TWENTIETH ANNIVERSARY OF THE

EMPLOYMENT ACT OF 1946
AN ECONOMIC SYMPOSIUM

338

SUPPLEMENT TO
HEARING

BETFORE THE

JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

EIGHTY-NINTH CONGRESS
SECOND SESSION

Invited Comments
on
DIRECTIONS FOR THE FUTURE

&

Printed for the use of the Joint Economic Committee

U.S. GOVERNMENT PRINTING OFFICE
66-221 0 WASHINGTON : 1966

For sale by the Superintendent of Documents, U.8. Government Printing Office
‘Washington, D.C., 20402 - Price 50 cents




JOINT ECONOMIC COMMITTEE
(Created pursuant to sec. 5(a) of Public Law 304, 79th Cong.)

WRIGHT PATMAN, Texas, Chairman
PAUL H. DOUGLAS, Illinois, Vice Chairman

HOUSE OF -REPRESENTATIVES SENATE
RICHARD BOLLING, Missouri JOHN SPARKMAN, Alabama
HALE BOGGS, Louisiana J. W. FULBRIGHT, Arkansas
HENRY 8. REUSS, Wisconsin WILLIAM PROXMIRE, Wisconsin
MARTHA W. GRIFFITHS, Michigan HERMAN B. TALMADGE, Georgia
THOMAS B. CURTIS, Missouri JACOB K. JAVITS, New York
WILLIAM B. WIDNALL, New Jersey JACK MILLER, Iowa
ROBERT F. ELLSWORTH, Kansas LEN B. JORDAN, Idaho

JAMES W. KNOoWLES, Ezecutive Dircctor
‘JOHN R. STARK, Deputy Director
MARIAN T. TRACY, Financial Clerk

HAMILTON D, GEWEHR, Administrative Clerk

) ECONOMISTS
WiLLIAM H. MOORE ‘GEORGE R. IDEN
NELSON D. McCLUNG DONALD A. WEBSTER (Minority)

SPECIAL COMMITTEE ON THB T'WENTIETH ANNIVERSARY OF THE EMPLOYMENT ACT

oF 1946
GROVER W. ENSLEY, Chairman
GERHARD COLM RAYMOND J. SAULNIER
WALTER W. HELLER HENRY C, WALLICH

44



CONTENTS

Introduetion . _ e

STATEMENTS
ORGANIZATIONS

National Planning Association, Washington, D.C________________._____

Chamber of Commerce of the United States, Washington, D.C__________
Federal Statistics Users’ Conference, Washington, D.C________________

INDIVIDUALS

Allen, William R., professor of economics, University of California, Los
Angeles, Calif. ... _____________ o _______
Angell, James W., professor of economies, Columbia University, New
York, N.Y e
Aschheim, Joseph, professor of economics, the George Washington Univer-
sity, Washington, D.C_ _ . _________________ oo ...
Ba.umoi\,I gVilliam J., professor of economics, Princeton University, Prince-
ton, N.
Baxter, Nevins D., assistant professor of finance, Wharton School of
Finance & Commerce, University of Pennsylvania, Philadelphia, Pa._ .
Bollit% George H., professor of economics, Brown University, Providence,

Buckingham, Walter, head, department of economics, Drexel Institute of
Technology, Philadelphia, Pa__ . __________________________________
Col{}elyg.nd, Morris A., professor of economics, Cornell University, Ithaca,
Daniel, Eleanor 8., director of economic research, the Mutual Life Insur-
ance Co. of New York, New York, N.Y______________________._____
Fishman, Leo, professor of economics, West Virginia University, Morgan-
town, W. Va
Freund, William C., chief economist, the Prudential Insurance Co. of
America, Newark, N.J.; adjunct professor of finance, Graduate School of
Business, New York U'niversity, New York, N.Y_____________.__.__
Harris, Seymour E., professor of economics, University of California, La
Jolla, Calif__ . __ . _ ...
Heller, Walter W., former Chairman, Council of Economic Advisers;
professor of economics, University of Minnesota, Minneapolis, Minn . _
Hirsch, Werner Z., director, and professor of economics, University of
California, Los Angeles, Calif__________ ______________________.._._
Kendrick, John W., professor of economics, University of Connecticut,
Storrs, Conn
Keyserling, Leon H., former Chairman, Council of Economic Advisers;
president, Conference on Economic Progress, Washington, D.C______
Kindleberger, C. P., professor of economics, Massachusetts Institute of
Technology, Cambridge, Mass_ .. _________________________________
Klein, Philip A., associate professor of economics, Pennsylvania State
University, University Park, Pa_______________________________.___
Leberéott, Stanley, professor, Institute of Industrial Relations, University
of California, Berkeley, Calif__ _________.________________________"
Leiserson, Mark W., associate professor of economics, Yale University,
New Haven, Conn___ ______ . __________ ...
McCracken, Paul W., Edmund Ezra Day University professor of business
administration, University of Michigan, Ann Arbor, Mich____________

14
15

21
24
27
33
35
159
38
46
48
51

54

60 -

63
69
72
77
86
88
96
97
99



v CONTENTS

McDonald, Stephen L., professor of economics, the University of Texas,
Austin, Tex____ .
Matthews, C. A., professor of finance; chairman of the department of
finance and insurance, University of Florida, Gainesville, Fla__________
Mund, Vernon A., professor of economies, University of Washington,
Seattle, Wash_____ _______ . ______ o ___ .
Norton, Hugh 8., professor of economics, University of South Carolina,
Columbia, S.C_ _ . e
Nourse, Edwin G., former Chairman, Council of Economic Advisers;
guest scholar, The Brookings Institution, Washington, D.C___________
Pierson, Frank C., centennial professor of economics, Swarthmore College,
Swarthmore, Pa___ _______ .~
Sa}g.nct, Walter 8., senior staff, The Brookings Institution, Washington,
Schmidt, Emerson P., economic consultant, Washington, D.C__________
Schmidt, Richard N., professor of statistics, State University of New
York at Buffalo, Buffalo, N.Y__________________________________.___
Schnitzer, Martin, professor of business, Virginia Polytechnic Institute,
Blacksburg, Va__________________________________ ______________.
Sprinkel, Beryl W., vice president and economist, Harris Trust & Savings
Bank, Chicago, IN__ ______________ . __.
Stein, Herbert, director of research, Committee for Economic Develop-
ment, Washington, D.C__________________________________________
Sonne, H. Christian, chairman of the board, National Planning Association,
Washington, D.C____________ .
Taft, Philip, professor of economics, Brown University, Providence, R.I._
Tongue, William W., professor of economics and finance, University of
Illinois, Chicago, IN_____________________ . ___ T __
Triffin, Robert, Pelatiah Perit professor of political science, Yale Uni-
versity, New Haven ,Conn_______.____________ . ___________________
Viksnins, G. J., assistant professor of economics, Georgetown University,
Washington, D.C___________________._ o _..______.
Voorhis, Jerry, executive director, the Cooperative League of the U.S.A.,
Chicago, IN__ . ____ ]
Walker, Charls E., executive vice president, American Bankers Associa-
tion, New York, N.Y._ _____
Weidenbaum, Murray L., associate professor of economics, Washington
University, St. Louis, Mo____ . ____ _
Yeager, Leland B., professor of economics, University of Virginia, Char-
lottesville, Va.__ . ___.____________ e e

Page
101

104
109
110
120
125

128
132

135
139 -
141
143

153
159

164
168
169
179
182
188
190



INTRODUCTION

On February 23, 1966, the Joint Economic Committee held a
hearing on the operation of the Employment Act of 1946. This was
to mark the 20th anniversary of tlk)le signing of the act. At that
time the committee heard from Members of Congress and individuals
who had active parts in the administration of the act during the two
decades. The committee had the advice in the selection of witnesses
and arrangements for that day’s hearing of a group of five economists
who had served under the act either as members of the Council of Eco-
nomic Advisers or with the staff of the Joint Economic Committee or
the Council of Economic Advisers. They were:

Grover W. Ensley, Chairman
Gerhard Colm

Walter W. Heller

Raymond J. Saulnier

Henry C. Wallich

The 1-day symposium proved to be a unique form of congressional
hearing, producing advice and counsel as to wherein the act and its
administrators had succeeded over the years, wherein they had fallen .
short, and as to what should be done in the future. The participants
at the hearing were urged to extend or supplement their oral com-
ments if they so desired.

While preparing for this 1-day symposium, the committee had in
mind soliciting also the views of a large number of other experts
who could not have been present to testify within the limitations of
a 1-day hearing in Washington, D.C. The committee, accordingly,
reviewed the list of witnesses, who had at one time or another testified °
and been helpful to the committee and, with the exception of those
who had gone on to other positions in the Government, asked for
additional comments focuse particularl?' upon the future; as the
invitation for their views expressed it, “as to the direction which
(f)llllght to be taken in administering and living with the act in the

ture.

The invitation sent by Chairman Wright Patman in behalf of the
Joint Economic Committee, asking for these views as a part of the
20th year “stocktaking” reads:

“The 20th anniversary of the enactment of the Employment
Act has recently been observed. But what of its future? What
changes can and should we expect in the respective roles of the
Federal Government, acting in cooperation with industry, labor,
and the State and local governments, as the act requires, in pro-
viding for a stable and growing economy ?

“An all-day bipartisan symposium on February 23 brought
forth much a%out the workings and accomplishments under the

act. These accomplishments are, indeed, impressive. No less
1




2 THE EMPLOYMENT ACT OF 1946

important, however, are the problems, opportunities, and di-
rections for the future. L _
“On one or more occasions you or your organization have
participated in the hearings of the Joint Economic Committee or
in_studies made under the Employment Act as an invited con-
tributor to the discussion of current economic problems. Be-
cause you have this working knowledge of the act, I would like
to ask you, on behalf of those interested in its objectives, to
help us again by expressing your views or thoughts involving

the act and economic policies in the future. .

“The enclosed record of the 20th-anniversary symposium will
provide some background. Within the limits of a 1-day hear-
ing we could not on that occasion hear from all of those such as
yourself who have helped thus far, but we would appreciate
your views as to the direction which ought to be taken in ad-
ministering and living with the act in the future. Your state-
ment need not be long.”

In response to our invitation, we have now received a thoughtful
and provocative set of comments from organizations and individ-
uals—all of whom have had opportunity to become familiar with
activities under the act. Needless to say, we very much appreciate
this added evidence of cooperation by these individuals and organi-
zations.

The comments which follow (arranged in alphabetical order) de-
serve the careful consideration of all the friends of the Employment
Act and those who believe in its objectives. Successes in stabilizing
and promoting the growth of the economy since the end of Worl
War II only serve to make it more urgent that we strive harder to
understand economic forces and improve the economy and society in
the future.

The statements are presented with a minimum degree of editing
consisting chiefly of the deletions of those portions of the replies
which had no bearing on the principal statement, particularly letter-
heads and signatures.

While we feel that the views expressed will be helpful and of inter-
est to all members of the committee and the public concerned, the
statements, of course, reflect the individual views of the correspond-
ents and do not necessarily reflect those of the committee or its indi-
vidual members.




DIRECTIONS FOR THE FUTURE

STATEMENT BY THE NATIONAL PLANNING
ASSOCIATION®

The 20th anniversary of the passage of the Employment Act pro-
vides an occasion for taking stock of the event to which the policies
and institutional framework established under that act could be made
to serve better the needs of coming decades. The time appears oppor-
tune not only because a third decade is beginning according to the
calendar, but because new tasks intimately associated with the orig-
inal objectives of the Employment Act have come to the fore and old
tasks have changed their urgency. Equally important to the great
changes in conditions and outlook during these 20 years is the fact
that we, as a nation, are concentrating much more on economic and
social problems, such as poverty, discrimination, and improvement of
the quality of our environment, which have existed for a long time.
Moreover, we are today in a better position to appraise the effective-
ness of policies and institutions available to an alert democracy for
_dealing with these tasks.

In recent years we have had.what has been characterized as the
greatest experiment under the Employment Act: in addition to initi-
ating, as in the past, programs to counteract a recession when it
occurred, we have been tailoring Government expenditure, tax, and
monetary policies to lead beyond recovery into a period of sustained
economic expansion. And we have elected to pursue these policies
under conditions of growing balance-of-payments difficulties.

Thus, this is a particularly propitious time for reexamining the
objectives of the Employment Act, for appraising the policy instru-
ments which have been used or could be used under it, for specifying
the information required for making policy recommendations, and for
considering what adjustments in the institutional arrangements under
the act appear warranted.

1 NPA has been interested in problems of economic growth and stabilization
since 1943 when it began a series of studies in the field. The studies led to a
report, National Budgets for Full Employment, which proved of value in draft-
ing the Full Employment Bill of 1945—the forerunner of the Employment Act
of 1946.

NPA commemorated the first decade of the act by issuing the special report,
“The Employment Act, Past and Future,” edited by NPA Chief Economist
Gerhard Colm. On the occasion of the act’s 20th birthday, the February 1966
issue of the Association monthly report, “Looking Ahead” presented the state-
ment, “The Employment Act—20 Years' Experience and the Future” which is
reprinted above.

