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It is good to have this opportunity of d iscuss ing some of the 

nat ion 's economic p rob lems at this meet ing in m e m o r y of the 

"Kingdom of Callaway," I a m honored to be included among those 

outstanding speake r s who have heretofore add re s sed this group. Like 

the mi l i ta groups that gathered here during the ear ly Civil War days , 

we a r e s t i l l vitally in te res ted in public po l ic ies , I shal l , however , 

l imit my r e m a r k s to those policies that have an impact p r imar i ly on 

economic act ivi ty. 

In o rde r to provide an appropr ia te setting for public policies 

re la t ive to economic activi ty, I shal l review the course of our economy 

since the c u r r e n t upswing began in ear ly 1961. In this review I have 

divided the seven yea r s under d iscuss ion into four sub -pe r iods , 1961 

through 1964, late 1964 to ear ly 1966, ear ly 1966 to late 1966, and late 

1966 to date . 
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During the f i rs t per iod, 1961 through 1964, steady economic 

expansion occur red . As a resu l t , unemployment was reduced from 

about 7 pe r cent of the labor force in ear ly 1961 to less than 5 pe r 

cent in late 1964. Indus t r ia l plant ut i l izat ion rose from 75 pe r cent 

to 86 pe r cent of capaci ty. These gains were accomplished in an 

order ly fashion without g rea t f r ic t ions , sho r t ages , or imba lances , 

and the t rend of p r i ces did not deviate substant ial ly from a 1. 5 per 

cent upward trend r a t e . 

Major tools of economic s tabi l izat ion were modera te ly 

s t imulat ive in this period of balanced economic expansion. Growth 

in the money stock of the nation was at a 2. 7 per cent annual ra te 

compared with an average 2 pe r cent ra te in the previous decade. 

The influence of f iscal actions (government expenditures and taxes) 

on the economy became m o r e expansive. 

During the second per iod, f rom late 1964 to ear ly 1966, the 

pace of economic expansion quickened. This period was marked by 

the acce le ra t ion of mi l i t a ry purchases for Vietnam. Total spending 

on goods and se rv i ces rose at a 10 pe r cent annual r a t e . Most of the 

i n c r e a s e in spending was matched by a 7. 7 pe r cent ra te of gain in 
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r ea l output. The rapid expansion in output further reduced 

unemployment from about 5 per cent to l ess than 4 p e r cent of the 

labor force and inc reased indus t r ia l plant ut i l izat ion from 86 per 

cent to over 90 pe r cent of capaci ty . P r i c e s rose at the somewhat 

fas ter 2 pe r cent annual rate f rom late 1964 to ear ly 1966, but 

consider ing the r i se in to ta l demand, the ra te of inflation was l e s s 

than might have been expected. 

F i s c a l and moneta ry actions were very expansionary during 

this per iod . The F e d e r a l budget became m o r e s t imula t ive . It moved 

1/ 

from a surplus of $6 bill ion in 1964 to a n e a r balance in ear ly 1966. 

The monetary author i t ies provided r e s e r v e s to m e m b e r banks in 

o rde r to avoid a sha rp tightening in credi t conditions in response to 

the s t rong credi t demands . The r e s e r v e s provided for a rapid 

expansion in c o m m e r c i a l bank c red i t . This , in turn , caused the 

growth of money to a c c e l e r a t e . The ra te of gain in the stock of money 

rose from the 2. 7 p e r cent ra te in the e a r l i e r per iod to a 4 p e r cent 

ra te from mid-1964 to the spr ing of 1965, and further to a 6 pe r cent 

ra te from the spr ing of 1965 to the spr ing of 1966. This acce le ra t ion 

in mone ta ry growth was very expansive . 

In the third per iod, from ear ly 1966 to late 1966, the ra te 

of growth in total spending slowed somewhat . However, re la t ive to 

the ability of the economy to produce as it approached capaci ty, total 

1/ Data apply to the h igh-employment budget. 
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demand remained excess ive . The upward climb in o v e r - a l l p r i ces 

rose from the 2 pe r cent ra te in the previous period to a 3 pe r cent 

ra te in this per iod. 

