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ECONOMIC CLUB OF NEW YORK, NEW YORK HILTON
HOTEL, MAY 6, 1974

SHOULD A VICE PRESIDENT RUSH IN WHERE
ECONOMISTS FEAR TO TREADY | REFER TO THE
TOPIC OF INFLATION. | RAISE THIS QUESTION
BECAUSE OF WARNINGS THAT THE ECONGOMISTS HAVE
BEEN WRONG, THAT THEIR CREDENTIALS ARE BEING
CHALLENGED, AND THAT A VICE PRESIDENT DARING
TO ADORESS THE ISSUE OF INFLATION WOULD BE
CHARGED WITH INFLATING HIS OWN EGO,
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BENJAMIN FRANKLIN WAS -- AMONG OTHER
THINGS -- AN ECONOMIST. HE WAS ALSO AGAINST
HAVING A VICE PRESIDENT INCLUDED IN THE TABLE
OF ORGANIZATION OF THE FEDERAL GOVERNMENT.
FRANKLIN SAID THAT "IF THEY INSIST UPON HAVING

ONE, | SHALL ADORESS HIM AS *YOUR SUPERFLUOUS
EXCELLENCY®",

VICE PRESIDENT ALBEN W. BARKLEY, UPON
ASSUMING OFF1CE, COMMENTED THAT "INASMUCH AS
| AM ABOUT TO ENTER UPON THE DISCHARGE OF
DUTIES THAT REQUIRE FOUR YEARS OF SILENCE,

WILL BE BRIEF."
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THEODORE ROOSEVELT THOUGHT THE VICE
PRESIDENCY WAS, AS HE PUT IT, "REALLY A FIFTH
WHEEL." HE SAID "IT IS NOT A STEPPING STONE
TO ANYTHING BUT OBLIVION." AND HE WENT ON TO
COMMENT THAT HE WOULD "RATHER BE ANYBODY, SAY
A PROFESSOR OF HISTORY, THAN VICE PRESIDENT."
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W1TH ALL RESPECT TO THEODORE ROOSEVELT,
| AM NOT SEEKING TO BECOME A PROFESSOR OF
HISTORY -- AND CERTAINLY NOT A PROFESSOR
OF ECONOMICS. BUT | AM HONORED TO SERVE AS
VICE PRESIDENT. OUR INSTITUTIONS TODAY FACE
A SWEEZPING CHALLENGE AND THE OFFICE OF THE
VICE PRESIDENCY IS -- IN A NEW CONTEXT --
CHARGED WITH IMPORTANT RESPONSIBILITIES.
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WHEN | BECAME VICE PRESIDENT, |
PLEDGED TO USE WHATEVER REPUTATION FOR TRUTH
AND HONESTY | ACQUIRED IN THE HOUSE, ALONG
WITH WHATEVER CAPACITY FOR REASONABLE
COMPROMISE | MIGHT POSSESS, TO MAKE THIS
GOVERNMENT WORK BETTER FOR THE GOOD OF ALL
CITIZENS. | BELIEVE THE VICE PRESIDENCY
PRESENTS A UNIQUE OPPORTUNITY. ITS
PERSPECTIVE 1S BOTH LEGISLATIVE AND EXECUTIVE,
MAKING POSSIBLE BOTH COMMUNICATION AND
COMPROMISE.
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AS VICE PRESIDENT, | SEEK RECONCILATION,
NOT RECRIMINATION.

WHILE THIS MAY NOT BE A SPECTACULAR
ROLE FOR THE NEXT THREE YEARS, IT IS THE WAY
| SEE IT. | DO NOT SHARE THE PESSIMISM OR
WITHDRAWAL SYNDROME OF SOME OF MY PREDECESSORS.
| ENVISAGE A VICE-PRESIDENTIAL FUNCTION
INVOLVING RESPONSIBLE WORK FOR THE FUTURE,/
MEQIATING AND MODERATING DIFFERENGES, REMAINING

e c——

OPEN AND FLEXIBLE, TO KEEP AMERICA GREAT.
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IT IS IN THAT SPIRIT AND FROM THAT VIEWPOINT
THAT | ADORESS MYSELF TODAY TO AN ISSUE THAT
TRANSCENDS ALL BRANCHES OF GOVERNMENT AND
ALL POLITICAL PARTIES, AND AFFECTS ALL OF