3




4 THE EMPLOYMENT ACT OF 1946

I. OLp anp NEw OBJECTIVES OF THE EMPLOYMENT AcCT

A. Full employment.

Combating widespread unemployment such as that experienced
during the Great Depression was and still is the primary objective of
the Employment Act. The high degree of unemployment which ex-
isted until most recent months is quite different from the kind of
unemployment feared 20 years ago. Recent unemployment is not
the result of depression, but of inadequate rise in employment op-
portunities. Unemployment of this kind affects particularly the
extraordinarly large number of young workers and, as we have
come to recognize increasingly, those workers who are unfavorably
located, who suffer racial discrimination, or who lack the skills re-
quired by modern technology. Underemployment, by which is
meant both working fewer hours than desired and holding a job
below the level of ability, similarly is receiving greater attention.
More job opportunities and reduced unemployment facilitate the
fight against racial discrimination. Also, with reduced unemploy-
ment, it becomes of increasing importance to improve the matching
of jobseekers and job opportunities through education, training, and
relocation of people or industries.

B. Full employment for what?

The Employment Act of 1946 established the Federal Govern-
ment’s responsibility for determining targets and policies for “max-
imum employment, production, and purchasing power,” This for-
mulation of objectives was in terms of total amounts, but left open the
question of in what directions and to what purposes the employment

and production would be applied. - In the meantime the American -

people have become conscious of the need explicitly to pursue specific
national goals, such as education, transportation, defense, urban re-
development, research, health, combating poverty and racial discrim-
ination, and improvement of the quality of our environment. The
pursuit of the maximum eémployment and production objectives,
however, is both a determinant of and determined by the use of re-
sources for these specific goals. Thus, in a way, the objectives of the
Employment Act are enmeshed in the pursuit of national goals and
the accompanying reconciliation of these goals with the utilization
of resources.

C. Sustaining growth and counteracting fluctuations

Adoption of the Employment Act was motivated by the virtually
unanimous concern that it is the Government’s responsibility to pre-
vent by countercyclical measures ‘the repetition of the downward-
spiraling effects of depression, such as took place during the Great
Depression of the 1930’s. In fact, in the decades since the passage
of the Employment Act, the recessions have been milder and shorter
than before. In recent years emphasis has shifted from mitigating
cyclical swings to sustaining a desirable rate of growth as a primary
goal under the Employment Act. However, it cannot be assumed
that economists will always be right in their diagnosis of the market
factors promoting or obstructing a desirable rate of growth. The
same is true of their proposals for policies needed in support of a
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desirable rate of growth. Nor can it be taken for granted that legis-
lative and administrative implementation of such policies will always
be adequate. Therefore, it is prudent to assume that fluctuations can
still occur, so that we must perfect the policy devices to deal with
them.
D. Rising incomes

Economic expansion requires rising incomes and growing markets
provided by consumer expenditures, business investment, and Gov-
ernment puarchases. In our economy, consumer expenditures are,
and are expected to remain, the mainstay of expanding markets. In
the long run, lifting the incomes of individuals above the “subsist-
ence” level by increasing their productive capacity can make the
greatest contribution to increasing earning power of poverty groups
and thereby to expanding markets. Thus the antig)overty program
and some income-maintenance programs are not only socially desir-
able but also economically beneficial. For maximum effectiveness
they must be accompanied by a general growth in national income
and productive capacity. To the extent that an increase in incomes
accrues to those in lower brackets of the income pyramid, mass con-
sumption markets are apt to be expanded, and this is a condition
for continuing high employment and economic growth.
E. Price stabilization

In recent years, price rise has been a problem in most countries.
We have learned that “overheated” demand is not the only occasion
for price rise; even during periods of relative stagnation, prices have
occasionally risen as a result of cost increases and exercise of market
power. Combating cost-induced and market-power inflation is a
complex task requiring the cooperation of business, labor, and Gov-
ernment. Success in maintaining price stability during the expan-
sion of the early 1960’s does not permit us to conclude that this prob-
lem has been solved. The desired closer approach to full employ-
ment would probably test our methods and policies in this area.

F. Promoting technological advances and mitigating undesirable
consequences

During the 20 years since the adoption of the Employment Act, the
gace of technological innovation, led by automation and electronic

ata processing and controls, was stepped up. The newer techniques,
many of them revolutionary in character, generated in their wake
demand for different labor and managerial skills and brought about
certain undesirable consequences. While there now exists an increas-
ing recognition by business, labor, and Government of the need to
attain the desirable rate of technological advance with a minimum of
adverse side effects, the need for Institutional adjustments, as an
object of public policy, had not been fully recognized at the time the
Employment Act was adopted.

G. Intranational equilibrium
. Some geographic areas have lagged behind the rest of the Nation
m _their ability to maintain employment, in adaptation to tech-

nological change, and in the pursuit of specific goals such as educa-
tion and health. Not only are these hardships problems of public
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policy for the governmental bodies within the regions concerned,
but they adversely affect the economic development of the whole
Nation. While all regions cannot be expected to grow at the same
pace, it must be recognized that certain national policies have varying
regional consequences, and that such policies could be used also in
support of regional development.

H. International equilibrium

In recent years, the international ramifications of domestic policies
(such as the effects of U.S. monetary policy on the balance of inter-
national payments) and domestic ramifications of international poli-
cies (such as the absorption of resources by the U.S. role in the
defense of the free world) are of increasing importance. As well,
the economic policies pursued by other countries influence our domes-
tic situation as never before.- The felicitous phrase of the Employ-
ment Act “consistent with * * * needs and obligations and other
essential considerations of national policy” has assumed a new and
poignant meaning. The interactions between domestic and interna-
tional economic policies emphasize that an essential goal of the
Employment Act is the pursuit of the greatest possible degree of
harmony between policies in these areas.

Significant indicators
[Billions of dollars unless otherwise noted}

1st quarter | 3d quarter Change, +
Item 1961 (reces- | 1965 (latest | increase or
sion trough) | available) | — reduction

Federal Government finance, cash budget (seasonally ad-

$99.6 18126.5 +$26.9
94.8 122.0 +27.2
4.8 145 -.3

Addendum: net change in receipts may be attributed to—
Change in Federal tax rates (annual rate) reduction in
tax rates 2. . emceieaaas —17.5

Increase in social insurance tax rates. _ +3.0
Expansion of the tax base (annual rate) +41.7
Total. e ecc el +27.2

Gross national product (seasonslly adjusted annual rate,

1958 dollars) ' $482.7 $613. 0 +327.0
Public debt (average for quarter). $289.5 $317.7 +8$28.2
Public debt as a percentage of gro: 57.5 46.9 —10.6
Wholesale Price Index (1957-59=100) $101.0 $102.9 +1419
Consumer Price Index (1957-69==100) . .. ... o.ccoco... $103.9 $110.1 +46.0

1 Adjusted for nonrecurring 3d quarter expenditures.
2 Change in depreciation guidelines, the investment tax credit, the Revenue Act of 1964, and that portion
of’tge exci:e tax reduction passed in 1965 which was effective by the 3d quarter 1965.
ercent.
4 Percentage points.

II. PorLicy INSTRUMENTS AVAILABLE IN SUPPORT OF THESE
OBJECTIVES :

The Employment Act committed the Government to use “all prac-
tical means” to accomplish the purposes of that act. Wisely, it did
not specify what means should be used. Also, today and for the
future, the determination of the policy devices to be used should
depend on circumstances which cannot be foreseen. Nevertheless,
we have more experience today than we had 20 years ago as to what
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kind of policies can be effective and may need to be used. More-
over, policy devices have been developed which were not available 20
years ago.

A. Fiscal policies in support of economic growth

1. The experience of the last 20 years, and especially over the last
5 years since the bottom of the last recession, suggests that fiscal
policy, if adapted to prevailing conditions, can be a powerful instru-
ment in support of economic growth without necessarily undermining
the fiscal position of the Federal Government and without serious
inflationary consequences. A few figures illustrate the spectacular
development of recent years. (See table on p. 6.)

2. Effective fiscal policy in support of economic growth requires a
judicious combination of expenditure and tax policies. The best
combination of such policies changes with circumstances determined
by foreign and domestic policies, economic conditions, and social
priorities. At present, in the light of the possible need for increased
expenditures for defense and for implementation of the domestic
“Great Society” programs, a “wait and see” attitude is warranted
before commitments are made for further tax reduction that may be-
come again necessary and desirable at a future time.

B. Monetary policy )

Monetary policy affects investment outlays and the creation of
employment opportunities by making borrowing less costly or more
costly to consumers, business, and State and local governments, and
by affecting the availability of loanable sunds. Monetary and other
G);)vernment policies must be coordinated, and the “mix” of monetary
and fiscal policies must be continually adapted to the changing
domestic and international economic situation if the goals of the
Employment Act are to be realized. In most recent years this co-
ordination and use of a viable “mix” has been particularly important;
fiscal policy sought to stimulate the domestic economy, while the pur-
suit by monetary policy of the same objective was restrained by the
intention of dampening the outflow of volatile short-term money.

C. Science and technology policies

Twenty years ago science and technological development were re-
garded as endeavors of academic institutions and private enterprise.
Exceptions were research in the fields of agriculture and health, and
in development of atomic energy and certain weapons, which were
both regarded as temporary efforts. Today, mostly as the result of
the vast expansion of research in military and space technology, two-
thirds of the total national effort in research and technological devel-
opment is carried out or financed by the Federal Government. There
is no argument over the necessity of research and development to
meet the needs of the Nation’s defense. However, it is increasingly
recognized that science and technological knowledge are also an
essential factor of production and possibly the most promising factor
promoting economic growth, improving our competitive position in
the world, and contributing to human welfare.

While it is desirable and expected that a growing amount of re-
search and technological development will be independent of Gov-
-ernment financing, a Government policy in support of research and
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technological development is bound to play a continuing role in
the advance on the frontiers of human knowledge, in economic
growth, and rising productivity.

Basic research must find Government support in the United States,
as it does in other countries, to the extent that it exceeds resources of
private organizations. Examples are in space exploration, high
energy physics, oceanics, weather science, and medical science.

In some of these fields Government support is needed also in ap-
plied research, often in cooperation with private enterprise and
research organizations. It is essential to continue the development
of new organizational forms for such Government-business coopera-
tion. Experience such as with the techniques used in encouraging
civilian atomic power and space communication can be utilized in
this effort. The Government should also be concerned with the ap-
pr%priate dissemination of research findings, especially those made
under Government auspices. However, what practical uses in pro-
duction and distribution are made of advances in knowledge in gen-
eral depends, and should continue to depend primarily, on ingenuity,
talent, and initiative in private enterprise.

More study is needed to recognize both the socially beneficial and
the socially harmful consequences of technological advances as well
as the measures by which public and private policy can promote the
beneficial and mitigate the harmful effects through economic and social

adjustments. The American economy is a high-wage economy. Full.

employment, growth, and international competitiveness in a high-
wage economy depend on technological advances. In order to miti-
gate undesirable side. effects of such advances, policies promoting
technological developments need to be related to fiscal and other
economic and social policies in support of full employment and eco-
nomic growth.

P. Education, training, and labor market policies

The technological revolution is occurring in the factory, in the
office, and on the farm. As one result, the skills required of the labor
force are changing. Education, training, and other programs will
have to be continually adapted to the changing situation.

The economy will have to cope as well with an extraordinary in-
flux into the labor market in coming years (the babies of 1946-48).
The recent experience of a long, vigorous expansion that reduced
but did not solve the unemployment problem demonstrates that, in
the future, programs of training and retraining that stress skill and
incentive must go hand in hand with expansion of job opportunities.
Programs to deal with unemployment among youth and the aging
will be of special concern.

The U.S. Employment Service should be given the mandate and
the resources to make a greater contribution toward matching supply
of and demand for labor throughout the Nation. Further action
is needed to differentiate the activities of the Service from the un-
employment insurance system so that placement efforts are not con-
_ sidered merely an adjunct of benefit payments.

E. Price and wage policy

A policY on wages and prices designed to achieve “price stability”
(frequently called an “income policy” in Europe) is a vital part of
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a policy in support of economic growth. It can be a focal point for
management decisions and labor strategy. Also, the competitiveness
of American products in international markets rests largely on tech-
nological advances and on the course of prices and wages. Leaders
of NPA in the past have repeatedly emphasized the need to find a
solution for this problem. The general “guidelines” on prices and
wages set forth by the President are very important but their formu-
lation and implementation need to be reviewed from time to time
and their implications should be spelled out, especially for crucial in-
dustries. The guidelines gain in persuasiveness when the Federal
Government adheres to them with respect to Federal workers.

F. Regional policies

A consistent yet flexible approach to the problem of certain geo- -
graphical regions lagging behind the general economic advance is re-
quired on both economic and social grounds. The States and locali-
ties must play a major role in such an effort.

Among the elements of this approach will be an evaluation of the
regional consequences of Federal fiscal policy, particularly of in-
creased defense or of disarmament. Expanded grants-in-aid to sus-
tain regional economic development and pursue specific national goals
at the regional level are an important aspect of regional policies.
An effort should be made, however, to consolidate the great variety
of existing and contemplated grants-in-aid.

These regional policies will require a revitalization of State and
local government. Increased technical assistance to foster capabilities
at the State and local level, as in the various aspects of urban and
regional planning, will be desirable. Improved coordination of
Federal, State, and local policies will be necessary. Also, State and
local governments should continue to examine their institutional
structure to assure that they are responsive to new responsibilities as
they are assumed, the population shifts as they occur, and other prob-
lems as they arise.