Monetary r e s t r a in t was an important factor in the s lower 

growth in spending in late 1966. F r o m Apri l 1966 to January 1967, 

the re was l i t t le change in the money supply -—a very r e s t r i c t ive 

moneta ry action compared with the 6 pe r cent i n c r e a s e in money in 

the previous 12 months . 

By the fall of 1966 a r e s t r a in t on spending was not iceable . 

Some spending units began to reduce outlays to conserve cash and 

revised the i r expectat ions downward. Credi t demands tapered off. 

In te res t r a t e s , after reaching a peak in the ear ly fall, declined 

until ear ly 1967. Lower r a t e s gave an impres s ion of an e a s i e r 

monetary si tuation despite continued slow growth in the money stock. 

F ina l pu rchases by the pr iva te sec tor (gross nat ional product less 

F e d e r a l Government outlays and net purchases of inventor ies) slowed 

to a 4. 4 pe r cent ra te from the first to third q u a r t e r s of 1966 and 

further to a 2. 6 per cent growth ra te in the final q u a r t e r of 1966. In 

compar i son , such pu rchases grew at about a 10 per cent ra te from 

late 1964 to ear ly 1966. 

The marked slowing in the growth of final spending by consumers 

and bus ines ses during 1966 was part ial ly offset by acce le ra t ions in 
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Government spending and by some, apparent ly undes i red , i nc r ea se s 

in bus iness inventor ies . 

Despite the pause in economic growth in late 1966, inflationary 

p r e s s u r e s remained s t rong. Ove r - a l l p r i c e s increased at a 2. 3 p e r 

cent annual ra te in the f i rs t half of 1967, following the 3 p e r cent ra te 

of i nc rease in the previous th ree q u a r t e r s . Much of the slowing in 

p r i ce i n c r e a s e s reflected a changed supply si tuation in ag r i cu l tu ra l 

p roduc t s , bringing about a decline in quotations for f a rm produc t s , 

p roces sed foods, and feeds. 

In the fourth per iod, late 1966 to date, activity f i rs t declined 

somewhat and then acce le ra ted sharply . Of the two major tools of 

the Government for influencing the pace of economic act ivi ty, one was 

a s t imulat ive force and the other was a r e s t r a in ing force in ear ly 1967. 

F i s c a l act ions provided a s t rong upward th rus t to spending; in fact, 

spending by Government (Federa l , s tate and local) accounted for the 

en t i re i nc r ea se in total spending in the f i rs t half of 1967. These outlays, 

through the "mul t ip l ie r , n probably had a s t imulat ive effect on consumer 

and bus iness expendi tures . The lack of growth in money from the 

spr ing of 1966 to ear ly 1967 had a dampening effect on pr iva te spending. 

Sometime during the late spr ing of 1967 another marked and 

sustained change occur red in the pace of economic act ivi ty . Total 

spending rose at an es t imated 9 per cent annual ra te in the last: half 

of 1967 after going up at a 3 .4 per cent pace in the f irs t half. Real 
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output of goods and s e r v i c e s , which had changed li t t le on balance 

ea r ly in the yea r , expanded at an es t imated 5 per cent annual ra te 

in the las t half despi te s e v e r a l major s t r i k e s . 

This change from economic pause to rapid growth can be 

a t t r ibuted to both fiscal and monetary developments,, Each was 

ve ry s t imulat ive in the s u m m e r and fall of 1967. The sha rpes t 

change, however, was in moneta ry fac tors . The money supply rose 

at the ra te of 7 pe r cent after having remained unchanged during 

the previous per iod. F i s c a l ac t ions , which we re a l ready the mos t 

s t imula t ive since World War II, may have become slightly more 

expansive . 