OUR PEOPLE. | REFER TO THE PROBLEM OF
INFLATION.
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INFLATION HAS BECOMz WORLD PU3LIC
ENEMY NO. 1. |IF ATOMIC WAR COULD BE
PORTRAYED AS A SUDDEN HEART ATTACK DESTROYING
ALL HUMANITY, THEN INFLATION MAY BE SEEN AS

w

A_CANCER THAT COULD CAUSE A LINGERING DEATH

P et

FOR THE INDUSTRIALIZED WORLD. UNLESS SOME-

THING 1S DONE, THE CANCER OF INFLATION COULD
PROVE FATAL.
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THE INFLATION RATE IN THE UNITED STATES
LAST YEAR WAS ABOUT 107%, THE HIGHEST RATE
SINCE 1950. HIGHER FOOD PRICES ACCOUNT FOR
5073 AND ENERGY PRICES,FOR 257 OF THE RISE.
LAST MONTH THE RATE WAS RUNNING IN EXCESS OF
13% WE EXPECT TO IMPROVE OUR PERFORMANCE
BY YEAR-END. BUT IT IS STILL A GLOBAL
PLAGUE. WHETHER YOU LOOK AT COMMUNIST
COUNTRIES OR CONSERVATIVE SWITZERLAND, THE
DISEASE IS RAMPANT. THE UNITED STATES HAS
DONE BETTER THAN MOST COUNTRIES, BUT ALL OF
US ARE INFECTED.
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SOME PEOPLE VIEW THIS WITHOUT GREAT
ALARM. THEY SEEM TO FEEL INFLATION IS LIKE
THE FAMOUS, OR INFAMOUS, DESCRIPTION OF
SIN -- MHEN FIRST SEEN, VIEWED WITH TERROR,
WHEN NEXT SEEN, THE TERROR IS GONZy AND AFTER
MANY EXPOSURES, VIEWED WITH AFFECTION.”
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SOME WOULD HAVE US RESIGN OURSELVES
TO INFLATION AT CURRENT RATES. THEY SUGGEST
WE GET "USED TO" THE INEVITABLE. GOGD
AUTHORITY HAS PROPOSED "INDEXING" SO THAT
INFLATION CAN BE NEUTRALIZED BY ADJUSTING THE
NUMBERS. THIS IS A POTENTIALLY DANGEROUS GAME.
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THE INDEXES COULD BECOME A POLITICAL FOOTBALL.
FAIRNESS TO ALL WOULD BE IMPRACTICAL. AND
WORST OF ALL, IN THE WORDS OF ARTHUR BURNS,
"IF A NATION OF OQUR TRADITIONS ATTEMPTED TO
MAKE IT EASY TO LIVE WITH INFLATION...WE
WOULD SLOWLY BMT STEADILY LOSE THE SENSE OF
DISCIPLINE NEEDED TO PURSUE GOVERNMENTAL

POLICIES WITH AN EYE TO THE PERMANENT WELFARE
OF OUR PEOPLE."
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INFLATION SUCH AS WE HAVE IN TODAY’S
WORLD MUST BE VIEWED WITH CONTINUGUS ALARN
3ECAUSE INFLATION HURTS.

e

1. |IT HURTS MORE THAN 28 MILLION
AMERICAN PENSIONERS.

2. |IT HURTS THE POOR WHO SPEND THE
LARGEST SHARE OF THEIR INCOME ON FOOD.

5. IT HURTS THE MIDOLE CLASS BY
REDUCING THE VALUE OF THEIR SAVINGS AND THEIR
ABILITY TO PROVIDE FULLY FOR THEMSELVES.

4, |IT HURTS BECAUSE IT GIVES REASCN
TO HOARD THINGS, TO SPEND AND NOT SAVE, TO
LIVE FOR TODAY AND FORGET TOMORROW.
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o. |IT HURTS BeCAUSE IT DISRUPTS OUR
CAPITAL MARKETS. WHO WILL LEND MONEY, AT WHAT
INTEREST RATE, WITH AN UNKNOWN BUT INCREASING
INFLATION RATE ON THE HORIZON? WHAT IS THE
PROPER RETURN ON EQUITY WHEN INFLATION STRIKES?
NO ONE KNOWS. THUS INFLATION THREATENS OUR
ABILITY TO OBTAIN CAPITAL INVESTMENT, THE BASIC
INGREDIENT NEEDED FOR INCREASED PRODUCTION AND
LOWER PRICES.,
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THE U.S. SPENDS TOO SMALL A PORTION

_OF |TS GROSS NATIONAL PRODUCT ON INVESTMENT.

BASED ON 1969-1971 AVERAGES, GROSS PRIVATE

AND GOVERNMENT INVESTMENT WAS BUT 187 OF GROSS

NATIONAL PRODUCT IN THE UNITED STATES. ONLY

THE UNITED KINGDOM HAD AS LOW A PERCENTAGE.

FOR EXAMPLE, ITALY SPENT 227, FRANCE 277,

AND JAPAN 387.




"]0'

6. INFLATION HURTS BECAUSE IT CAUSES®
US TO OVERSTATE THE PROFITS OF INDUSTRY.
PAPCR GAINS DUE TO INFLATION PROVIDE A FALSE
SENSE OF PROSPERITY. ONE OF THE REASONS
FOR TODAY’S LOW MARKET MULTIPLES CERTAINLY
|S DOUBT ABOUT WHAT IS NOW REPORTED AS PROFIT.