G. Anticyclical policy

Policies and machinery must be held ready for action to deal with
economic fluctuations—either speculative booms or recessions. The
role of automatic stabilizers, such as the unemployment insurance
system, will continue to be essential, so that they should continuall
be reviewed and updated to assure that they are adequate to their
purposes. A further desirable instrument of this preparedness could
be a system of contingency tax changes or public works appropria-
tions that would be expedited through the executive-legislative proc-
ess. This would require legislation discussed below.

H. International economic policy

An important part of pursuing economic policies will be the ex-
plicit recognition of interplay between domestic and international
elements. Some of the elements that will be particularly relevant to
considerations under the Employment Act are:

1. A fundamental change in world conditions, which would per-
mit an arms reduction, would affect Government expenditures and
much of private production. We should, as far as possible, have
plans and programs ready for such an event.
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2. The contribution that the United States is able to make to de-
veloping nations depends in part on the adequate growth of the U.S.
economy. In an expanding economy, developed nations are more
likely to reach the target of the U.N. Decade of Development of a
capital flow (public and private) equal to 1 percent of the national
income going to develo?(ing nations. In turn, the economic growth of
developing nations is likely to spur their trade with the United States.

3. The health of the international monetary system will be an im-
portant part of the environment of the U.S. economy, both directly
and via the indirect effects on the economies of other nations (e.g.,
Great Britain). For this reason, the United States should continue
to work with other nations in an attempt to achieve the most effective
solution to the problem.

ITI. INFORMATIONAL REQUIREMENTS

A. Economic projections

. At the time of the passage of the Employment Act the usefulness of
the intermediate- and long-term projections available was not yet
proven. In the 20 years since, the improvements in and experience
with such projections, both in private and in public organizations,
have validated the contribution such projections can make to economic
growth and stability.

1. Quantified intermediate- and long-term projections of the over-
all economic development would provide orientation for Government
programs and private investment planning. Projections of this kind
should be included in the Economic Reports of the President.

2. A manpower budget projection, providing continual estimates
of present and. future demand-supply relationships for the various
industrial and occupational categories, is a vital tool in developing
appropriate programs in education, training, and labor market
policies. Such a budget would, for example, point out that, say 10
years hence, specific occupational groups (e.g., scientists and engi-
neers, urban planners) will be experiencing increased demand for
their services while other groups (e.g., machine tool operators, agri-
cultural workers) will be experiencing decreased demand.

3. It is particularly important to the development of fiscal policy
that medium- and long-term projections of Federal, State, and local
government expenditures and revenues be prepared and periodically
revised. Projections should also be made of private activities stimu-
lated by Government programs such as the housing insurance and
guarantes programs.

B. Program evaluation

Increased use of program evaluation is desirable to appraise the
impact of Federal programs on manpower and other resources; this
evaluation should include the non-Federal elements of programs
undertaken jointly with other government levels and the private
sector. Urban renewal, for example, will draw heavily on the re-
sources of all levels of government as well as those of the private
sector. Program evaluation would estimate the overall impact in
order to help formulate plans that would be of service to the various
advisory agencies in the Executive Office of the President and to the
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Congress. (Elaboration of this point was contained in the National
Planning Association’s joint statement entitled “Program Appraisal
in the Federal Government” released on December 13, 1965.)
C. Analysis of Government expenditures

For purposes of analysis, Government expenditures should be clas-

‘sified as follows: (a) expenditures for routine operation; (b) expend-

itures such as education, research, or hi%hwa,y construction, which
are especially important in furthering the growth and the rising
roductivity of the economy; and (c) expenditures for social wel-
are, some of which may also indirectly contribute to rising produc-
tivity. Such a separation would help evaluate the contribution
Government programs make toward increasing the Nation’s produc-
tive capacity.

D. Summaries of legislative recommendations

‘Even though the objectives of the Employment Act are imple-
mented by separate legislation, it would be useful if the Economic
Report contained summaries of all legislative recommendations made
by the President relating to the objectives of the Employment Act
and of their long-term costs and economic impact. This would make
easier the task of obtaining a coordinated picture of the executive
proposals and would facilitate the Joint Economic Committee’s
statutory role of providing a guide to the legislation relating to the
objectives of the Employment Act.

IV. INSTITUTIONAL ADJUSTMENTS

A. In the Ezxecutive

1. The technological advances since the passage of the Employ-
ment Act have made it desirable that the chapter dealing with tech-
nological change and R & D, included in a recent Economic Report,
be developed into an annual survey of current R & D progress, the
extent to which this progress is supported by the Federal Govern-
ment, and the proposed programs (e.g., by the National Academy
of Sciences). Such a survey could be either a part of the Economic
Report or a separate document coordinated with the Economic
Report.

2. The interrelations between the FEconomic Report, the Man-
power Report, other Presidential messages, and the desired reports
on R & D are many and complex. To achieve the goals of the Em-
Eloyment Act, coordination is required within the Executive Office

etween the Budget Bureau, the Council of Economic Advisers, and
the Office of Science and Technology. It may be desirable to insti-
tute special arrangements to improve administrative coordination,
although each office would still retain its direct responsibility to the
President. Also, improved coordination of these offices with other
agencies of the Federal Government continues to be desirable to
insure the greatest policy effectiveness.

B. In Congress—The Joint Economic Committee

-1. It would be useful if the Joint Economic Committee were to
play a %reater role in appraisal of relevant legislation ; this could be
accomp

ished, for instance, by testimony from the Joint Economic
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Committee members (majority and minority) in hearings on legis-
lative measures which vitally affect the American economy. The
appraisal would be particularly desirable in the case of providing
an overview of budget and tax policy. Reports by the Joint Eco-
nomic Committee that show the areas of agreement by members,
with attached supplementary or dissenting views, could work to-
ward giving the committee’s voice greater weight. )

2. In spite of the adoption of policies promoting sustained eco-
nomic growth, the possibility of recession or inflation exists. _There-
fore, the Government should be prepared to act promptly if a re-
cession or inflation occurs. For such preparedness it would be de-
sirable if Congress adopted in advance legislation directing a tax
change without effective date, which, in case of need, could be made
effective through a joint resolution of Congress if recommended by
the President and the Joint Economic Committee. Correspondingly,
Congress could adopt contingency appropriations which could speed
up suitable Federal or grants-in-aid programs. The authorizations to
spend the additional amounts could be triggered by the same joint
resolution process. Such arrangement would permit prompt action
without the need to delegate power to act to the President, which
Congress thus far has not been inclined to do.

3. As an adjunct function, the Joint Economic Committee has
engaged in several pioneering studies of issues and problems within
the realm of the Employment Act. These studies have been useful
and should be continued.

C. In the private sector

Growth-sustaining investment and technological progress in the
private sector are likely to be encouraged by realistic appraisal of
present and future economic developments (market potential, human
and physical resource availability, etc.) and by increasing familiar-
ity with the confidence in the Government’s role in supporting na-
tional economic growth. This dual objective might be furthered in
the following ways:

1. Greater use could be made by the Council of Economic Advisers
of the consultive committees with representatives of labor, business,
etc., as authorized in the Employment Act. Success in obtaining the
goals of the Employment Act within our framework of social and
economic institutions depends to a very large degree on the confi-
dence in the Government’s policies by business and labor. The con-
sultive committees would contribute to this relationship.

2. Intermediate- and long-term projections, made available by the
Government (or, if not, by private organizations), will help busi-
nessmen in their appraisal and help give a common orientation to .
the economic sectors. ‘ :

8. More vigorous exploration is needed of ways and means to help
management and labor in industries of crucial importance spell out
the formulation and implications of price-wage guidelines in a more
concrete form.

D. In State and local government

The Employment Act provided for cooperation and consultation
with State and local governments. The Public Works and Economic
Development Act of 1965 creates further encouragement for coopera-
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tion between the Federal Government, on the one hand, and State and
local governments and regional groupings, on the other hand. Full
use ofg the provisions of these acts should be taken by State and local
governments. Also, the Economic Report of the President might
include a chapter dealing specifically with regional development.

The Employment Act of 1946 was born out of the experience of
mass unemployment during the depression, on the one hand, and of
full employment during the war years, on the other. Yet, 1t was a
forwar -looking document committing the Government to a policy
of promoting “maximum employment, production, and purchasing
power” within the political and social framework of a society of
private competitive enterprise. It was a general charter of the Amer-
lcan people, to be implemented by a great variety of specific laws and
administrative measures. This act has stood the test of time under
conditions which in many respects differed drastically from those
anticipated by the legislators. Actual political, economic, social, and
technological conditions—national and international—have changed
during the past 20 years. Awareness of these conditions and of the
tasks which lie ahead has also changed. New approaches have been
initiated and will need further development. This requires imagina-
tive and flexible legislation and administrative implementation of the
objectives of the Employment Act which have been unfolding over
two decades.

The tasks to be met in the coming decades are quite different from
those envisaged when the Employment Act was adopted. Also, the
policy means and the informational guideposts now available to the
policymakers are different. New tasks require greater cooperation
between the public and the private interests in support of sustained
economic growth. Standby legislation is also needed” so that prompt
executive-legislative action can be taken to combat recessions if they
occur. For dealing with inflation resulting from cost increases and
market power, a generally acceptable solution has to be found. Also,
the international monetary problem presents a task still to be tackled.
And the consequences of the technological revolution now in progress
are still unknown.

While these changes in tasks and policies require further explora-
tion which, in many cases, may lead to specific legislation and admin-
istrative reorganization, they do not necessitate a rewriting of the
Employment Act of 1946. Like the Constitution, this basic act can
be adapted to changing conditions and tasks either by amendment or
by reinterpretation. Thus, each economic report of the President
and of the Joint Economic Committee of Congress has contributed to
a continuing reinterpretation of the act in the light of changing po-
litical, economie, technological, and social conditions, and, no doubt,
each future report will continue this process of amendment. Through
this and other ways of reinterpreting this basic mandate given the
Government 20 years ago, the Employment Act can continue to serve
the unfolding needs and will continue to merit the overwhelming
support of the American people.

86-221 0—66——2



STATEMENT BY THE CHAMBER OF COMMERCE OF THE
UNITED STATES

PREPARED BY CARL H. MADDEN, CHIEF ECONOMIST

The two decades of almost continuous prosperity and economic
growth since the passage of the Employment Act.of 1946 are a tribute
to the wisdom of the Congress in adopting the act in its present form
rather than the Murray full employment bill (S. 380). Population
growth and movements, an upsurge in family formation, ample sav-
ings flows, expanding markets, and, above all, a dynamic technology
that has caused business to invest heavily to remain competitive, have
vindicated the country’s faith in the enterprise system. The Employ-
ment Act contributed greatly to the postwar confidence of the public
by its assurance that Government would prevent a recurrence of the
disastrous depression of the thirties. Through their economic studies
and reports both the Joint Economic Committee and the Council
of Economic Advisers have added to economic knowledge and have
stressed the need to take an integrated view of legislative policy.

There is real danger, however, in the tendency of the Council’s
recent annual reports to shift the emphasis of economic policy to
long-range social problems. The danger is twofold : it suggests, con-
trary to our postwar experience, that a full employment policy and
high, sustained economic growth at stable prices, cannot meet many
social problems, such as poverty. At the same time, it implies (in-
correct]i)y) that economic policy alone is fully capable of solving other
social problems in the urban, human resource, and natural resource
areas. It is also disquieting to find the Council becoming an ad hoc
price enforcement agency. The administration’s guideline policy is
the result of erring on the side of inflation in its monetary and fiscal
policies as the economy approached capacity. In 1962 the Chamber
of Commerce of the United States supported tax reductions to un-
shackle the economy from wartime taxation levels. The tax measures
of 1962 and 1964 and the expansionary monetary policy between 1961
and 1965 were widely supported as appropriate for an economy
operating below capacity. But, the new economics, espoused by the
Council, calls for gudget surpluses—not deficits—along with tight
money, when unmistakable signs of inflation appear:

Far from advocating a legislative change, the national Chamber
believes that the Employment Act in its present form provides a
sufficient guide to national economic policy. It is not the act but its
implementation during the current inflation that disturbs the Cham-
ber. The powerful—and nondiscriminatory—weapons of monetary
and fiscal policy are available to combat both inflation and deflation.
The great legislative accomplishment of the Employment Act re-
quires an equally high order of economic statesmanship to realize
its goals.

14



STATEMENT BY FEDERAL STATISTICS USERS’
CONFERENCE

Because of the nature and objectives of our organization, our views,
of necessity, are limited and cannot deal with the broad aspects of
economic policy as will most of the views being submitted to you.

Because of the diversity of interests of our members, we often
have diverse views on economic policies. As you know, our primary
concern is not with economic policies as such, but with economic
data developed by Federal agencies to facilitate the making of policy
decisions and the implementation of economic programs. From this
point of view we are, of course, concerned with economic policies,
once established, because of the need for adequate, timely, and reli-
able information.

Aside from the essential uses made of economic data for the deter-
mination and carrying out of public policy, Federal statistics are an
important source of information for many nongovernmental users
in all sectors of the economy. Such data serve an important func-
tion in assisting these nongovernmental users to make policy and
operating decisions. We feel sure that the successful decisions made
in the private sector of the economy assist in achieving the policy

- of the Federal Government set forth in the Employment Act “to pro-

mote maximum employment, production, and purchasing power.”