Summar iz ing developments since 1961, the combination 

of fiscal and mone ta ry pol icies provided balanced and steady 

economic expansion unti l the end of 1964. In late 1964 these pol icies 

became m o r e expansive, and by ear ly 1966 demand for goods and 

s e r v i c e s became excess ive , and noticeable p r i ce i n c r e a s e s occu r r ed . 

Monetary r e s t r a i n t beginning in ear ly 1966 began to slow expansion 

late in the yea r , and by ear ly 1967 activity was showing vir tual ly no 

growth. Despi te the pause , however , inflat ionary p r e s s u r e s remained 

s t rong in the f i rs t half of 1967. By late spr ing , economic activity 

had turned up again as a resu l t of s t imulat ive fiscal and monetary 

po l i c ies . The upswing continued through the yea r with substant ia l 

p r i c e inflation during the las t t h ree q u a r t e r s . 
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As a r esu l t of this excess ive demand and p r i ce inflation, 

the F e d e r a l R e s e r v e Sys tem has taken two steps which genera l ly 

point to less expansive mone ta ry condit ions. Last November the 

Sys tem ra i sed the discount ra te f rom 4 to 4 - 1 / 2 pe r cent on 

eligible paper of m e m b e r banks . More recent ly r e s e r v e r e q u i r e 

ments of the l a r g e r m e m b e r banks were i n c r e a s e d . 

Because of these moves and the upward t rend of i n t e r e s t 

r a t e s in recent y e a r s , grea,t concern as to the probable course of 

i n t e r e s t r a t e s has developed. I shal l comment on this topic by 

address ing myself to the question of what would likely happen if 

l e s s expansive f iscal and mone ta ry policies a r e adopted. In answer , 

I suggest that total demand for goods and s e rv i ce s would decline 

f rom the c u r r e n t excess ive levels after a brief t ime lag. This .would 

reduce p r e s s u r e on the capi ta l m a r k e t s and tend to lower i n t e r e s t 

r a t e s . But a more immediate impact on r a t e s would probably occur 

as a r e su l t of reduced government borrowing and m o r e stable p r i ce 

expecta t ions . 

Government deficits necess i t a t e borrowing, and such demands 

for savings have the same upward p r e s s u r e on in t e r e s t r a t e s as a 

s i m i l a r amount of borrowing in the pr iva te s ec to r . Less Government 

spending or higher taxes would reduce the defici ts , thereby reducing 

needs for c red i t and the accompanying upward p r e s s u r e on in te res t 

r a t e s . 
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Government deficits can be financed in two ways: 

through money crea t ion (non- in teres t bear ing government debt) 

or through sa les of s ecu r i t i e s ( in teres t bear ing government debt), 

As a continuous and pe rmanen t p r o g r a m , I can see substant ia l 

flows in e i ther method of financing government expendi tures . 

Although I a m reluctant to compare government financing to that 

of the individual f i rm or household, over the longer pull , it 

appea r s to me that each must be brought into balance with income. 

Another s imi la r i ty is thai in both cases decis ions must eventually 

be made as to what we can afford, given the level of r e s o u r c e s 

that the people a r e willing to al locate to public u s e . This p rob lem 

has a fairly s imple solution in the case of mos t individuals and f i rms . 

Res t ra in ing influences come to b e a r r a t h e r quickly when excess ive 

debts a r e c rea ted by households . The res t ra in ing influences a r e 

m o r e subtle , however , in the case of governments . Thei r s ecur i t i e s 

a r e s t i l l m a r k e t a b l e . Money is s t i l l acceptable . The p rob lem is 

that i n t e r e s t r a tes a r e higher than they would otherwise be and that 

the dol lar has l ess purchasing power. We thus pay for excess ive 

government expendi tures through reduced purchasing power of the 

cur rency and through a reduction in value of all dol lar denominated 

secur i t i e s and debt. 
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It appea r s to me that this nation should take a c l o s e r 

look at i ts income and r e s o u r c e s and come to some decision as 

to what it can afford to spend in the public sec to r , given the self-

imposed tax l imi ta t ions of its c i t i zens . Like the individual 

household, it should then l imit its expenditures to i ts income, 

given perhaps some leeway for deficits during per iods of se r ious 

r ece s s ions and su rp luses as such r ecess ions r ecede . 

