How Not to Tinker
With the Economy

Saturday Review

December 13, 1969

“The relation between demand and supply can be stabilized by
reducing demand, or by increasing supply. The latter is certainly
a more typical American solution than the defeatist policy of
reducing demand through depression and unemployment.”

by JOHN F. WHARTON

y father was a visionary, but
\ \/ I with limitations. He might have

believed a prediction that his
son would see a man step on the moon,
but, being a staunch Republican, he
would never, never, never have be-
lieved a prediction that a Republican
administration would deliberately try
to lower the American standard of liv-
ing. Yet that is exactly what is hap-
pening. Of course, the politicians do
not talk about it in such terms. They
use phrases such as “cooling the econ-
omy” to “control inflation,” meaning
that they intend to reduce the cost of
goods and services in terms of dollars.
This would be fine if their policies had
no other effects. But there are other ef-
fects, which will prove disastrous.

By adopting restrictive money pol-
icies, the government hopes to cut
down business activity, stop business
expansion, and create unemployment,
even to the extent of a “mild depres-
sion.” It is hoped that this will so re-
duce the demands of consumers that
the producers will have to reduce
prices. What is certain is this: Cutting
the production of goods and services
at a time when the number of people
needing such goods and services is
rapidly increasing will mean there is
less and less to go 'round. Hence, the
over-all standard of living must fall.
The very rich will feel it very little;
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they can bid for anything they want.
The poor will feel it the most. The rest
of us will suffer in varying degrees.
But the over-all result is certain: If a
country is producing a certain quan-
tity of goods to supply a certain quan-
tity of people, and you cut the supply
but increase the number of people,
then there will be fewer goods per per-
son available.

I am quite sure that very few Ameri-
cans realize this, because very few
Americans think in terms of economic
realities. Here is a simple illustration
of a monetary proposition: If the
dollar cost of goods is reduced by 20
per cent but the reduction is achieved
by reducing your dollar income by
40 per cent, are you better or worse
off? Most of us can figure that one out
very quickly, but how many think to
apply it? There is an even simpler
proposition which is constantly disre-
garded: The true wealth of a country
consists of the goods and services
available to the citizens; money is the
equivalent of wealth only when it can
buy such goods and services.

However, if you ask someone to de-
fine a “prosperous man,” he will usu-
ally state it in terms of money—so
many dollars of income and so many
dollars of capital. Such a definition is
only true if the dollars will enable the
man to procure the goods and services
needed to make him truly prosperous.
This means food, clothing, housing,
medical care, educational facilities,
protection from fire and crime, plus a
reasonable amount of what people call
“luxuries.” Usually, money can pro-
cure all these, but not always. Doesn’t

anyone remember World War 11 when
money could not buy you a new Cadil-
lac (they weren’t being made)? My
wife broke her foot while in Moscow;
had I been Aristotle Onassis I couldn’t
have bought her a wheel chair; there
was no such thing for sale. (Fortu-
nately, the American Embassy loaned
us one.) Money, therefore, is only one
factor in economic problems. The cur-
rent high priests of economics talk as
if it were the only one.

The so-called inflation (it should be
called “rising prices in terms of dol-
lars”) that has been going on in this
country for the past fifteen to twenty
years is not a money inflation in the
classic sense. Mr. Johnson's recklessly
unbalanced budgets did make the mon-
etary factor a vastly important one,
but there are two other even more im-
portant factors that go back much
further in time. The first of these is
the historic success by many groups
of workers in raising their standard
of living, usually through unioniza-
tion. All kinds of workers—from truck
drivers to teachers, from trained
nurses to garbage collectors—began
in the late 1930s to demand and get
higher wages and salaries that enabled
them, in those days, to obtain more
true wealth. However, when these in-
creases were not offset by labor-saving
machinery and other forms of in-
creased productivity, they added to
the cost of production and distribu-
tion. The producers accordingly raised
prices, and the service industries
raised their charges.

It is not difficult to understand the
reason for the demands of many of
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these groups. It always amazed me
that our society took for granted a
“working class” that would perform
arduous tasks—such as nursing the
mentally sick, or teaching large classes
of ill-behaved children, or driving
heavy trucks for long stretches—and
be satisfied with a comparatively low
standard of living. But, nonetheless,
wage and salary increases, like mark-
ups, do add to the dollar price of the
goods and services. Just tinkering
with the money system won't cure it.
It can, however, touch off a real de-
pression.