The Federal Statistics Users’ Conference 1s an association of 154
business firms, labor unions, and nonprofit research groups who have
a common interest in Federal statistical programs and improvement
of information supplied by such programs. Our membership is
highly diversified. Aside from the three categories mentioned
above, our membership includes representation from many industries
such as banking and finance, insurance, manufacturing, retail trade,
printing and publishing, etc. These members make use of every
type of Federal statistical information published.

We believe that the 20th anniversary of the enactment of the
Employment Act provides a timely occasion for an appraisal of the
objectives of the act and the institutional framework established
under it. And, certainly it is timely to review and appraise the
economic information that has been developed over the past 20 years
which has been used in making policy recommendations. It is also
opportune to anticipate the information needs of the future in the
light of changed conditions and emphasis and degree of urgency.

There has been a tremendous advancement in the economic welfare
of the American people in the past 20 years. While there are many
factors responsible for this, the Employment Act, its administration,
and the policy instruments used under 1t, has made a major contribu-
tion to this advancement.

15
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Tue Rore oF THE JoinT Economic CoMMITTEE

The Joint Economic Committee, established as the legislative
machinery for administering the act, has also made a vital contribu-
tion in the past 20 years. Its hearings and studies have greatly
expanded our knowledge of economic theory, our understanding
of the workings of the economy' and appropriate policy, and have
stimulated an Increasing interest in such policies. .

While the Federal Statistics Users’ Conference was not established
until November 1956, it has worked very closely since that time with
the Joint Economic Committee and particularly with its Subcommit-
tee on Statistics. Although it may not have been envisioned at the
time the Joint Economic Committee was established, that committee
has become a strong voice urging and defending adequate and proper
economic statistics. It has played a vital, necessary, and leading role
in the development of improved statistical programs. We pledge our
continued support and cooperation to the work of the committee.

While the conference has not taken a specific position on the role
that the Joint Economic Committee should play in the future, it
would seem that the committee’s contribution would be enhanced
if it played a greater part in appraising all the legislative recom-
Klendations maﬁe by tlg)e President that relate to the Employment

ct.

: EvALUATION OF STATISTICAL PROGRAMS

One of the functions of the Conference is to make a continuing

evaluation of the various Federal statistical programs, current and
long range. In November 1960, the Conference adopted ‘A Long-
Range Program for the Improvement of Federal. Statistics.” (As
with the Employment Act, it is now timely to reappraise this
program.)
. The Committee on Long-Range Improvements in Federal Statis-
tics, in its detailed examination of more than 250 suggested needs for
improvement, established certain general criteria for the evaluation
of those proposals and for the continuing examination of existing
programs. It recognized, however, that there is no single frame-
work, no single overall set of criteria against which all existing and
proposed statistical programs can be evaluated.

Because we have suggested that current and future information
needs be examined and evaluated, by whatever instruments of gov-
ernment or otherwise, we think it worthwhile to enumerate the cri-
teria used by the Conference to guide it in its evaluations. These
are:

“l. Statistical programs which serve multiple and widely felt
needs should have priority over those which serve limited pur-

es.

“2. As a corollary to this criterion, every statistical program,
existing or proposed, should be considered in terms of possible
uses to which the information can be put and should be designed
to provide optimum usefulness for these different purposes.

“3. New programs, or existing programs, which have been
substantially expanded: should not be further expanded until the
information made available from the previously expanded pro-
gram has met the test of usefulness. .
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“4. Competing demands for limited resources require both
users and producers of statistical data to make a contmumﬁ
evaluation of the relative usefulness of existing and propose
programs. New programs should not be initiated at the ex-
pense of essential existing programs. At the same time, alleged
needs of existing programs should not be used as a means of dis-
couragéng the development of new and promising ideas. )

“5. Existing data sources should be used as fully as possible
as an alternative to starting a new statistical program.” )

Aside from these incomplete criteria, the Conference also gives
consideration and emphasis to three areas of major importance to
users: (1) timeliness, (2) geographic detail, and (8) product detail.

IaproviNgG FEDERAL StaTIsTICAL PROGRAMS

Because economic policies of the future must be based on sound
reliable information, the Federal Statistics Users’ Conference believes
that Federal statistical programs must be under constant review. In
its statement before the Joint Economic Committee in February
1964, during the hearings on the January 1964 Economic Report of
the President, the Conference called for a full-scale review of statis-
tical programs. The Conference also places particular emphasis on
the importance of establishing priority needs for improvement in
statistical information with a view to giving guidelines for the
future development of statistical programs.

The Joint Economic Committee, since its inception, has contributed
notably to the improvement of Federal statistics. The Conference
has testified regularly before the Joint Economic Committee in its
hearings on the Economic Report of the President to point out areas
for review and for the establishment of priority needs. Some areas
worthy of careful review include:

Manpower, employment and unemployment statistics—The Pres-
ident’s Committee to Appraise Employment and Unemployment
Statistics proposed an el: Eorate program for the improvement of
these data. Work is now underway to implement some of these rec-
ommendations. It is worth considering whether this work is going
forward rapidly enough to meet the problems of the last half of the
1960’s and whether it is being directed to those areas where the need
for information is likely to be most critical over the next few years.

Statistics on consumer income and expenditures—The economy’s
heavy reliance on markets for consumer goods and services as the
foundation for national economic prosperity suggests that a careful
reexamination of the numerous statistical series bearing upon con-
sumer income and demand may be worthwhile. Is it prudent to
place such a heavy reliance upon an assumption that observed past
relationships between disposable income and consumer expenditures
are adequate for use in forecasting the course of the economy? Do
we need to inquire more deeply into factors affecting consumer ex-
penditures?

Housing statistics.—There is a growing concern about the lack of
adequate information not only on vacancies but also on available
housing inventories and on housing market activity. Efforts to close
this data gap in the past few years have been largely unsuccessful.
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While efforts to improve information on the production of housing
(housing starts, construction put in place) have received some
needed additional resources, data affecting the demand for housing
are generally lacking.

Economic impact of Federal activities—The Federal Govern-
ment’s purchases of goods and services amount to about 11 percent of
the Nation’s total output. Statistical reporting of Federal procure-
ment and other activities which affect the economy is very limited.
The efforts now underway to improve these data need to be looked
at and appraised as to their effectiveness in overcoming existing

 statistical gaps..

Agricultural statistics.—It has become commonplace to talk about
the revolutionary changes which have taken place in American agri-
culture in the last 25 years. Although the Government’s statistics re-
lating to crop and livestock production are in the process of being
substantially improved, other statistics relating to agriculture do not
clearly reflect the changes which have occurred. Are the present data
adequate for appraising policy alternatives?

Regional information.—Demand for subnational demographic and
economic statistical information continues to grow. Many of these
new demands arise from programs authorized by Congress in legisla-
tion passed in the last few years. Among these are: the Economic
Opportunity Act, the Federal-Aid Highway Act of 1962, the Appala-
chian Redevelopment Act of 1965, the Elementary and Secondary Edu-
cation Act of 1965, and the Public Works and Economic Development
Act of 1965. :

A number of these new programs call for all kinds of information
about local areas which were nowhere on the agenda of information
needs 5 years ago—from the point of view of governmental policy.
Considerations of cost, disclosure, and reporting burden pose many
questions which are not fully resolved, but considerable progress has
been made in some areas to overcome these obstacles.

Technological advance, the development of new techniques in data
collection, and rapid expansion in the use of computers by all kinds
of organizations provide new opportunities for t%e development of
these data. Much of this potential could be unrealized for many years
to come if steps are not taken soon to assure a continuing flow of basic
information from the many sources newly available.

The Federal Government should make a detailed study of needs for
subnational demographic and economic data. This study should :

Emphasize fuller utilization of presently available informa-
tion without undertaking new programs.

Distinguish between those areas where the Federal Govern-
ment should concentrate its efforts and those areas where other
organizations, groups, and levels of government should concen-
trate their efforts.

In most cases, neither legislation nor administrative procedures pre-
cribe standards to assure that the information is unigorm as among
areas. For some kinds of information, the lack of uniform standards
may be unimportant in meeting the needs of a specific program. For
some kinds of information, as, for example, data pertaining to such
matters as population, employment, and income, the national interest
in having comparable data, gathered and compiled by standard
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methods, using commeon definitions, transcends the.immediate needs of
any particular program. Such information is so important that steps
should be taken to secure data which are comparable from one area
to another. Without comparable data there will be no common meas-
ure to evaluate the success or failure of specific programs or to decide
whether or not the existence, expansion, or curtailment of particular
programs should be the order of the day. -

e hope the Joint Economic Committee will exercise vigorous
leadership in seeing that steps are taken to secure the development of
basic data which are uniform throughout the county. By doing so, it
will promote economy, it will lessen the paperwork burden of respond-
ents to statistical inquiries; and it will assure that public policy
decisions are being made on the basis of reliable, comparable
information. .

Balance-of-payments statistics—Formerly a technical tool used
only by 1alists, balance-of-payments statistics are now being
more widely used for practical purposes by business and other de.
cisionmakers as well as by the Government. A continuing effort
should be made to encourage Congress to appropriate necessary
funds to support efforts to improve balance-of-payments statistics
in line with the findings and recommendations of the Review Com-
mittee for Balance-of-Payments Statisties.

Prices and productivity—The continuing debate about the ad-
ministration’s wage-price “guideposts” focuses new attention on the
accuracy and reliability of statistics on prices and measures of pro-
ductivity. The recent hearing of the Subcommittee on Economic Sta-
tistics of the Joint Economic Committee on price statistics was timely
and should lead to a better understanding of problem areas, inade-
quacies of current data, and to recommendations for improvement.

ApDITIONAL INFORMATION REQUIREMENTS

There is one other informational area which undoubtedly needs
serious consideration. The Conference itself has not taken an in-
tensive look into this question, nor taken any concrete position,
particularly so far as the Federal Government is concerned, but
will certainly consider it in the not-too-distant future.

The question might be phrased in this fashion: In view of the
wide range of economic data which have been developed and im-
proved in the past 20 years, would it not now be feasible and useful
to make more intermediate and long-range economic projections
that would assist governmental and private planning and eventually
contribute to further economic growth and stability? It would seem
logical that some projections of this kind could be included in the
Economic Report of the President.

CoNcLusIioN

The Employment Act of 1946 was the product of a certain time
and experience, but in the past 20 years the act and the instruments
crea.tedp under it have demonstrated their flexibility in meeting
satisfactorily situations and conditions not anticipated by the legis-
lators. Thus, it has proved to be a forward-looking document.
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Its objectives of promoting “maximum employment, produection,
and purchasing power” represent not just a policy commitment for
the g ederal Government, but one that shouf:io be subscribed to by
all segments of the economy. In the light of this, every effort should
be made to insure greater cooperation between the public and
private interest in sustaining economic growth.

The Employment Act can continue to be effective in meetin
current a,né) recurrent economic problems. In most cases, it shoulg
prove adaptable enough to meet new and changing problems as they
arise, but where this is not the case it certainly is subject to amend-
ment or reinterpretation.

The basic concern of the Conference, of course, is that whatever

policies are developed for the administration of the act they should be
founded on and supported by reliable information of maximum use-
fulness at minimum cost.




STATEMENT BY WILLIAM R. ALLEN
PRrOFESSOR OF ECONOMICS, UNIVERSITY OF CALIFORNIA, Los ANGELES, CALIF.

Among the objectives not explicitly included in the Employment
Act of 1946—along with a.voi({)ance of inflation and promotion of
“growth”—is equilibrium in the balance of international payments.

e have been reminded of such omissions several times in the commem-
orative symposium held last February (price stability: pp. 7, 12, 16,
17-18, 28, 60-61, 84 ; growth : pp. 8,12, 13, 16, 28; balance otP payments:
pp. 7,10, 13, 16;17-18, 28, 61, 84). But whereas inflation and growth
are given appreciable attention in the symposium papers, balance-of-
%ayments problems generally are given only a bow—typically sad,

ustrated, and grudging—as though the subject is really not quite
decent enough to be %iscussed in polite society. (Only Prof. H. C.
Wallich devotes as much as a couple of paragraphs to the balance of
payments (pp. 14-15-17-18), and his discussion of the matter is not, in
1ts entirety, one of the strong components of an otherwise sensible
and sane paper. Theory does not assert and history does not confirm
his view that “flexible [exchange] rates would get us from the frying
pan of payments imbalance into the fire of trade wars, exchange spec-
ulation, and accelerated inflation.” :

During the period of the Employment Act, most of the commercial
world has operated—floundered, staggered, lurched, and improvised
would be more descriptive verbs—under the arrangement of the Inter-
national Monetary Fund. The domestic purposes of the Employ-
ment Act and the international financial arrangement under the IMF
are quite incompatible. The two can give an impression of surviving
gracefully together only by compromising and reneging on the com-
mitments of the domestic goals or by ad hoc alterations in or im-
provised shoring up of the international scheme or by a combination
of the two.

This domestic-international, or internal-external, fundamental in-
compatibility can be readily indicated by listing several relevant na-
tional objectives. These objectives include:

a. Full-employment-with-steady-prices—All this is virtually one
word. Very largely, it is what the Employment Act is supposed to
be about. Neither “the discipline of the balance of payments” nor
anything else is passively to be allowed to circumvent the mainte-
nance of monetary and fiscal “autonomy” or “independence.” This is
a sacred goal.

b. Absence o ﬁgniﬁcant barriers to international trade and fi-
nance.—With Cordell Hull and the beginning of the reciprocal trade
agreements program in 1934, the United States has been the foremost
advocate of “freer” trade, of movement with all due haste toward
trade and investment barriers, if any, of only the simplest and most
nondiscriminatory sort at “minimal” levels. " But this is only a pro-
fane goal, subject to manipulation, machination, and accommodation.