FURTHERMORE , DEPRECIATION ALLOWANCES
3ASED ON OLD HISTORICAL COSTS ARD TO OUR
PROBLEM OF OBTAINING INCREASED CAPITAL FOR
INVESTMENT. CASH FLOW PROVIDED BY SUCH
DEPRECIATION WILL NOT BEGIN TO REPLACE EQUIP-
MENT AT NEW HIGHER COSTS.
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AS A RESULT,A SUBSTANTIAL AMOUNT
OF CAPITAL EROSION IS NOW GOING ON. ECONOMIST
GEORGE TERBORGH ESTIMATES THAT IN 1973
AMERICAN NONFINANCIAL CORPORATIONS WERE UNDER-
DEPRECIATING THEIR PLANT AND EQUIPMENT BY
MORE THAN 7 BILLION DOLLARS.
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7. FINALLY, INFLATION HURTS BtCAUSE
IT ULTIMATELY COULD DESTROY OUR CONFIDENCE
IN THE ABILITY OF GOVERNMENT TO GOVERN,

WHAT MUST BE DONE TO STOP THE PAIN OF
INFLATION® | BELIEVE THERE IS NO EASY WAY --
ONLY A "HARD WAY."

IT WILL BE A LONG AND OIFFICULT EFFORT.
IT WILL REQUIRE PUBLIC SUPPORT AND A WILLING-
NESS TO GO THE "HARD WAY," BUT IT MUST BE DONE.
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THE HARD WAY MEANS:

RESISTING THE EASY ROAD OF A "QUICK
FIX" BY A TAX CUT THAT MEANS MORE, NOT LESS,
INFLATION.

RESISTING THE TEMPTATION TO TREAT THE
SYMPTOMS BY REINSTITUTING OVERALL PRICE AND
WAGE CONTROLS.

CONTROLS HAvZ NOW BEEN DROPPED.
TEMPORARILY, THEY WERE HELPFUL, BUT THEY
PROVED -- AS THEY HAVE IN THE PAST -- TO BE
NO LONG-RANGE SOLUTION.
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OUR EXPERIENCE WITH CONTROLS INDICATES.

1. CONTROLS DO NOT PREVENT INFLATION,
THEY MERELY SHIFT IT AROUND FROM ONE AREA TO
ANOTHER.
2. CONTROLS CAUSE SHORTAGES BOTH BY
INTERFERING WITH EFFORTS TO INCREASE
PRODUCTION AND BY STIMULATING EXPORTS.

3. CONTROLS CREATE INEQUITIES AND
UNFAIRNESS IN THEIR ADMINISTRATION,
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4, CONTROLS ARE COSTLY AND INEFFICIENT.

IN EXTREME CASES, LIMITED AND SPECIFIC
CONTROLS MAY BE APPROPRIATE FOR TEMPORARY
USE ONLY. e
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THE HARD WAY NEGESSITATES:

REDUCING WASTEFUL CONSUMPTION. ONE
RESULT OF THE ENERGY CRISIS HAS 3EEN A
DISCOVERY OF THE VIRTUES OF REDUCED GASOLINE
CONSUMPTION BY MANY OF OUR CITIZENS. WE HAVE
LEARNED THAT LESS DRIVING RESULTED IN FEWER
ACCIDENTS, MORE HOME LIFE, MORE USE OF OUR
CITY PARKS AND MUSEUNS, AND OTHER UNFORESEEN
3ENEFITS. A CONSCIOUS EFFORT BY ALL CITIZENS
TO AVOID WASTEFUL USE OiqiESOURCES WwiLL HELP
CONTROL INFLATION. |IT #AY ALSO IMPROVE THE
QUALITY OF OUR LIVES, [0
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ALSO, THE "HARD WAY" WILL MEAN A
REFUSAL TO PANIC OR TO HOARD. WE MUST GUARD
AGAINST THE TEMPTATION TO BUY FOR QUICK GAIN
AND BEYOND OUR NEED.

THE HARD WAY WILL REQUIRE US TO RETAIN
OUR CONFIDENCE IN THE FREE MARKET SYSTEM.
ITS ABILITY TO INCREASE PRODUCTION AND
RESTRAIN PRICES HAS BEEN PROVEN IN THE PAST,
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MUCH OF OUR HISTORY REFLECTS OUR
CAPACITY TO PRODUCE MORE THAN WE CAN CONSUME.
OUR FREE ECONOMY SYSTEM CAN DO THIS AGAIN.
THE TURN-AROUND IN UNITED STATES AGRICULTURAL
PRODUCTION IS GOOD EVIDENCE OF THIS
CAPABILITY. WHEAT PRICES HAVE FALLEN FROM
A HIGH OF ABOUT $6.00 TO THE NEIGHBORHOGD OF
$3.80 -- STILL A GOOD PRICE FOR THE FARMER,