The second factor that has upset
the whole economy is the sudden, star-
tling growth in the population. This
has created an enormous, steadily in-
creasing demand for goods and serv-
ices. In our free enterprise economy
this naturally resulted in a seller’s
market, and the sellers found to their
delight that there were plenty of peo-
ple who could earn, obtain credit for,
or take from capital, the dollars nec-
essary to pay the increased dollar
prices. All of which led many people
to seize on a phrase such as “the afflu-
ent society,” deluding themselves into
thinking we were all doing fine. We
weren’t, we aren’t, and, if the current
policies are carried through, things
are going to get worse.

Fifteen or twenty vears ago it be-

came apparent that a population ex-
plosion was coming. A few wise
statesmen saw the signs and were
troubled. The late Adlai Stevenson
was one; I remember discussing it
with him in the middle 1950s. He went
right to the heart of the matter with
comments such as: “We have to start
thinking now about how we are going
to feed and house all these people.
Consider the feeding problem when
ten to twenty thousand new mouths
come into our economy every week!
How are we going to house them; will
we build dreary anthills like the apart-
ments one sees in Moscow? Can our
utilities supply the extra power that
will be needed? Going further, what
about the schools and hospitals—and
the teachers, the doctors, nurses?”
Mr. Stevenson was talking economic
realities. He realized that the growing
generations would require what we
might call “currently necessary goods
and services”—food, houses, clothing,
education, medical care, protection
from violence—all of which necessi-
tate more factories, power plants,
and training centers necessary to in-
crease this production. (For brevity's
sake, I will use the initials CNG&S to
stand for the foregoing.) And the big
questions centered on the problem of
how those requirements could be met.
I did not worry then too much about

“Chap from the silent majority.”
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those questions because I believed the
saying of a famous economist: A brain
and two hands come into the world
with every mouth; put those brains
and hands to work turning out CNG&S
and they will support themselves.
What never occurred to me was the
possibility that these brains and hands
would not be given that sort of work.
But that is what is happening.

President Eisenhower’s administra-
tion began building a military-indus-
trial complex that grew so rapidly that
its horrified creator took pains, in his
farewell address, to warn us against
it. The warning went unheeded. Man-
power was not being poured into work
that would result in CNG&S. Man-
power was used to build, not schools,
hospitals, or clothing factories, but
plants for the production of non-con-
sumer goods—bombs, planes, poison
gas, germs for war use. Manpower
was diverted in large gquantities for
military purposes, which meant not
only soldiers but people to turn out
innumerable reams of paper work.
As the Vietnam war has escalated,
more and more manpower has been
diverted, and this process will con-
tinue as long as the conflict lasts.

It is said, of course, that all this is
necessary for national security. How-
ever, if I may digress briefly, it docs
not seem to have given us much se-
curity; in all my seventy-five years [
have never seen such fear of foreign
enemies. The truth is that the pursuit
of security in today’s world calls for
more imaginative approaches than the
narrow military ones. A world govern-
ment sounds far-fetched only to those
who do not comprehend the implica-
tions of total power in an age without
effective boundaries.

Meanwhile, I am certainly not op-
posed to a reasonable percentage of
manpower being allocated to our
security requirements, for what little
value it may have. And whether the
current percentage is or is not rea-
sonable, the fact remains that the
present program means that the de-
mand for CNG&S increases while the
supply does not. And this brings about
another problem. Since many workers
in the military-industrial complex are
well paid, they can outbid the teachers,
doctors, nurses, firemen, and police-
men for anything in short supply. No
wonder prices rise.

Until the current policies went into
effect, we struggled with these prob-
lems chiefly in two ways: 1) we en-
couraged the expansion of facilities
that supply CNG&S, and also of plants
that furnish the power needed to keep
such facilities going; 2) we began,
without realizing it, to accept a lower
standard of living in many ways. We
concealed this by talking about an af-
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fluent society and worrying whether
labor-saving machinery, if called auto-
mation, would leave no work to be
done—when the economy was desper-
ately in need of manpower for all the
service industries.