21
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Still, the goal, the ideal persists, as manifested partly in the fact that
imposition or increase of import barriers often is done under the guise
of “gentlemen’s agreements” with foreigners and “friendly, patriotic
persuasion” of domestic importers of goods and claims.

¢. No curtailment o{ Government spending abroad—economic
aid, maintenance of Military Establishment, prosecution of Vietnam
war, etc.—for balance-of-payments purposes. This may not be quite
a sacred goal, for there are occasional alarums about the resources of
even this country being finite. But the alarums are generally ignored,
and ignoring any balance-of-payments constraint on Government
spending abroad (or, indeed, at home) is a principle with at least one
foot in heaven.

d. Indefinitely pegged exchange rates—Pegged but alterable ex-
change rates are the most conspicuous feature of the IMF arrange-
ment. Making the worst of two worlds—rates which are pegged but
(in contrast to the gold standard) not firmly pegged and which are
flexible but only sporadically and at governmental decree—this is
sure}fr the worst type of arrangement which the ingenious mind of man
could have concocted. But the freak, having been spawned, has been
-virtually deified in influential circles—although there is a seemingly
growing group of us heathens.

Existing theoretical literature makes clear that, even in the ab-
stract, the conditions and techniques of achieving and maintaining
joint internal-external equilibrium is a highly complex problem, at
least with pegged exchange rates. And with effective honoring of con-
straints imposed by the four objectives we have reviewed, the task of
obtaining persistent internal-external equilibrium is quite impos-
sible.

The foregoing suggests some observations:

(@) There are numerous variables—we have spoken in terms of
income components and balance-of-payments components—in analyz-
ing the vexing and involved problem of internal-external equilibrium.

(b) The existence of numerous variables implies that there are alter-
native general avenues to follow in affecting the state of the balance
of payments. To be sure, altering one variable or category of variables
will have repercussions on others, but the immediate impact of policy
can fall on any of a number of places. )

(¢) Any type of internal-external adjustment involves difficulties
and costs. There is no choice of general policy which will avoid all
compromises of preferences and objectives of all persons (if, indeed,
of any person). : .

(€) Not only are there various general approaches to adjustment,
there are different particular tactics in implementing a chosen ap-
proach. Basically, these tactics fall into two groupings: desired ac-
tions (e.g., reduction of imgorts, curtailment of capital outflows,
increase 1n saving) can be induced or they can be coerced.

(¢) For those who prefer inducement to coercion, on grounds of
political philosophy, administrative convenience, economic efliciency,
and the equity of impersonality, freely fluctuating exchange rates can
have a strong appeal. This is not to assert that advocacy of indefi-
nitely pegged rates invariably reflects fondness of authoritarianism,
administrative heavyhandedness, inefficiency, and inequity. Some-

1 Technical and algebraic material on the equilibrium problem omitted here.
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times it reflects a dubious hypothesis of abnormal mass psychology.
l;&nd sometimes it reflects a faillure to comprehend the nature of mar-
ets.

( {) All this does not encompass the further problem of how the
“dollar exchange standard” could be viable if somehow the United
States were to achieve and for long maintain equilibrium in its balance
of payments. On the one hand, will the rest-of the world forever re-
frain from a last, complete run on American gold if the United States
continues to have a balance-of-payments deficit? On the other hand,
can a growing world economy conveniently adjust to a situation in
which “liquidity” in the form of dollars fails to expand appreciabl
because of correction of the U.S. balance-of-payments deficit? Wit
freely fluctuating exchange rates, both questions would become irrele-
vant.

Even this brief recital is sufficient to indicate that a problem of
internal-external equilibrium is still with us. It is as apparent as any-
thing about the future can be that the problem will continue to exist.
In one set of manifestations or another, it is bound to persist so long
as we lack a genuine mechanism of balance-of-payments adjustment,
and, as was conceded even by Lord Keynes, one of the Bretton Woods
founding fathers, under the IMF arrangement there is no adjustment
mechanism. :

Prof. W. W. Heller spoke happily in the symposium (p. 37) of an
adopted combination of measures “designed to harmonize the demands
of” internal objectives and “external payments equilibrium.” He was
cautious enough not quite explicitly to claim complete success for this
design of policies—a claim which would be as incredulous as it would
be immodest. But even the cautious claim misses a point of funda-
mental concern: what we desire—at least what some of us desire—is
not a discretionary and ad hoc design of policy to direct and decree
market behavior but rather a design of institutions to induce and en-
gender behavior which yields internal and external equilibrium. And
one promising feature of such a design of institutions is freely fluctu-
ating exchange rates.



STATEMENT BY JAMES W. ANGELL

PROFESSOR OF EcoNoMIcs, CoLuMBIA UNIVERsITY, NEW YORK, N.Y.

The Employment Act of 1946 has been a major factor in producing
a miraculous transformation in thé life of the American people. In
consequence of this act and of other legislation passed in the same gen-
eral period, the old pattern of intermittent but violent economic re-
cessions and depressions has given way to one of increasingly modest
recessions or even mere slowdowns, and we may hope that the specters
of the breadlines and the apple sellers have been banished forever.

Nevertheless, experience has shown that the act contains both se-
rious internal inconsistencies and serious gaps in its statements of goals
and means.

The most serious inconsisténcy arises from the fact that “maximum
purchasing power”—which I interpret to mean reasonably stable
prices—may be impossible to achieve if at the same time we strive for
“maximum employment.” As the employment rate begins to approach
levels which we can regard as tolerable, prices often begin to shoot up,
too, as we have been discovering recently. This does not mean, of
course, that we must abandon one goal or the other. It does mean,
however, that the recognition and resolution of this potential contra-
diction between goals should be made an explicity stated further pur-
pose of the act, thus providing a firm foundation on which both ad-
ministrative action and any necessary additional legislation can be
based. We have no firm guidelines in these directions now, and too
much of vital importance is hence left to the inevitably varying and
often conflicting judgments of administrators or to emergency action
by the Congress.

The most serious gap in the act, I believe, is its failure to make any
explicit provision for orderly incorporation of the policies and actions
of the Board of Governors of the Federal Reserve System into its own
framework. Legally, in its operations the Board is independent of the
Federal Government as such. But this is an absurd situation, found
in no other major country. Monetary policy and fiscal policy are in
many if not all situations only two sides of the same coin. They
should be directed toward the same general objectives, and should be
implemented by mutually consistent measures. Yet only too fre-
quently we have witnessed virtually head-on conflicts over current
goals and methods, between the Board, on the one side, and the Treas-
ury or other organs of the administration, on the other. Such con-
flicts at best produce uncertainty and a probable retardation of our
growth rate, and at worst could inflict really serious damage on the
iecopcl)my. They should be completely prevented, presumably by new
egislation.

gIl‘he other great gap in the act is its complete failure to recognize the
severe limitations that can be placed on the implementation of our pri-
marily domestic economic policies by our international commercial and
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financial transactions. This limitation arises from the obvious practi-
cal requirement that we maintain something approaching equilibrium
in our balance of international payments—not with respect to any one
short period, of course, but at least with respect to our average posi-
tion over a period of several years taken together. This requirement,
which seemed to offer no difficulties in 1946, has had serious conse-
quences since about 1960, and now threatens to become crucially
important.
he basic fact of the matter is that as a nation we now have at least
five major economic and political objectives, but that it may not be
sible for us to achieve all five in full and at the same time. The
ve are the maintenance of a high rate of domestic economic growth,
and hence of employment (some may wish to state these two related
goals in the opposite order) ; the maintenance of reasonable stability
1n our price levels; the safeguarding of our military and political com-
mitments abroad ; the maintenance and increase of our economic aid
to less developed countries ; and the maintenance of substantial equilib-
rium over time in our balance of international payments. Failure
to achieve the last-named objective can easily bring us to the brink of
foreign exchange crises and even risk the disaster of an enforced de-
valuation of the dollar, thus imperiling a number of the other objec-
tives. Yet our experience in recent years shows that the combination
of rapid internal growth and the maintenance of our commitments
abroad—especially when large private capital exports are piled on
top—can prevent our coming even close to reaching international pay-
ments equilibrium on any sustained basis. The consequence has been
the devtaopment of a situation which we are finding increasingly diffi-
cult, and which may become intolerable. Then something wil{ have
to give—be sacrificed. The Employment Act of 1946 offers no guide-
lines, however, for the resolution of these conflicts of national objec-
tives. I believe it should.

Finally, the three main discretionary instruments or tools by which
we seek to achieve the goals of the Employment Act and our other
objectives are seriously defective in that even when used in combina-
tion, they cannot assure that smooth and steady overall economic
growth, and that quick and efficient adaptation to changed circum-
stances, which should be the ideal. They are powerful, but they often
work too slowly, or too jerkily, or fail to deal with important types of
gituations. First, monetary policy can be varied easily and quickly.
But while it can help check booms and also help with the balance of
international payments, it is ordinarily of little immediate assistance
in starting a recovery after a recession or even a mere slowdown of
activity. Second, the volume of Federal expenditures can also be
varied within considerable limits by administrative action, but the
effects of changes—especially of increases—take considerable time to
be felt widely. This is not a good short-term weapon. Third, broad
tax changes can have very powerful and quite immediate effects. But
under our present laws only the Congress can change our Federal
taxes. This meansthat such changes can usually be brought about only
after substantial delay, and that the decisions involved are often
strongly influenced by primarily political considerations. Increasing
tax rates is never pogular. To overcome these very substantial short-
comings in the use of our present tax system as an instrument of con-
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trol, I urge, as have many others, that the President be given the dis-
cretionary power to raise or lower tax rates by say 5 percent above or
below the rates previously set by the Congress. This power should
certainly extend to indivicﬁlal an(i' corporate income taxes, and perhaps
to other taxes as well. Its use can contribute greatly to the smoother
operation and the sustained even growth of our economy, without
trespassing materially on the powers of the Congress—which in any
event is not well constituted to deal with rapidly changing shortrun
contingencies.

The several problems I have described above are complicated. I be-
lieve, however, that the Congress must face up to them explicitly and
promptly. The Congress should both expand the array ofp major eco-
nomic objectives that are now set out in the Employment Act, and
state them clearly; should establish a broad order of priorities among
them to provide guidance in situatiohs when, as now seems to be the
case, they cannot all be pursued to the full simultaneously ; and should
prescribe, at least in general terms, any necessary additional tools of-
1mplementation.

uch of what I have proposed above will require further legislative
enactments, either as amendments to the Employment Act itself or in
the form of new laws. I think, however, that we must make up our
minds soon as to what we really want to achieve, and then act. We
live in a world of rapid change, and time will not wait for us.
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I. Tae CHANGE oF QRIENTATION

The 20th anniversary of the Employment Act is a fitting occa-
sion for renewed consideration of the act’s objectives. Under the im-
pact of changing times, the suitability of even the broadest economic
policy objectives must itself be subject to change. It was this realiza-
tion that led this writer,' among others, 8 years ago to suggest that a
stable price level objective should be added to the Employment Act.
For the act had been formulated amid forecasts of heavy unemploy-
ment in the immediate postwar period. The emergence of inflation,
rather than of unemployment, as the major problem of the immediate
postwar period contrasted with the absence of any reference to a price
level objective in the act. The reemergence as a problem for economic
policy in the mid-1960’s has once again highlighted that omission in
the act. ’

Yet this omission itself would seem defensible for the future if the
conflict between full employment and price level stability were a severe
one. The evidence of recent years, however, corroborates this writer’s
conclusion of 1958 that price level stability in the American economy
is consistent with an unemployment rate of 5 percent of the civilian
labor force. Even this unemployment rate is in excess of the frictional
unemployment of about 3 percent which is implicit in a state of full
employment in the American economy. Thus, the conflict between
full employment and price level stability persists but remains
moderate.

While the dilemma between price level stability and full employ-
ment is by now of long standing, an additional, newer and apparently
more bothersome problem has emerged in connection with present
Employment Act objectives. It is the problem of the external equilib-
rium of the American economy. The novelty of this problem is,
strictly speaking, the novelty of the recognition of the problem. For
several years before any noticeable attention was accorded it, the U.S.
balance of payments had been in a deficit position. Yet the overall
external condition of the American economy had come to be regarded
as so patently sound, that this aspect of the economy was consistently
ignored in the many-sided discussion of Employment Act objectives.
Thus, in the Joint Economic Committee’s weighty 1958 Compendium
on the Relationship of Prices to Economic Stability and Growth, con-
sisting of more than 40 papers by economists, not a single paper showed
any cognizance of the external aspect of the American economy. In

 “Price-Level Stability and Employment Act Objectives,” in Joint Economic Committee,
The Relationship of Prices to Economic Stability and Growth (Washington : U.S. Govern-
ment Printing Office, 1958), pp. 23-81.
27
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these papers the discussion reflected the promise that American eco-
nomic policy could analytically be treated as if the American economy
were a closed economy.