- o
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AND GOVERNMENT, TOO, MUST TAKE THE
"HARD WAY." IT MUST CONTROL EXPENSES.
INFLATION IS A PROBLEM WHERE GOVERNMENTAL
ACTION 1S ESSENTIALy; WHERE OUR NATIONAL
GOVERNMENT MUST BE THE PRIME MOVER. THIS
INCLUDES BOTH THE LEGISLATIVE AND EXECUTIVE
BRANCHES. A MUCH-NEEDED GOVERNMENTAL ACTION
IS THE PROSPECTIVE PASSAGE OF THE CONGRESSIONAL
BUDGET ACT, WHICH WILL GIVE CONGRESS A POWERFUL
TOOL IN CONTROLLING EXCESS EXPENDITURES.
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THE ADMINISTRATION MUST, AND WILL,
CONTINUE 1TS EFFORTS TO REDUCE, DELAY, AND
CUT BACK EXPENDITURES AT THE FEDERAL LEVEL,
THIS 1S NOT AN EASY JOB WHEN SO MANY DESIRABLE
PROGRAMS ARE SUGGESTED AND THE UNMET NEEDS OF

THE PEOPLE ARE SO CLEAR, ¥ Zhe prhdcl potvvsr
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THE HARD WAY ALSO MEANS A SOUND
MONETARY POLICY. AMONG OTHER JHINGS THIS
WILL MEAN =68 EASH INCREASES IN THE SUPPLY
OF MONEY AND CREDIT., FOR AWHILE THIS WILL
MEAN HIGHER INTEREST RATES -- BUT ONLY
TEMPORARILY., AS WE REDUCE INFLATION, INTEREST
RATES WILL FALL,
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WE ALL HAVE OUR PET WHIPPING BOY WHEN
IT COMES TO INFLATION, THE REAL CULPRIT
TODAY, AS IT HAS BEEN, IS EXCESSIVE DEMAND,
[DOUBLE DIGIT INFLATION 1S A RESULT OF DOUBLE

DIGIT INCREASES IN MONEY SUPPLY AND DOUBLE
/ DIGIT BUDGET DEFICITS. |

SOUND MONETARY AND FISCAL POLICIES

ARE AN ESSENTIAL PART OF THE ANSWER TO
INFLATION.
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WE ALL HAvVE OUR PET WHIPPING BOY WHEN
IT COMES TO INFLATION. THE REAL CULPRIT
TODAY, AS IT HAS BEEN, IS EXCESSIVE DEMAND.
[DOUBLE DIGIT INFLATION IS A RESULT OF DOUBLE

DIGIT INCREASES IN MONEY SUPPLY AND DOUBLE
/ DIGIT BUDGET DEFICITS.

]

SOUND MONETARY AND FISCAL POLICIES
ARE AN ESSENTIAL PART OF THE ANSWER TO
INFLATION.
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GOVERNMENT’S "HARD WAY" ALSO INCLUDES
SOME HARD THINKING ON NEW AND INNOVATIVE WAYS
10 MEET OUR INFLATION PROBLEM. THE FIRST
QUARTER OF 1974, WITH A 5% DROP IN GNP AND
A 10% INFLATION RATE, MAKES IT IMPEZRATIVE THAT
WE COME UP WITH SOME NEW AND BETTER IDEAS. WE
MUST FIND WAYS TO INCREASE PRODUCTION AND YET
MEET ANY PROBLEM OF UNEMPLOYMENT CAUSED BY
ECONOMIC RESTRAINT. NEW AVENUES FOR WORLD-
wlDE ACTION TO CONTROL COMMODITY MARKETS AND
PRICES ARE NEEDED. SECRETARY KISSINGER IS
ALREADY AT WORK IN THIS FIELD.
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GOVERNMENT MUST BE ALERT TO FIGHT
MONOPOLY POWER WHETHER IN LASOR OR IN
TNDUSTRY. —TIONOPOLY INEVITABLY REDUCES
SUPPLY AND CREATES ARTIFICIAL HIGH PRICES.

ALTERNATIVE AND INNOVATIVE FINANCING
METHODS MUST BE DEVELOPED TO PREVENT HIGH
INTEREST RATES)WHICH RESULT IN REDUCED
HOUSING PRODUCTION.

¥ Aoion T Ll Sraiel
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THE REGULATORY SYSTEMS MUST BE USED
TO INCREASE PRODUCTION IN INDUSTRIES WHERE
SHORTAGES EXIST. THIS MEANS A REVIEW OF
REGULATIONS AFFECTING PRICING, ENVIRONMENTAL
NEEDS, AND RESTRICTIVE PRODUCTION REQUIREMENTS
TO DETERMINE THEIR EFFECT ON SUPPLY. WE WILL
NOT GIVE UP OUR GAINS IN THESE AREAS, BUT
THEY MUST Bt CAREFULLY BALANCED AGAINST THE
NEED TO STOP THE INFLATION THROUGH INCREASED
SUPPLY. TAX CHANGES ARE ANOTHER ROUTE TO
PROVIDING INCENTIVES FOR INCREASED PRODBUCTION,
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THE TRADE REFORM ACT MUST BE PASSED
SO THE PRESIDENT MAY NEGOTIATE ELIMINATION
OF BARRIERS TO TRADE. THESE BARRIERS
PRESENTLY COST THE UNITED STATES SEVERAL
BILLION DOLLARS A YEAR IN THE FORM OF HIGHER
CONSUMER PRICES AND THE INEFFICIENT USE OF
RESOURCES. FREER WORLD TRADE WILL MEAN LOWER
CONSUMER PRICES AND MORE AND BETTER JOBS HERE
AT HOME.,
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WE NEED TO DEVELOP A COMMON UNDER-
STANDING AND AGRZEMENT THAT INFLATION IS A
WORLD WIDE DISEASE. INFLATION, UNCHALLENGED,
IS A MAJOR THREAT TO FREE ECONOMIES AND FREE
PEOPLES. |IT MUST BE CONTROLLED. 1 AM
PERSONALLY DEDICATED TO THIS GOAL. WITH A
DETERMINATION TO GO THE HARD WAY, WE CAN MEET
THIS THREAT.
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Should a Vice President rush in where economists fear to tread ?