Affluent we were not. If protection
from crime is an essential element in
prosperity, we were and are not even
prosperous; even the rich cannot pre-
vent their wives and daughters from
being raped, kidnapped, and murdered
in their own houses. Take an honest
look at economic realities and what do
you find? There may be a few places
where the standard of living has risen,
but certainly the declines outnumber
the advances. Rooms get smaller, ceil-
ings lower, and walls thinner; the
dreary anthills of Moscow begin to
look not so different. In “luxury apart-
ments,” we sometimes find one outside
door, so that a distinguished guest
coming in may meet the garbage com-
ing out. More and more people are
buying automobiles, but the manufac-
turers are continually recalling them
to repair discovered defects; how many
undiscovered defects are there? Educa-
tional facilities are overtaxed. So are
medical. If you need an operation, un-
less it is critical, you may wait months
before a room is available; your doctor
may order private nurses for you, but
you discover none is available. Repairs
of any kind take longer and longer.
Examples are endless.

If, on top of all this, the govern-
ment’s policy halts industrial expan-
sion, building is slowed down, and no
new training facilities are established,
things will clearly get worse. And the
next desperate remedy—wage and price
controls—won’t help; they will not in-
crease the supply of CNG&S. On the
contrary, they may restrict the supply
still further.

Make no mistake about it. The pres-
ent plan and the economic arguments
that are advanced to support it say
clearly and unequivocally that corpo-
rate profits must be cut, which means
that wages and salaries and dividends
will be lowered, and that more people
will suffer the indignity of unemploy-
ment—all of which will produce a re-
duction in demand. Reducing demand
means reducing your standard of living.
If you want a four-bedroom house, be
satisfied with a three- or even two-
bedroom dwelling; if you are accus-
tomed to a diet that includes beef every
day, include beef only once a week.
And so on, and so on.

In the nineteenth century, when the
working classes were comparatively
powerless, high interest rates and re-
duced business profits could reduce
demand and force the workers to take
lower wages. The result could be a re-
duction of prices in terms of money.
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But can anyone believe, today, that 9
per cent money will cause sanitation
workers readily to accept a cut in
wages that forces a lower standard of
living on them?

I have not mentioned the one govern-
ment policy that has some merit—the
announced determination to balance
the federal budget. For a fantastically
unbalanced budget superimposed on a
stagnant production system can pro-
duce a monetary inflation concomitant
with a depression—as the Germans dis-
covered in the 1920s and Americans
would do well to remember today. But
even here we find the same underlying
attack on prosperity. Federal expendi-
tures that might benefit the civilian are
being cut much more sharply than
military-industrial expenditures. There
is no plan to stimulate CNG&S.

But is there any possible alternate
policy? Of course, there is. The relation
between demand and supply can be
stabilized by reducing demand, or by
increasing supply. The latter presents
just as many problems as the former,
but if there are to be any constructive
answers to Adlai Stevenson’s ques-
tions, this is the only policy that will
supply them. It deals with economic
realities, not merely monetary factors.
It is certainly a more typical American

“solution than the defeatist policy of

reducing demand through depression
and unemployment.

The opposing theories can be stated
briefly. The anti-prosperity drive is try-
ing to handle the money problem; if
this requires us to reduce our standard
of living, that’s just too bad. If we don’t
like it, we can go and lump it. The
prosperity advocates want to increase
our standard of living by an enormous
expansion of the supply of CNG&S and
find a solution to the money problem
that fits such increase. This means that
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we must adjust monetary policy to the
needs of the population, and not sub-
ject the population to the tyranny of
money policies. Many of the old guard
will cry out that this can’t be done.

It can be done, if enough Americans
want to do it. I have often despaired
over the things our citizens have se-
lected as the things they don’t want to
do. I have never despaired over the
ability of Americans to meet any chal-
lenge when they made up their minds
to do it.

lived through the days in the 1930s

when our production system was
stagnant. I saw it put back to work
with such vigor that it supplied both
guns and butter during a bitter war—
a war as difficult as the war against
poverty that so many politicians talk
about. While in Washington during the
Second World War, I was delighted to
see how seldom we war workers said,
“It can’t be done”; how often we said
only, “How do we do it?”

I can still recall vividly the night I
sat in my hotel lobby and heard a
presidential address on the radio. The
situation was critical. England desper-
ately needed certain war matériel; the
war might be lost without it. We had
shipped it in a convoy, but the grim
question remained whether the ships
would get through the German subma-
rine wolf packs. In all reality, the odds
were against it; perhaps they should
have turned back. But the President
concluded with three short sentences
about the ships. I can still hear his
voice: “They must get through. They
can get through. They will get
through.”