In contrast to this widely adopted approach of as recently as 1958,
the literature bearing on national economic objectives in the last half-
dozen years is replete with references to and, indeed, concern about
the problem of external equilibrium. Reflecting this new concern,
the Joint Economic Committee’s symposium on the 20th anniversary
of the Employment Act of 1946 includes serious discussion of the
problem. In particular, one former member of the Council of Eco-
nomic Advisers pointedly suggests including the goal of balance-of-
payments equilibrium, as well as that of stable prices, in the Employ-
ment Act.? Indeed, he considers the goal of payments-balance of such
overriding importance as to insist that “It is the only objective where
a fairly precise tarﬁzt must be achieved. We can choose our way of
achieving balance, beyond the deficit justified by amount of dollars
the world wants, by exporting more, or investing less, or by bor-
rowing abroad. But we cannot afford to run out of international
reserves.” 8

It is certainly symptomatic of the changing nature of American
economic thought that there has occurred, within the timespan of
1958 to 1966, an elevation of the concern over U.S. payments balance
from the status of nonexistence to that of suggested explicit inclusion
in the Employment Act as “the only objective where a fairly precise
target must be achieved.” Though not all economists may go so far
as to urge such amendment of the Employment Act, there can be little
doubt but that concern over U.S. payments balance has become wide-
spread among economic policymakers throughout the United States
and the free world, In view of such widespread concern, the sug-
estion of including balance-of-payments equilibrium among Employ-
ment Act objectives deserves more than a passing thought.

In the fol}owing pages, the payments-balance objective will be con-
sidered in terms of (a) implications of adoption of the objective; and
(b) possible alternatives to the objective. It will be shown that the
implications of its adoption render the objective undesirable, and that
the search must be among alternative approaches to the coordination
of the external with the internal position of the American economy.

I1. IMPLICATIONS OF THE PAYMENTS-BALANCE OBJECTIVE
A. COMPATIBILITY OF OBJECTIVES

Incorporation of the payments-balance objective into the Employ-
ment Act presupposes that the act’s various objectives are either com- -
patible or, at worst, in only mild conflict. For if the conflict between
the payments-balance objective and the act’s other objectives were a
sharp one, it would become necessary either to abandon some objec-
t.iv:{)s) entirely or else to specify in the act the limits of deviations
from individual objectives that would be deemed tolerable.

Now it is interesting that the aforementioned proposal of adopting
the payments-balance objective is based upon belief “in the longrun

2 Henry C. Wallich’s statement in Joint Economic Committee, “Twentieth Anniversary
of the Employment Act of 1946: An Economic Symposium” (Washington: U.S. Govern-
mgnlg lP&rlntuig Office, 1966), pp. 17-18.

o p. 17,
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compatibility of payments balance with employment and growth.” *
This belief 1s reinforced by the observation that “the price restraint
that needs to be applied in order to end a payments deficit is non-
recurring: Once domestic prices have become more competitive, we
can live happily ever after with a strong balance of payments.”s The
temporal context for this observation is that of 1958-66. Thus, “Our
balance-of-payments experience of the last 8 years has taught us an-
other lesson about inflation. If the international value of the dollar is
to be maintained, and all that goes with it economically, politically, and
militarily, we must keep our international payments in balance and
hence inflation under control.” ¢

I submit that the balance-of-payments experience of the last 8 years
teaches us a lesson about inflation diametrically opposite to that quoted
above. The lesson is that even in the absence of inflation, the balance
of payments may remain continuously in deficit. Instead, precisely
this is the great irony of the period that has elevated the concern
over U.S. payments balance to such prominence. During the very
time when the international financial position of the United States
emerged as a major economic-policy ﬁ)roblem,‘ the American economy
was gez,turing a measure of price-level stability that merited the envy
of the world.  From 1958 to 1964 consumer prices in the United States
rose at the rate of 1.2 percent per annum, and, more relevant to inter-
national trade, wholesale prices rose by one-tenth of 1 percentage point
for the entire period. Yet the U.S. balance of payments persisted in
adversity, even in the face of a decidedly favomgle balance on current
account. Thus, keeping inflation under control and keeping inter-
national payments in balance are nonequivalent propositions. More-
over, throughout that same 6 years the level of employment was sig-
nificantly less than full employment, with the civilian unemployment
rate averaging in excess of 5 percent.

Unfortunately, therefore, the “happy conclusion about the possi-
bility of peaceful coexistence” ” among full employment, price-level
stability and payments balance is contradicted by the very evidence
adduced for it. Correspondingly, the proposition that “once domestic
prices have become more competitive, we can live happily ever after
with a strong balance of payments” founders in light of the experience

+ of 1958-64. Throughout that period American domestic prices were

declining relative to foreign prices; yet deficits in the U.S. balance of
payments persisted. The direct linking of payments balance with

roduct prices or terms of trade is fundamentally fallacious. The net

alance-of-payments position reflects not only product-price move-
ments, but also the movements of loanable funds and of the Govern-
ment sector’s international payments and receipts. These latter trans-
actions may have rather little to do with price comparisons and much
more with political, military, and other considerations. It is only in
the simple model of the classical gold-specie-flow mechanism, with its
assumptions of downward as well as upward price-level flexibility and
the absence of an economic and military and granting’ government,
that the direct linking of product prices with payments balance is

4 Ibid., p. 15.

°Ibid., p. 17.
71bid., p. 15.
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warranted. That, however, is not the model relevant to the post-
World IT United States. .
The complexity of the relationship between the domestic price level
. and the international payments balance is illustrated not only by the
coexistence of price-level stability with deficits in the United sz,;ates
but also by the coexistence of inflation with balance-of-payments sur-
pluses in other economies during the same period. The prescription
of “control of inflation” as the road to payments balance is so over-
simple as to be grossly misleading. This is not to suggest that the
control of inflation should be thrown to the winds. On the contrary,
as noted in section I above, the present author reiterates his 1958 sug-
gestion of incorporating the objective uf price-level stability into the
Employment Act, but not because this objective implies long-term
payments balance, for it manifestly does not. ’
That even the substantial volume of unemployment coupled with
the price-level stability of 1958-64 did not restore equilibrium to the
U.S. balance of payments suggests that it would have taken a de-
pression to restore such equilibrium via the route of competitive
price adjustment. In other words, under circumstances quite rele-
vant to the contemporary United States, there may be periods of
severe conflict between international payments balance and full em-
ployment. The unemployment rate of 1958-64 was obviously not ade-
uate to the task of equilibrating the balance of payments; yet even
that rate was considered socially intolerable for the long term (as
witness the income-tax reduction of 1964). If equilibrium is to be
restored to and maintained in the U.S. balance of payments, it will
only be by means that themselves are consistent with the preservation
of the Employment Act objectives already extant.

B. THE NATURE OF THE OBJECTIVE

Consider now the implications of the payments-equilibrium objec-
tive for the role of the dollar in the international monetary system. In
the course of the postwar period the U.S. dollar has come to be the
leading reserve currency of the world, to the point where by 1964
nearly one-half of the free world’s monetary reserves (outside the
United States) consisted of dollars. But how did this outcome
emerge? .

The U.S. balance of payments has been in deficit every year with the
exception of 1957, ever since 1950. Thus straight through the period
of the so-called dollar shortage, the U.S. balance of payments was in
deficit. Indeed, it was in the course of the period of the dollar short-
age; i.e., during 1945-58, that European countries increasingly used
dollars in U.S. banks as reserves of international means of payments,
in preference to gold. This preference arose from the dual character
of dollars as freely convertible into gold at the U.S. Treasury and as
interest-bearing assets at the same time. Thus, the persistent balance-
of-payments deficits of the United States provided the financial where-
withal that has come to be a substantial of the free world’s inter-
national monetary system.

To have had in the Employment Act of 1946 a commitment of U.S.
economic policy to a payments equilibrium would have implied the
denial to the free world of its single most important source of addi-
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tional international means of payment. Given the existing system of
stable exchange rates and international gold reserves under the Arti-
cles of Agreement of the International M%neta,ry Fund, equilibrium in
the U.S. balance of payments during 1945-58 would have denied the
free world the services of its leading international reserve banker.

But what of the period since 1958? From 1958 onward the size deficit
in the United States of the balance of payments more than tripled on
the average as compared to the prée-1958 period. Thus from 1958 on
the U.S. balance-of-payments position came to be regarded as seriously
problematical. Yet the United States has, by the choice of others,
continued to serve as the free world’s leading international-reserve
banker, as evidenced by a continuing accumulation by foreigners of
short-term dollar assets. It should, therefore, be hardly surprising
when in one particular quarter, the second quarter of 1965, the U.S.
balance-of-payments position turned favora le, it was immediately
recognized that if the world were faced with the fermination of deficits
in the U.S. balance of payments, the international economy would be
subjected to a shortage of dollar reserves that could culminate in an
international liquidity crisis.®

Thus, so long as the stable exchange-rate system under the Articles
of Agreement of the IMF is favored and prevails, adherence to a pay-
ments-equilibrium objective would be inconsistent with continuance of
the role of the dollar as the leading reserve currency in a world economy
with a growing volume of international transactions. To restrict
U.S. national economic policy by a payments-balance constraint with-
out providing for some alternative reserve-currency scheme is to
burden rather than to enhance the international monetary system
extant.

C. THE MEANING OF THE PAYMENTS-EQUILIBRIUM OBJECTIVE

The experience of the period of the so-called dollar shortage as
contrasted with the succeeding period illustrates that it is not deficits
in the balance of payments of a key-currency country that erode its
position of international-reserve banker. Rather it is the net drain of
the key-currency country’s gold reserves that erodes this position.
Now the mere existence of a deficit in the key-currency country’s
balance of payments does not necessarily imply that the country’s gold
reserves are dropping. (Nor does the mere presence of surpluses in the
key-currency country’s balance of payments imply that the country’s
gold reserves are growing.) Whether or not, and the extent to which,
the deficits are associated with gold losses depends on the other coun-
tries’ preferences for gold vis-a-vis the reserve currency. The factors
determining these preferences are varied and changeable. These fac-
tors may include the size of the other countries’ accumulated holdings
of the reserve currency, the magnitude of the reserve-currency coun-
try’s deficits, and the timespan of the deficits. _

hus a year-to-year equilibrium in the key-currency country’s balanice
of payments is an utterly too constricting policy objective. On the
other hand, if short-term equilibrium in the balance of payments is
rejected, what is meant by long-term equilibrium? In one case, a period

8 See Howard S. Piquet, The U.S.  Balance of Payments. and International Monetary
Reserves (Washington : American Enterprise Institute, }966), p. 53.
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of 5 years of running deficits may be associated with no net loss of gold
reserves; in another case, the same period may be associated with a
major depletion of the gold reserves. In any case, however, it is not
the equilibrium position of the balance of payments but rather the
status of the gold reserves that matters to the preservation or erosion
of the international-reserve-banker position of the country concerned.
So the objective of balance-of-payments equilibrium is an altogether
misleading label for the orientation of the international financial policy
of a reserve-currency country such as the United States.

ITY. ALTERNATIVE APPROACHES

In the face of a possible serious conflict between a balance-of-pay-
ments objective, or even a gold-reserve objective, and the goals of the
Employment Act of 1946, the subjection of the American economy to
an international financial constraint is an intolerable absurdity. Not
even the highest sense of international responsibility befitting the free
world’s leading international-reserve banker warrants a major com-

romise of the employment goal at home. Instead, alternatives must
e explored that would render American prosperity compatible with
a viable international monetary system. In other words, neither the
balance of payments nor the U.S. gold stock should serve as a con-
iraint upon domestic economic policy pursuant to the Employment
ct.

One possible approach to preservation of the existing reserve-cur-
rency status of the dollar is that the U.S. Government regulate its own
part in the totals for payments and receipts in the U.S. balance of pay-
ments so as to offset disequilibrium in the balance of payments that
would otherwise continue. " Thus, the role of the Government in the
provision of foreign economic and military aid could be altered over
time to take into account the reserve-currency status of the dollar
under the existing stable exchange-rate system. For example, the
U.S. budgetary cost of the presence of U.S. Armed Forces and in-
stallations in well-to-do countries such as Germany could be shared
with the governments involved. An American-German agreement on
a compensation scheme to this effect could go a long way to wiping out
the present deficit in the U.S. balance of payments.

A more fundamental alternative approach could be any of a con-
siderable variety of plans for reform of the international monetary
system that have been spelled out in the economic literature. Some
of these plans are based upon the existing order of stable exchange
rates. Other plans are variants of freely floating exchange rates.
Still others involve, in one form or another, exchange control. The
t}lorou%h exploration of all of these plans deserves high priority in
light of the postwar experience under the Articles of Agreement of
the IMF. In the meantime, the Employment Act of 1946 should
remain unencumbered by any particular constraint of international
finance upon the domestic quest for prosperity without inflation.
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The Employment Act serves as the expression of a number of ex-
tremely important economic objectives and as the symbol of the power-
ful tools that have been developed for their achievement. We have
gone far in Jearning how to control and avoid the major economic ca-
tastrophes that from time to time have beset our Nation in the past, and
we have seen the commitment to utilize all available means for this
purpose grow to be an integral part of national policy. ‘

et our instruments for the control of depressions and inflations have
turned out to resemble the ax more than the scalpel. They can deal
effectively with major problems, but they are not well suited to produce
refined adjustments. While they equip us to fight effectively the threat
of major (iepressions, they have not enabled us to maintain over longer
periods anything resembling full employment without inflation.