I refer to the topic of inflation . I raise this question because of warnings
that the economists have been gyl wrong, that their credentials are being
challenged, and that a Vice President daring to address the issue of inflation
would be charged with inflating his own ego
Benjamin Franklin was -= among other things = an economist. He
having

was also agains\!\{a Vice President included in the table of organization

of the Federal Government . Franklin said that™ if they insist upon having

one, I shall address him as 'Your Superfluous Excellency '.

Vice President Alben W. Barkley, upon assuming office, comi xe‘utejtlwt
""inasmuch as I am about to enter upon the discharge of duties that require four
years of silence, I will be brief . "

Theodore Roosevelt thought the vice presidency was , as he put it ,
"really a fifth wheel'b‘f, He said '"it is not a stepping stone to anything but
oblivion(b? And he went on to comment that he woul}"rather be anybody,
say a professor of history, than Vice President . "

With all respect to Theodore Roosevelt, I am not seeking to become a
professor of history -~ & and certainly not a professor of economics . But
I am honored to serve as Vice President . : = .

TUPA)

Our institutions face a
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IN A NEW @erxr——-"
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sweeping challenge and the office of the vice presidency is charged with
ﬁ.—

important responsibilities .
When I became Vice President , I pledged to use whatever reputation for truth enc

AnD HONESTY

I acquired in the House) along with whatever capacity for reasonable SNNE

compromise I might possess/ to make this Government work better for the good

of all citizens . I believe the Vice Presidenchr\es:uts a unique opportunity,

making
F I;s perspective is both legislative and executive‘) Mssible b oth

communication and compromise.

As Vice President, I seek reconcilation, not recrimination .

While this may not be a spectacular role for the next three years , it is
the way I see it . I do not share the pessimism or withdrawal syndrome of
some of my predecessors. I envisage a vice-presidential function involving

—
responsible work for the future, mediating and

moderating differences , remaining open and flexible, to keep America great.

AND
It is in that spirit q\from that viewpoint that I address myself today

to an issue that transcends all branches of governmentf all political parties,

and affects all of our people . I refer to tthroblem of

inflation .



Inflation has become world public enemy No. 1. If

aa”

atomic war could be)a sudden heart attack destroying all

—LQeey 2a-
humanity, then inflation may Eﬁ(f?i‘ggﬁgiigthat could

cause a lingering death for the industrialized world.

Unless something is done, the cancer of inflation could

prove fatal.

The inflation rate in the United States last year was

/—-—-———.1
about 10%-J “Prew—iiae the highest rate since 1950. Higher

foo;KEEEBunbg for 50%,and energy prices125% of the rise.
/

N

Last month the rate was running in excess of 13%. We expect
to improve our performance by yearfend. Bubs ik dg. 85441 a

global plague. Whether you look at Communist countries or
conservative Switzerland, the disease is rampant. The United

States has done better than most countries, but all of us are
infected.

Some people view this without great alarm. They geem to
feel inflation is like the famous, or infamous, description
of sin -- "when first seen, viewed with terror; when next
seen, the terror is gonej and after many exposures, viewed

with saffection."



Some would have us resign ourselves to inflation

at current rates. They suggest we get "used to" the inevitable.

Good authority has proposed "indexing'so that inflation can
—

be neutralized by adlJusting the numbers. <SSt Ehis is

a potentially dangerous game.;

q:;g; indexes could become & political football.
Fairness to all would be impractical. And worst of all,
in the words of Arthur Burns,"If a nation of our traditions
attempted to make it easy to live with inflation... we would
slowly but steadily lose the sense of discipline needed to

pursue governmental policies with an eye to the permanent
welfare of our people."”
TODAY'S
Inflation such as we have in &= world EmEes must
be viewed with continuous alarm because inflation hurts.
-
1) lt hu more than 20 million American pensioners.
~
2) lt hurts the poor who spend the largest share
" of their iaeome on food.
3) 4t hurts the middle class by reducing the
value of their savings and their ability to

provide fully for themselves.
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L) It hurts because it gives reason to hoard
things, to spend and not save, to live for
today and forget tomorrow.

5) If hurts because it disrupts our canital

markets. Who will lend money, at what interest
rate, with an unknown but increasing inflation

rate on the horizon? What is the proper return on
equity when inflation strikes? ©No one knows. Thus
inflation threatens our ability to obtain capital

investment, the basic ingredient needed for increased

production and lower prices.