The effect of r i s ing p r i ce s on in t e re s t r a t e s is often 

overlooked. N e v e r t h e l e s s , it is quite r ea l . Savers mus t pro tec t 

the purchas ing power of funds lent, and b o r r o w e r s a re willing to 

pay h igher ra tes if they expect to repay in cheaper do l l a r s . F o r 

example , if savings through the investment route yield a rea l ra te 

of r e tu rn of 4 pe r cent and p r i ce s a re r is ing 3 p e r cent pe r yea r , 

s a v e r s would requ i re a stated ra te of 7 per cent to rea l ize the 4 

p e r cent r ea l r e tu rn on t h e i r savings . In this c a s e , if s a v e r s have 

an opportunity to invest in capi ta l goods where r ea l r a t e s of 4 pe r 

cent a r e s t i l l obtainable, savings inst i tut ions mus t pay a comparab le 

ra te to obtain loanable funds. B o r r o w e r s a r e as willing to pay the 

7 pe r cent when they expect p r i c e s to r i se at a 3 pe r cent ra te as 

they a r e to pay 4 p e r cent under s table p r ice expecta t ions . It is 

this upward p r e s s u r e on nominal r a tes n e c e s s a r y for a constant r e a l 

ra te of r e tu rn that has pushed the nominal ra tes up to such high levels 

during the past two y e a r s . 
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What will happen with a less expansive moneta ry policy? 

In answer , I shal l comment again on 1966 developments when these 

pol icies prevai led . You will r eca l l that i n t e r e s t ra tes rose for about 

3 or 4 months after the stock of money stopped growing. Demand 

for goods and s e r v i c e s , however , soon began to modera te and a 

reduction in r a t e s followed. The m o r e r e s t r i c t i ve actions occur red 

in the second q u a r t e r of 1966, and by late September i n t e r e s t r a tes 

began to decl ine. 

F r o m these comments you can conclude that I a m not 

i m p r e s s e d with fears of higher r a t e s or a money c r i s i s resul t ing 

f rom less expansive mone ta ry opera t ions . To the con t ra ry , I 

suggest that the expansive monetary and fiscal policies of recent 

yea r s have been the impor tan t factors that pushed in t e re s t r a t e s up. 

A somewhat less expansive moneta ry policy than prevai led through 

mos t of 1967 would likely resu l t in less demand for goods and 

s e r v i c e s , m o r e stable p r i ce s and, after a shor t t ime , lower i n t e r e s t 

r a t e s . 

While on this topic of i n t e r e s t r a t e s , I would also like to 

point out that mos t of the so-ca l led "money cr is is 1 1 or "c red i t c runch" 

in 1966 reflected legal impediments to p rope r m a r k e t functions. Many 

s ta tes have excess ively r e s t r i c t i ve laws with respec t to i n t e re s t r a t e s . 

Such laws which l imit r a t e s paid and charged by savings ins t i tu t ions , 

i . e . , c o m m e r c i a l banks , savings and loan assoc ia t ions , e tc . , may do 

grea t damage to local communi t ies , 
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When the supply and demand si tuation with r e spec t to loan

able funds cal ls for high i n t e r e s t r a t e s , savings inst i tut ions mus t 

both pay and charge the higher ra tes or savings will find other outlets 

where the r ea l ra te of r e tu rn is g r e a t e r . Savings f i rms operating in 

such a r e a s thus fail to grow at the same rate as such f i rms in f reer 

m a r k e t a r e a s . These s lower growing f i rms thus do not get the funds 

to lend and credi t becomes unavailable to the i r c u s t o m e r s . It thus 

appea r s to me that most s tate r e s t r i c t ions on ra tes b e a r heaviest on 

those insti tutions and b o r r o w e r s whom the r e s t r i c t ions are designed 

to help . Conversely , they aid the F e d e r a l Government , la rge 

b u s i n e s s e s , and others that can successful ly tap the central money-

arid capi ta l m a r k e t s where r a t e s a r e free to move with bas ic supply 

and demand condit ions. The young b o r r o w e r s , the innovators , and 

the fast-growing f i rms that would be willing to pay some p r e m i u m 

for r i sk -a re excluded from cred i t m a r k e t s in these communi t ies . 