It will not be easy to develop the finer methods for making more
delicate adjustments in the economy’s level of activity. The wage-price
guideposts have offered some limited help in this respect but at the mo-
ment there is little prospect of a major analytical breakthrough that
will provide the basis for systematic and effective policies for dealing
with mild inflationary pressures and mild problems of unemployment.

At the moment there seems to be only one clearly desirable Instru-
ment of policy of which the Government has not availed itself. I be-
lieve it would be desirable to develop means whereby some limited
changes in tax rates could be instituted on short notice. As it stands,
any significant change in our tax schedules can be effected only after
a long delay, and this may mean that they go into effect after the need
for them has passed. Thus the Nation denies itself a fiscal instrument
which is likely to prove exceedingly useful.

‘While mucK remains to be done, the extent of the success of stabiliza-
tion policy should not be overlooked. Indeed, so substantial has been
the progress in this area that I believe stabilization is no longer amon
our most pressing economic problems. Rather, I think the most critica
problems before us, or at least those that are potentially most serious,
are the growing financial pressures that beset our cities, and the com-
plex of problem areas such as transportation and air pollution in rela-
tion to which, for a variety of reasons, the uncoordinated pursuit of
self-interest threatens to produce results that are seriously inimical to
the public welfare. _

This is not the place to go into detail on the nature of the difficulty
or on the ibilities for remedial action. It is enough to say that the
economic literature has thrown considerable light on these important
matters so that, as in the stabilization area, one can proceed with some
degree of understanding of the nature of the difficulties. Moreover,
I believe that the seriousness of the problems involved can scarcely be
overstated. A little extrapolation readily suggests what they portend
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for the quality of existence within a matter of decades: cities increas-
ingly blighted, atmosphere polluted to an extent that seriously menaces
health, large segments of our transportation hopelessly snarled, etc.,
ete. Such a way of life is an intolerable prospect; yet unless effective
and drastic action is taken it may be all but inevitable.
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The Employment Act of 1946 specifies that “it is the continuing
policy and responsibility of the Federal Government to use all prac-
ticable means consistent with its needs and obligations and other
essential considerations of national policy * * * for the purpose of
creating and maintaining, in a manner calculated to foster and pro-
mote free competitive enterprise and the general welfare, conditions
under which there will be agorded useful employment opportunities,
* * * and to promote maximum employment, production, and purchas-
ing power.”

ardly anyone can disagree with the intent of these legislative
guidelines; this general appeal, however, may also be a serious limi-
tation. Legislation which can mean all things to all people can be
little more than a general guide whose success must rest on the skills
of those who implement it. Therefore, economic performance under
the Employment Act is dependent upon the specigc tradeoffs chosen
by public policymakers.

The possible conflict between full employment and price stability has
received considerable attention in botg the professional journals and
the financial press. Certainly the very recognition that a choice may
be necessary 1s no small accomplishment, and one which in large part
may be credited to the Employment Act. Yet the Employment Act
provides no clues as to how the conflict is to be reconciled. B‘y setting
up goals, the act defines full employment and price stability as “goods”;
soclety is better off if one is more closely realized, for any given degree
of achievement of the other goal. The analogy to consumer theory
is apparent—if guns and butter are both “goods,” a very basic axiom
states that society is better off with more guns at any given level of but-
ter. But consumer theory does not tell us how much in the way of but-
ter to give up for a given increase in guns. Such an answer can be had
only if the society can reveal its preference between the two goods.
Likewise for full employment and price stability.

Yet even here,. the Employment Act has made an important con-
tribution through the Joint Economic Committee and the Council of
Economic Advisors. The activities of these bodies have increased
public awareness of economic issues and necessary economic choices
and have led to freer and more informed public discussions on eco-
nomic matters. The significance of this cannot be underestimated, for
while it is the responsibility of professional economists and legislative
experts to make known the choices available to society, the basic de-
cisions between full employment and price stability, between faster
economic growth and a smaller balance-of-payments deficit, ete., must
ultimately be made by a well-informed electorate. It is my sincere
hope that the years to come will see an even greater public awareness
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of these economic issues and an even fuller recognition of the trade-offs
which must be made.

While the necessity to choose among conflicting goals will always
exist, the possibility to improve the choice open to us will likewise
always be present. Just as the introduction of technological innova-
tions will allow the production of more guns without sacrificing but-
ter, so the advancement of economic knowledge may permit policies
which increase the level of employment without inducing inflation.
A better understanding of structural unemployment, and of the fac-
tors leading to the immobility of labor and the adoption of more
efficient production-scheduling techniques can lead to policies which
will minimize bottlenecks in the economy and will promote higher
levels of employment, consistent with price stability. Similarly, a
better knowledge of our monetary system will allow an expansion of
flexible policies such as “operation twist,” which was designed both
to encourage domestic expansion and to discourage the outflow of
short-term capital. Needless to say, there are unlimited horizons for
economic research directed at public policy issues, and there are very
good reasons to further close the ever-narrowing gap between the re-
searcher and the public policymaker. Bold and flexible implementa-
tion of economic 1deas will be necessary if our economy is to continue
to make the sort of progress that we hope it will.

Turning to more specific policies, we have good reason to be proud of
the accomplishments of the investment credit, the liberalized deprecia-
tion guidelines and the across-the-board cuts in the corporate and per-
sonal tax rates. Such legislation was designed to cope with what was
considered to be an inadequate rate of economic growth and a higher-
than-acceptable rate of unemployment, and the success of these policies
can hardly be questioned. Truly, this positive action was in the spirit
of the Employment Act. Yet fiscal policy is a two-way street, and tax
reduction 1s, from a political standpoint, the sunny side of that street.
We must have the courage to raise taxes and to suspend the investment
credit in periods when Investment appears to be straining on the re-
sources of society and when inflation is deemed to be the clear-and-
present danger. Such action is just as definitely obligatory within
the spirit of the Employment Act. »

As a final point, I would like to call attention to the clause of the
Employment Act which states that the act should be implemented “in
a manner calculated to foster and promote free competitive enterprise.”
I can neither overstate my sympathy with this proviston nor can I
understate my disapproval with the so-called policy of voluntary
restraint and the less-subtle form of arm twisting characterized by the
wage-price guidelines. Clearly, if these policies are designed to allevi-
ate the balance-of-payments deficit and the existing inflationary pres-
sures, they do so by ignoring the expressed concern with free competi-
tive -enterprise. Private capital must be free to flow across
international borders in response to profitable opportunities, just as
goods and services must flow between nations if each is to realize its

con&parative advantage.” Restraints on capital movement, just like
tariff barriers, can in the long run serve only to make everyone worse
off. Rather than striking at the reasons for the balance-of-payments
deficit, the voluntary-restraint program serves only to impose a cure
which may be worse than the disease itself.
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The wa,ge-grice guidelines are not only subject to the same criticisms
concerning the promotion of free enterprise, but also are likely to be
almost completely ineffective as a device to achieve price stability.
Given the level of economic activity and the velocity of money, the
general price level must be a direct function of the supply of money.
Therefore, a policy which is designed to hold prices down in certain key
industries can be effective merely in altering relative prices. In other
words, lower prices in aluminum and copper, other things equal, must
be matched by higher prices elsewhere in the economy, and cannot be
a substitute for monetary restraint or surpluses in the Federal budget.
To be sure, the wage-price guidelines are applied to “strategic” indus-
tries, where “strategic” is presumably defined by the existence of large
corporations or powerful trade unions who are susceptible to Govern-
ment pressure and coercion. Given the level of aggregate demand,
wage-price restraint in these sectors will be accomplished by higher
wages and prices in, for example, the service industries, where similar
Government pressure cannot be applied. Only a misallocation of
resources 1s likely to result from this distortion of relative prices.2

In summary, it is my belief that the Employment Act has made an
important contribution by increasing public awareness of alternative
economic policies and of the need to make choices where conflicts exist.
It is my hope that the administrators of the act in the years to come
will pursue its goals with imagination and flexibility, will foster eco-
nomic research on public-policy issues, and will place economic growth
and stability ahead of what may appear to Il))e short-run political
expediency. Even more strongly, I hope that there will be a renewed
emphasis on the intention of the writers of the Employment Act to
“foster and promote free competitive enterprise,” for when the returns -
are all counted, it is only in such an atmosphere that the goals of the
Employment Act can truly be achieved.

1 The effect of changing relative prices on the general ‘prlce level is very uncertain. An
induced demand shift to sectors where some excess capacity exists may have a deflationary
effect but a shift to sectors which are operating at full employment may be inflationary.
The final impact on the general price level is almost impossible to determine and may on
balance be virtually neutral.

A1t can be argued that the wage-price guidelines apply to those sectors of the economy
where monopolist elements exist, both on the side of management and of labor. Therefore,
the reallocation is likely to be desirable. To this I would suggest that where monopolistic
practice is demonstrated to exist, vigorous antitrust policies would appear to be far less
capricious and more effective at providing a competitive allocation of resources than are
wage-price guidelines, designed to meet another objective. It is only in the pathological
world where we must settle for the “Nth best” that we might be forced to combat monopoly
by preventing free competition.
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The Employment Act of 1946 should go down in history as one of
the great pieces of legislation enacted 1n this country. One of its
greatest advantages lies in the fact that its authors recognized
the need for flexibility to meet the changing problems which it was
designed to solve. As a result, the act has the kind of flexibility that
we Ernxd in the U.S. Constitution, which, for example, has no rules
specifically regulating such things as freight rates on airlines.

Although the problems which the Employment Act was designed
to solve are still with us, they are now in different forms, as its authors
expected. Partly, this is due to the fact that technological change
has accelerated so rapidly in the past 20 years. Some scientists say
as much new knowledge has been added in the past 8 years as in all
previous history. This, like the atom bomb, is a change to some-
thing entirely different and not just a change in degree.

Unemployment and underemployment have become different things
than they were 20 years ago. We have long known that the rules
to be used under conditions of full employment do not always apply
when there is unemployment. Very much like Alice, who looked into
the looking glass and found that things were backward under these
special conditions, we might look at full employment as the looking
glass and when we do not have it, many of the rules may change.

An outstanding article by Thomas Dernburg and Kenneth Strand
in the American%*]conomic Review, March 1966, which is the official
publication of the American Economic Association, sheds considerable
light on how things have changed. Entitled “Hidden Unemploy-
ment 1953-62: A Quantitative Analysis by Age and Sex,” it con-
cludes that the level of unemployment in the United States has been
vastly understated. It shows, for example, that when 1,000 new jobs
for males are created, unemployment declines by only 416. Roughly
the same percentage is true of females in these classifications of the
labor force. The overall conclusion is “a rise in employment is ac-
companied by a rise in labor force participation” (p. 94).

The problem resembles that of the typical new expressway which,
after careful calculation of the number of automobiles that it is ex-
pected to provide for, finds itself blocked, bumper to bumper, with
additional cars by the time it is finished, with the result that trans-
portation is little if any better off than it was before the expressway
came in the first place.

There are many reasons why the general public has not yet rec-
ognized the seriousness of our problems of unemployment. For one
thing, many expert studies have shown that we tend to measure only
the part’of the iceberg that is above water. Mixed with the so-called
affluent society and the economy of opportunity in which we live
is an enormous economy of frustration for millions of Americans.
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We in the United States, with only 6 percent of the world’s population,
have almost half of its wealth. Yet, these figures overlook how the
enormous resources are distributed. Mixed with our obvious abun-
dance and increasing production and profits is a widespread and deep-
seated cancer of poverty and unemployment.

Many people have been out of work for so long that they have given
up hope and are no longer looking for work of any kind. Conse-
quently, they have lost all motivation for a better life. These people
are not officially counted as unemployed, although many of them would
gladly accept work if it were available. Dr. Charles Killingsworth,
a national authority in this area, has estimated that total unemploy-
ment has been about 8 percent for many years. The famous Swedish
economist, Gunnar Myrdal, in his book, “Challenge to Affluence,”
estimates American unemployment at 9 percent for more than 10
years. Other economists agree with these estimates. ’

The evidence of “invisible unemployment” is clear. When jobs are
available, or when employers are willing to train unskilled workers,
or if they are less demanding about such things as age, race, or na-
tional origin, most of the unemployed or part-time employed have
responded favorably to the opportunity to work. The Federal Re-
serve Board has estimated that over 2 million people not now seeking
work, and, hence, not counted as unemployed, would be at work
or seeking jobs if overall unemployment were reduced to 3 percent.
In Europe the number who seek work has grown enormously with low
unemployment rates.

Seocond, the “underemployed” are estimated to be ag much as 25 per-
cent of the labor force. These include several million people workin
at jobs beneath their abilities, nearly 5 million women who woul
like jobs, 2 million part-time workers and over a million farmworkers
who stay on the farm because there is no work other than this for them.

Third, there is labor displacement. A leading business executive
estimates that the rate of disemployment, or “silent firing,” is 40,000
persons per week, or over 2 million per year. “Silent firing” refers to
those who are never hired because their potential jobs were eliminated
by technology. It is true that the demand for professional people,
such as scientists, engineers, and teachers has exceeded the supply,
but all of the professional people put together are only about 11 per-
cent of the labor force.

The rate of labor displacement has increased. From 1947 to 1957
the total number of nonfarm employees, both clerical and factory, in-
creased at the rate of 2 percent per year. But since 1957 this growth
rate has been more than cut in half, to less than 1 percent per year, or
only about half the rate of population increase.