 —
The U. S. spends 74 too small a portion of its Gross
National Product on investment. Based on 1969-19T71
averages, gross private and government investment was
but 18% of Gross National Product in the United States.
Only the United Kingdom had as low a percentage. For
example, Italy spent 22%, France 2T7%, and Japan s

tErraamsee- 387 .

6)J[nflation hurts because it causes us to overstate the

profits of industry. Paper gains due to inflation gé,rs
“wer 2 false sense of prosperity. One of the reasons
for today's low market multiples certainly is doubt

about what is now reported ésgffofit.
aldowFriceo

Further, m_depreci ation M&ﬁa’(bm«g/
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—— "01d historical costs addg to our problem of obtainin
N Coot/ puch

increased capital investment. epreciation

will not begin to replace equipment at new higher

costs.

As a result a substantial amount of capital erosion is

corporations were under-depreciating their plant and

equipment by more than T billion dollars.

7) Finally, inflation hurts because it ultimately could
destroy our confidence in the ability of government

to govern.

What must be done to stop the pain of inflatiom?
I believe there is no easy way -- only a "hard way."

It will be a long and difficult effort. It will
require public support and a willingness to go the "hard
way," but it must be done.

The hard way means:

Resisting the easy road of a "quick fix" by a tax

cut that means more, not less, inflation.
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Resisting +the temptation to treat the symptoms by
reingtituting overall price and wage controls.

Controls have now been dropped. Temporarily, they
were helpful, but they proved -- as they have in the past -~
to be no long-rangeg solution.

Our experience with controls indicates:

l. Controls do not prevent inflation, they merely

shi€t it around from one area to another.

2. Controls cause shortages both by interfering

with efforts to incredase production and by
stimulating exports.

3. Controls create inequities and unfairness in

their administration.

4. Controls are costly and inefficient.

@4/\(@«(,\ kimjited and specific controls may be appropriate for
temporary use onlbm

The hard way necessitates:

Reducing westeful consumption. Oune result of the energy

crisis has been a discovery of the virtues of reduced gasoline

consumption by many of our citizens. Q—gm

SgeRy e i e daa e e . We have

learned that less{;riving resulted in fewer accidents,
more home life, more use of our city parks and museums, and
other unforeseen benefits. A conscioug effort By all citizens

to woid wasteful use of resources will help control inflation.
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It may also improve the quality of our lives.

Also, the "hard way" will means a refusal to panic

or to hoard. We must guard against the temptation to buy

for quick gain and beyond our need.

The hard way will require us to retain our

confidence in the free market system. Its ability to

increase production and restrain prices has been proven
in the past.

Much of our history reflects our capacity to
produce more than we can consume. Our free economy system
can do this again. The turn-around in United States
agricultural production is good evidence of this capability.
Whest prices have fallen from a high of adout $6.00 to the

neighborhood of $3.80 -- still a good price for the farmer.

And government, too, must teake the "hard way."

it must control expenses. Inflation is

problem where governmental actionis essential; where our
national government must be the prime mover. This includes
both the legislative and executive branches. A much-needed
governmental sction is the prospective passage of the
Congessional Budget Act which will give Congress a

powerful tool in controlling excess expenditures.

The Administration must, and will, continue its
efforts to reduce, delay, and cut backs exnendditures at the

federal level. This is not an easy Jjob when go many desirable
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programs are suggested and the unmet needs of the pepple are

so clear.

The hard way also means a sound monetary policy. Among
other things this will mean less lavish increases in the supply
of money and credit. For awhile this will mean higher interest
rates -- but only temporarily. As we reduce inflation, interest
rates will fall.

We all have our pet whipping boy when it comes to

inflation. et ——

mfhe real culprit ¢ today, £BS

4
. o - T R e S T
S#pe as it has -m beery' qu is HPpPZ@p excessive

"demand.

Sound monetarzﬂpolicies are an essential part of the

answer to inflation.

Government's "hard way" also includes some hard thinkinung

on new and innovative ways to meet our inflation problem. The

first quarter of 1974, with a 5% drop in GNP and a 10% inflation
rate, makes it imperative that we come up with some new and
better ideas. We must find ways to increase production and yet
meet any problem of unemployment caused by economic restraint.
New avenues for world-wide action to control commodity markets
and prices are needed. Secretary Kissinger is already at work

in this field.

Government must be alert to fightrmonopoiy'power whether

in labor or in industry. Monopoly inevitably reduces supply and

creates artificial high prices.
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Alternative and innovative financing methods must be
developed to prevent high interest rates which result in
reduced housing production.

The regulatory systems must be used to increase

production in industries where shortages exist. This means
a review of regulations affecting pricing, environmental needs,
and restrictive production requirements to determine
their effect on supply. We will not give up our gains in
these areailbut they must be carefully balanced against the

need to stop the inflatiom through increased supply.

1325 changes are another route to providing incentives for
increased production.

