ago suggested that we might
recognize the East Germans as agents undermining the
Russians. For such a tacit recogniti<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>