They did get through. We won that
war. We can win the war against pov-
erty. But not by turning back to depres-
sion and destroying prosperity.
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The Silenced Majority

by CHARLES FRANKEL

hat is the place of majority
opinion in a democracy?
What is the President’s ob-

ligation to public opinion? These are
questions that go to the heart of the
democratic process. They ask us to
look beneath rhetoric to the complex
realities. And President Nixon has im-
plicitly raised them by appealing to
a ‘“silent majority” that, he claims,
supports the course he is taking in
Vietnam. Even if Mr. Nixon is right
that this majority is behind him, I am
not persuaded that, as a matter of
principle, he has employed the right
criterion for justifying his position.
Majority opinion is a curious and
elusive thing. As the polls teach us,
as the ebb and flow of public reaction
on Vietnam suggest, people’s opinions
on a public issue depend very much on
how the issue is posed to them, and
on the circumstances in which they are
asked to express themselves. A minor-
ity today may well be a majority to-
morrow, depending on what transpires
between today and tomorrow. More-
over, majority opinion on a particular
issue may not in fact express opinion
on that specific issue. It may express

a general party loyalty; it may express
the individual’s sense that he should
go along with a coalition of interests
with which he is broadly sympathetic
even if he disagrees with the particu-
lar policy at issue; it may reflect sim-
ply his judgment that he does not
know enough to have a reliable opin-
jon on the specific question he has
been asked, and his decision, there-
fore, to accept the opinion of people
in authority.

Thus, it may be the case—although
no one knows—that a majority of
Americans are on President Nixon's
side with regard to his policy in Viet-
nam. But it is hard to say what this
proves. Simply out of loyalty to their
President, many Americans would no
doubt support Mr. Nixon if he fol-
lowed a course diametrically opposed
to his present one. A President, by
posing issues in one way or another,
makes and unmakes majorities. His
deepest obligation is not to the ma-
jorities that come together and fall
apart in this way. It is to a different
and more important kind of majority.

The bet is a good one that most peo-
ple in the United States, though they
disagree on many things, nevertheless
want to go on disagreeing within a
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“Did a smartly dressed youngish woman rush
past here frantically shouting ‘Linda, Linda’ ?”
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framework ol toleration and mutual
respect. The country has had, in many
respects, a harsh history. But when it
has worked, despite its heterogeneity
and tendencies to violence, it has
worked because a sufficient number
of people have wanted to play by these
rules. The primary obligation of the
President of a constitutional democ-
racy is to maintain the conditions that
keep such people numerous and strong
and in a position to moderate the pub-
lic contest. He does not have to follow
their opinions on each and every is-
sue; in fact, they will probably have
conflicting opinions on many issues.
But he has to ask what the impact of
his policies is on the situation of
people who want to make the clectoral
process function, and who want to
keep the country together as a polit-
ical community.

From this point of view, if no other,
the indefinite continuation of the war
in Vietnam is bad public policy. Some
of the people who belong to this ma-
jority reasserted themselves in the
moving demonstration in Washington
in November. For a moment, civiliza-
tion snapped back. The attention of
the nation was caught by a display of
civility and self-discipline rather than
violence and abusiveness. But the ma-
jority to which such people belong re-
mains in danger of being silenced.

Two successive administrations have
carried this process far down the road.
Twice in the last five years the over-
riding issue in Presidential elections
has been Vietnam, and twice a major-
ity has spoken through the ballot and
has voted against the candidate most
closely identified, by his words or his
history, with a policy of deep or in-
definite involvement there. Admitted-
ly, it is difficult to read a single mean-
ing into the results of any national
election. But it would take a hardy
man to say that the American elec-
torate showed indifference to the
problem of Vietnam in either of these
elections, or that they expressed ap-
proval of the policies that continue
to keep us mortgaged, for a dateless
future, to the Thieu-Ky regime. Yet,
the elected administrations of the
United States have behaved, with re-
gard to Vietnam, as though these elec-
tions hadn’t happened.

This is to undermine those—surely
the majority—who want to believe in
elections, and who do not want to see
the country split into warring camps.
It is to leave them helpless and, in
effect, silenced, caught between a gov-
ernment that does not seem to take
elections seriously and a vocal minor-
ity eager to condemn “the system” as
a fraud. A government cannot follow
the majority on every issue, but nei-

(Continued on page 51)
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