The Trade Reform Act must be passed so the President
may negotiate elimination of barriers to trade. These
barriers presently cost the United States several billion

dollars a year in the form of higher eonsumer prices and the

inefficient use of resources. { )

Freer world trade will mean lower consumer prices and more

and better Jobs here at home.

e & A
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We need to develop a common understanding and

agreement that inflation 1s a worldwide disease, whiSh—mzsd
—

emieer O O D so-e-d qr;;ation, unchallenged, is a

major threat to free economies and free peoples. It must

be controlled. 1 am personally dedicated to this goal.

S L ST R e o A —

a determation to

go the hard way, we can meet this threat.
“S——
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Should a Vice President rush in where economists fear to
tread? I refer to the topic of inflation. I raise this
question because of warnings that the economists have been
wrong, that their credentials are being challenged, and that
a Vice President daring to address the issue of inflation
would be charged with inflating his own ego.

Benjamin Franklin was -- among other things -- an
economist. He was also against having a Vice President
included in the table of organization of the Federal
Government. Franklin said that "if they insist upon having
one, I shall address him as 'Your Superfluous Excellency-'"

Vice President Alben W. Barkley, upon assuming office,
commented that "inasmuch as I am about to enter upon the
discharge of duties that require fouf years of silence, I will
be brief."

Theodore Roosevelt thought the vice presidency was, as
he put it, "really a fifth wheel." He said "it is not a
stepping sﬁeng to anything but oblivion." And he went on to
comment that he would "rather be anybody, say a professor of‘
history, than Vice President.”

With all respect to Theodore Roosevelt, I am not seeking
to become a professor ofvhistery -~ and certainly not a
professor of economlcs. But I am honored to serve as Vice
President. Our institutions today face a sweeping challenge
and the office of the vice presidency is in a new context

charged with important responsibllities.
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When I became Vice President, I pledged to use whatever
reputation for truth and honesty I acquired in the House, along
wi?b whatever capacity for reasonable compromise 1 might
possess, to make this Government work better for the good of
all citizens. I believe the Vice Presidency presents a unique
opportunity. Its perspective is both legislative and executive,
making possible both comaunication and compromise.

As Vice President, I seek reconciliation, not
recrimination.

While this may not be a spectacular role for the next
three yecars, it is the way I see it. I do not share the
pessimism or withdrawal syndrome of some of my predecessors.

I envisage a vice-presidential function involving éesponsible
work for the future, mediating and moderating differences,
remaining open and flexible, to keep America great. It is in
that spirit and from that viewpoint that I address myself
today to an issue that transcends all branches of governnent
and all political parties, and affects all of our people. I
refer to the problem of inflation.

Inflation has become world public enemy No. 1. If atomic
war could be portrayed as a sudden heart attack destroying all
hu.anity, then inflation may be seen as a cancer that could
cause a lingering death for the industrialized world. Unless
something is done, the cancer of inflation could prove fatal.

The inflétion rate in theAUnited States last year was
about 10%, the highest rate since 1950. Higher food prices
account for 50%, and energy prices, for 25% of the rise. Last
month the rate was running in excess of 13%. We expect to
improve our performance by year's end. But it is still a
global plague. Whether you lock at Communilist countries or
conservatlive Switzerland, the disease 1is rampant. The United
States has done better than most countries, but all of us are

infected.

Some people view this without great alarm. They seem

{(more)
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to feel inflation 1s like the famous, or Iinfamous, description
of sin -- "when first seen, viewed with terror; when next seen,
the terror 1ls gone; and after many exposures, viewed with
'affection.“

Some would have us resign ourselves to inflation at
current rates. They suggest we get "used to" the inevitable.
Good authority has propcsed "indexing" so that inflation can
be neutralized by adjusting the numbers. This is a potentlally
dangerous game. The indexes could become a political football.
Pairness to all would be impractical. And worst of all, in
the words of Arthur Burns, "If a nation of our traditions
attempted to make it easy to live with inflation...we would
slowly but steédily lose the senge of discipline néeded to
pursue governmental policies with an eye to the permanent
welfare of our people.”
| Inflation such as we have in %oday's world must be
viewed with continuous alarm because inflation hurtsg.

"1) It hurts more than 20 million American pensioners.

2) It hurts the poor who spend the largest share of
their income on food.

3) It hurts the middle class by reducing  the value of
their savings and their ability to provide fully
for themselves.

k) It hurts because it gives reason to hoard things,

to spend and not save, to live for today and forget
tomorrow.

5) It hurts because it disrupts our capital markets.
Who will lend money, at what interest rate, with
an unknown but increasing inflation rate on the
horizon? What is the proper return on equity when
inflation strikes? HNo one knows. Thus inflation
threatens our ability to obtain capital investment,

the basic ingredient needed for increased production
and lower prices.

The U.S. spends too small a portion of its Gross
National Product on investment. Based on 1969-1971
averages, gross private and government investment
was but 18% of Gross National Product in the United
States. Only the United Kingdom had as low a

percentage. For example, Italy spent 22%, France 27%,
and Japan 38%.