The Dollar and Gold 

In connection with monetary p r o b l e m s , apparent ly one of 

the m o r e misunders tood re la t ionships is that between the dol lar 

and gold. Some people bel ieve that the s ize of the gold stock held 

by the U. S, de te rmines the value of the dol lar . F o r a l l p rac t i ca l 

pu rposes , gold has been detached from domest ic money since 1933. 

It is s t i l l used for sett l ing in ternat ional t r ansac t ions , and as long as 
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such t r ansac t ions a r e sett led in this manner , a s tock of gold is 

de s i r ab l e . On the other hand, in our domest ic economy, gold is 

only used for c o m m e r c i a l and indust r ia l pu rposes . The p r i ce of 

gold is set by law at $35 pe r ounce. This only means that the U. S. 

Government s tands willing to pay $35 per ounce for gold ?vnd will 

se l l gold to foreign governments and governmenta l agencies at this 

p r i c e . The fact that the gold pr ice is set at $35 pe r ounce does not 

mean that gold de te rmines the value of the dollar* On the con t ra ry , 

the value of the dollar has for s e v e r a l decades determined the p r ice 

of gold. F u r t h e r m o r e , the productive efficiency of our domest ic 

economy, coupled with f iscal policies and the stock of money, 

de te rmines the value of the dol lar . A rapid i nc rea se in the number 

of dol lars causes p r i ce s to i nc rease and the value of the dol lar to 

deprec ia te . Conversely , a d e c r e a s e in number of dol lars causes 

the i r value to apprec ia t e . Thus, if we can find some means of 

sett l ing in ternat ional payments without the use of gold, we can drop 

gold from our monetary sy s t em completely without any impact on 

our domest ic economy and without any gain or deprecia t ion in the 

.value of money. Gold supplies can then be used for tooth filling, 

watch c a s e s , and other o rnaments , r a the r than being held under 

guard by governments at grea t expense. We might view our do l la r -

gold re la t ionship in the same manne r as our p r ice support p r o g r a m s 

for fa rm produc ts . F o r example, if the pr ice is set too high, we 
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accumulate a stock of gold. On the other hand, if the p r i ce is 

se t too low, our gold stock is depleted. That is the case today, 

s ince we a r e losing gold abroad. I£ we removed dol lar -gold pr ice 

re la t ionships completely, however, we do not know what would 

happen to the p r ice of gold. It might decl ine. 

Another group views the cu r r en t dol lar -gold re la t ionship 

as being beneficial because of the cons t ra in t it p laces on domest ic 

money crea t ion . F o r example , the legal r equ i r emen t of 25 p e r 

cent gold backing for al l Fede ra l Rese rve notes outstanding 

ul t imately places a l imit on the volume of money crea t ion . In the 

pe r iods , however, that such r e s t r i c t ions have been effective, they 

have proven harmful to the economy. Such r e s t r i c t i ons a re m o r e 

likely to cause destabil izing monetary pol icies than policies which 

contr ibute to max imum stabil i ty and growth. Thus , in recent decades 

when monetary expansion has approached the legal l imi ts as m e a s u r e d 

by the gold stock, the l imits have been changed so as to p e r m i t an 

order ly i nc rease in the stock of money. 

Since we a re not willing to submit to the d ra s t i c r e s t r i c t ions 

•imposed on moneta ry policy by rigid gold t i e s , I see l i t t le r eason for 

maintaining any domest ic t ies whatsoever with gold. In fact, as 

indicated e a r l i e r , such t ies have not real ly existed since the ear ly 

1930 !s. 
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