{more)
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6) Inflation hurts because it causes us to overstate the
profits of industry. Paper gains due to inflation
provide a false sense of prosperity. One of the reasons
for today's low market multiples certainly 1s doubt about
what 1s now reported as profit.

Further, depreciatlion allowances based on old historical
costs add to our problem of obtaining increased capital

for investment. Cash flow provided by such depreciation
will not begin to replace equipment at new higher costs.

As a result a substantial amount of capital erosion 1is
now going on. Economist George Terborgh estimates that
in 1973 American nonfinancial corporations were under-
depreciating their plant and equipment by more than

7 billion dollars.

7) Pinally, inflation hurts because it ultimately could
destroy our confidence in the ability of government to
Govern.
- What must be done to stop the pain of inflation? I believe
‘there is no easy way -- only a "hard way."

It will be a long and difficult effort. It will require
public support and a willingness to go the "hard way," but 1t must
be done.

The hard way means:

Resisting the easy road of a "quick fi1x" by a tax cut that
xxmeané more, not less, inflation.

- Resisting the temptatlion to treat the symptoms by
feinstiﬁuting overall price and wage controls.

Controls have now been dropped. Temporarily, they were
helpful, but they proved -- as they havekin the past -- to be no
lcng~fange éolution.

- Our experience with controls indicates:

1. Controls do not prevent iInflation, they merely shift
it around from one area to another.

2. Controls cause shortages both by interfering with efforts
to Increase production and by stimulating exports.

3. Controls create inequities and unfairness in their
administration.

4, Controls are costly and inefficient.

In extreme cases, limited and specific controls may be
appropriate for temporary use only.

The hard way necessitates:

Reducing wasteful consumption. One result of the energy

"~ crisis has been a discovery of the virtues of reduced gasoline

consumption by many of our citizens. We have learned that less

(more)
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driving resulted in fewer accidents, more home life, more use of our

city parks and museums, and other unforeseen benefits. A conscious

effort by all citizens to avoid wasteful use of resources will help

control inflation. It may also improve the quality of our lives.
Also, the "hard way" will mean a refusal to panic or to hoard

We must guard against the temptation to buy for quick gain and

beyond our need.

The hard way will requlre us to retain our confidence in the

free market system. Its ability to increase production and restraln

prlces has been proven in the past.

Much of our history reflects our capacity to produce more
than we can consume. Our free economy system can do this again. The
turn~around in United States agricultural production is good evidence
of this capability. Wheat prices have fallen from a high of about
$6.00 to the neighborhood of $3.80 -~ still a good price for the
farmer.

And government, too, must take the "hard way." It must

control expenses. Inflation 1s a problem where governmental actlon

‘is essential; where our national government must be the prime mover.
This includes both the legislative and executive branches. A much-
needed governmental action is the prospective passage of the
Congressional Budget Act which will give Congress a powerful tool
in controlling excess expenditures.

The Administration must, and will, continue 1ts efforts to

- reduce, delay, and cut back expenditures at the federal level. This

.1s not an easy job when so many desirable programs are suggested and

the unmet needs of the people are so clear.

The hard way also means a sound monetary policy. Among

VOther things thls wlll mean less lavish increases in the supply of
money and credit. For awhile this will mean higher interest rates --
but only temporarily. As we reduce Inflation, interest rates will
fall.

We all have our pet whipping boy when it comes to inflation;
Tpe real culprit today, as it has been, is excessive demand. Double
,digit inflation is a result of double digit increases in money
‘supﬁly and double digit budget deficits.

(more)
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Sound monetary and fiscal policies are an essential part of
the answer to inflation.
Government's "hard way" also includes some hard thinking

on new and innovative ways to meet our inflation probiem. The first

quarter of 1974, with a 5% drop in GNP and a 10% inflation rate,
makes 1t imperative that we come up with some new and better ideas.
We must find ways to increase production and yet meet any problem of
unemployment caused by economic restraint. New avenues for world-
wide action to control commodity markets and prices are needed.
Secretary Kissinger 1s already at work in this fleld.

Government must be alert to fight monopoly power whether in
labor or in industry. Monopoly inevitably reduces supply and creates
artificial high prices.

Alternative and innovative financing methods must be
developed to prevent high interest rates which result 1in reduced
housing production.

The regulatory systems must be used to increase production
in industries where shortages exist. Thls means a review of
regulations affecting pricing, environmental needs, and restrictive
production requirements to determine their effect on supply. We
will not give up our gains in these areas, but they must be
carefully balanced against the need to stop the inflation through
increased supply. Tax changes are another route to providing
incentives for increased production.

The Trade Reform Act must be passed so the President may

negotiate elimination of barriers to trade. These barriers
presently cost the United States several billlon dollars a year in
the form of higher consumer prices and the inefficient use of
resources. Freer world trade will mean lower consumer prices and
more and better jobs here at home.

We need to develop a common understanding and agreement
that inflation 1s a worldwlde disease. Inflation, unchallenged, 1s
a major threat to free economles and free peoples. It must be
controlled. I am personally dedicated to thils goal. With a

determination to go the hard way, we can meet this threat.
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