It is interesting to note that the United States has become possibly
the first industrialized nation in the world in which the number of
employees in service jobs exceeds the number in factory jobs. Un-
fortunately, displacement of labor in industry tends to reduce wages -
in the service trades, as the displaced industry workers move toward
service jobs, vastly increasing the supply of labor without any corre-
sponding increase in the demand for services. To make matters worse,
there is evidence that wchnology is affecting some service trades, such
as automatic elevators.

Fourth, several million factory workers are working overtime while
almost this many are ynemployed, underemployed, or only part-time




40 THE EMPLOYMENT ACT OF 1946

employed. Unfortunately, it is often cheaper to pay overtime than
to hire new workers. This is especially true in industries with seasonal
demand. So, we have an economy of paradoxes. With record high
levels of employment, production, profits, and gradually rising prices,
we simultaneously have too much unemployment and poverty.

Fifth, long-range unemployment has increased. The aged, the sick,
the migrants, the minorities, the children, and the students are becom-
ing an increasing burden on society. As medicine improves, more
people are kept alive, even though often in conditions of chronic illness
and economic dependency. Furthermore, continuing high birthrates
are giving us a larger proportion of children and, hence, an unusually
large student generation. Schools, universities, mental hospitals,
nursing homes, old peoples’ homes, and other refuges for the economi-
cally dependent are already overcrowded, and their expansion and
maintenance will be a real burden on society unless more positive
action is taken to prevent it.

Sixth, economic growth has not kept up. A U.S. Labor Department
study of 36 of our major industries, employing nearly 30 million work-
ers, shows that employment was expected to continue to decline in 15
of these industries. The ratio of employment was uncertain for seven
major industries. The employment outlook was favorable in only 14
of the 36 industries. Those expected to decline drastically include
aerospace (of all things), bakery products, soft coal, crude o1l produc-
tion and refining, natural gas, dairy products, shoes, foundries, all
kinds of wood products, meat, liquor, railroads, telephone communi-
cations, textiles, and others.

Seventh, we have not even kept up with theory. Full employment
was defined by Sir William Beveridge in his classic book, “Full Em-
ployment in a Free Society,” as “having always more vacant jobs than
the unemployed, not slightly fewer jobs. It means that the jobs are
at fair wages, of such a,iin({, and so located that the unemployed can
reasonably be expected to take them; it means by consequence, that
the normal lag between losing one job and finding another will be very
short.” According to this definition, we have been far from full
employment for a long time. :

A society with our value system cannot expect to build the truly
great economic and social system now possible. Although we are the
world’s richest nation, we have not divided our wealth and opportuni-
ties democratically. For example, since 1920, expenditures on tech-
nical research and development have risen 200 times, while educational
expenditures rose only 12 times. No wonder our economy is out of
balance.

In the 1960’ over 26 million additional young people must have
jobs. This is more than a 40-percent increase over the previous decade.
If this trend continues, over a million and a half teenagers will be on
the streets by 1970—more than the present population of Boston, San
Francisco, or St. Louis. Many parents have given up hope of a better
life for their chidren, as evidenced by the fact that tEe rate of promo-
tion from grade to grade among schoolchildren of families on relief
is far below the national average. Of those who have completed high
school in some States, it is actually easier for most of them to get into
college than to get a job—except that they cannot afford college.

Dr. Edward F. Denison, of the Brookings Institution, has summar-
ized four major domestic disadvantages which result from excessive
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unemployment. First, it discourages investrent and research into
new technology, which are two of the most important causes of our
much needed economic growth. Second, it discourages workers from
moving out of depressed areas and off of farms, where they are either
unemployed or underemployed, and seeking better jobs in new indus-
tries. Third, it increases union resistance to management’s attempts
to reduce wasteful labor practices which increases opposition to more
efficient production methods including laborsaving machinery.
Fourth, the high rates of unemployment lead to demands for higher
tariffs to protect both industry and labor against goods produced more
efficiently in foreign countries; therefore, tending to hold up price
levels at home.

In this country we spend nearly 10 times as much on liquor-as we
spend on books. We spend three times as much on chewing gum ($350
million per year) as on educational scholarships. The American pub-
lic needs to know how many dollars are being spent in the country on
such luxury items, as contrasted with the small fraction of this amount
spent on retraining, social welfare, and other programs which could
help our poor and aged people. Smug moralisms from the few who
are fortunate actually do much to prevent breaking this cycle. We
must train people to work for themselves or we will have to support
them out of profits and taxes. The only economically sound thing to
do is to think in terms of capital investment in people.

The principal goals of any modern economic system must include
the fullest reasonable employment of all its resources. The greatest
practical degree of stability in the employment of these resources must
be maintained. Old-fashioned business cycles are out.

The goal of full employment has only recently become widely ac-
cepted as both an economic and a political necessity. Since the great
depression, there has been a growing realization that there is no
automatic regulator that guarantees full employment. The enormous
costs of unemployment of all resources—but particularly labor—have
been well documented. People are not like machines or ore deposits.
Human resources normally depreciate with time rather than use; and
they wear out at an accelerated rate when they are unemployed. The
main economic cost of unemployment is in production that is perma-
nently lost. Yet the social costs of unemployment far exceed even the
economic costs, since unemployment also contributes in large measure
to crime, disease, family disintegration, race and religious prejudice,
suicide, and war.

Abraham Lincoln is supposed to have said that freedom seldom
means the same thing to a wolf that it means to a lamb. If you build
a shelter to protect the lambs, then wolves will howl that the lambs
have lost their freedom. Social services and union protection un-
doubtedly do restrict some kinds of freedom (such as the “right to
work” without joining a union or a group pension plan), but they may
safeguard or even create other kinds of freedom (such as freedom from
arbitrary dismissal). Unemployment, insecurity, and poverty can
destroy the freedom to choose or change occupations and locations or
to secure needed education more effectively than laws and regulations
can. Freedom to change jobs requires that there be other jobs to
change to. The freedom to make a living, even to pursue happiness
itself, requires full employment, and some degree of individual job
security in a modern, highly industrialized economy.
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‘The U.S. Secretary of Labor has stated that we have an “outlaw
pack” of over three and a half million young people who cannot find
jobs. The cost of this to the Nation is over $1,000 per person every
year in welfare and unemployment benefits alone, not counting the
production lost by their unemployment or the cost of their possible
crime and destructiveness. (Seventy percent of the recent crime in-
crease has been in the 15 to 22 age group.) For an investment of
$1,000 to $3,000 each for these outcasts, we could pull every girl or boy .
back from poverty, unemployment, and ignorance. The total cost
to the Nation of 1 year’s unemployment for one person exceeds the
total cost of 12 years of education. We spend more per person on
prison inmates than on retraining our unemployed.

More than twice as many underprivileged children drop out of high
school as those otherwise classified. Over 40 percent of all farm fami-
lies in the United States are poor by national standards and half of
them live in the South. There are an estimated 16 million children of
the poor who when reaching age 16 are three times more likely to quit
elementary or high school as those whose parents earn over $5,000 per
year. A sample group of these dropouts, half of whom have been
forced to quit school to support their families, showed almost half of
those who failed to pass the basic intelligence test came from families
- of six or more children.

These unfortunates can expect, at best, part-time or insecure employ-
ment in low-level, low-wage jobs for their entire lifetime unless
prompt, positive, and major action is taken to save them. If such
action is not taken, they can look forward to a life of poverty for
themselves and their families. As said earlier, we might expect it if
these “rejects” eventually resort to lives of crime. There is no doubt
that this unemployment is a major cause of race riots, as unskilled
whites and Negroes compete for jobs that are rapidly disappearing.
Dr. James Conant calls this problem “social dynamite.” :

The children of our poverty-stricken people may be able to work in
the many industries, which are being created so rapidly, if we rise to
the challenge of educating or training them. A serious problem is
that most of the parents of these children also need help OP a positive
nature. Although private industry has done a good job in this area,
this is not nearly enough. The Federal, State, and local governments
will have to provide more help where private industry or Iabor unions
are not planning to reeducate or retrain. '

At the other extreme are the millions of unemployed or part-time
- employed in the so-called older groups. Thereis a tragic loss through
the waste here of the abilities of these millions of people. We do less
than any other industrialized nation in the free world to give our
youngest and our oldest citizens a chance for dignity or even mini-
mum economic security. '

In addition to these groups there is excessive unemployment among
Negroes, women, people living in depressed areas, migrant laborers,
subsistence farmers, and unskilled domestic servants. Many people
in these groups who are employed are working at wages of 40 to 75
cents an hour. On the other hand, there are many areas in which
there are labor shortages, but our experience indicates no tendency for
unemployed coal miners to become medical doctors or even unemployed
carpenters to become plumbers in the same town where there may be
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a great shortage of plumbers. In fact, due to company retirement
programs, as well as the natural desire of people for security, there is
not nearly the amount of labor mobility that would be necessary if
these unemployment problems were to be solved in this way alone.

A sign on a backwoods Georgia road reads, “Choose your rut care-
fully. You'll be in it for a long time.” Many people seem to get
great satisfaction from burying themselves in routine activities. They
resist strongly any threat of change because it strikes at their basic

emotional security. Industrial workers are no exception. Often they
~ believe they are dependent for their livelihood on a unique combina-
tion of machines, plant organization, and their own highly specialized
skills. Sometimes they are right but, right or wrong, where this be-
lief exists workers can be expected to resist automation in a thousand
subtle ways.

The barriers to labor mobility have always been great, but even in’

the face of increasing concentration of capital it is likely that labor
1s more mobile and flexible today than ever before. Cheap transporta-
tion, improved communication, and the disintegration of family and
community ties, which specialization and industrialization have en-
couraged, all tend to make for labor flexibility among firms in the same
industry or firms offering similar jobs. However, movement among
occupations, particularly to more highly skilled jobs, entails great
costs which individual workers cannot normally bear and this is
exactly the kind of mobility which automation requires.

Rationality, self-interest, mobility, and flexibility, while highly de-
sirable means of making inéustry more efficient and resource allocation
more rational, are not ends in themselves. Too much of these makes
pirates out of businessmen, gypsies out of workers, and, in general,
irresponsible citizens who do not own real property, vote, or assume
" civic responsibilities. On the other hand, too little of the qualities
makes for narrow provincialism, ignorance, waste, and a great loss of
potential accomplishments.

It is not necessary that all workers be equally sensitive to changes
in the demand for labor or differences in opportunities. A highly
mobile minority in each occupational group will usually preserve the
necessary flexibility of supply except where there are structural
changes taking place such as automation may produce. The individ-
ual rewards for mobility, and penalties for immobility, seem likely
to increase. This will favor young, aggressive workers with few fam-
ily responsibilities and discriminate against older, more settled work-
ers. It also may encourage the opportunists and the irresponsible as
against the more stable elements in the work force.

There is no reason why labor should be more mobile, flexible, and
willing to assume the enormous risks of economic dislocation than the
other components of production—capital, management, and natural
resources—which are to varying degrees organized, concentrated, and
immobilized. The possible loss of an unrealized profit or, at most,
the loss of a business investment may be a greater disadvantage to
the growth of the economy but it is usually not as severe a personal
hardship as the loss of a job is to a worker.

Displacement does not always cause hardships, of course. Younger
workers may be benefited by being squeezed out of dead end jobs the
drifted into by accident or out of archaic businesses that they inheritec{
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The best favor that some people can receive is to be forced into more

roductive opportunities. The displacement problem is partly re-
ieved because most of the really spectacular growth of automation so
far has been in clerical work and in some particular industries, such
as telecommunications, where there has been a great economic expan-
sion anyway. In these areas automation performs new tasks more
than replacing old ones and it has been women workers who have been
most aé)ected. Women tend to change jobs more frequently than men
and are often working merely to supplement the incomes of their hus-
bands or parents. Hence, they are not always totally dependent on
their jobs for a livelihood. This fact has helped automation to be
introduced without causing many obvious hardships or much notice-
able unemployment. Layoffs have remained constant and even fallen
in some industries, but the hiring rates have fallen even more. The
displacement problem has been disguised by normal labor turnover,
the more than proportional impact on women who are often not the
sole support of a family, and the general economic expansion.

The unemployment of machines and natural resources represents
only a temporary loss of production to the economy, since they can
be used later. But, the unemployment of persons is the greatest loss
in many ways. First, depreciation of human beings is primarily a
function of time, not use. The loss of production through idle human
time can never be recovered by extending the life of the unemployed
person, as is the case with many machines. When people are out of
work the loss to the Nation is far greater than when only machines
are idle. Many machines have a certain possible total production,
whether they are employed all the time or on and off. This is not
true of people. Many people die sooner when they are forced to
retire or are largely unemployed and have no hope without the stimu-
lation of something constructive to do. Furthermore, skills and tal-
ents deteriorate during unemployment, requiring extensive retraining
to restore them, if it is at all possible.

The U.S. Labor Department estimates that $600 billion worth of
goods and services have been lost to us through involuntary unem-
ployment in the last 10 years. What could we have-done if we had
used our labor resources fully? First, we could have doubled pay-
ments to the 15 million Americans now on social security. Second,
we could have wiped out many slum areas by the construction of
about 9 million homes in the $15,000 class. Third, we could have built
about a thousand badly needed hospitals with approximately 900 beds
each. Fourth, we could have doubled the construction of water sys-
tems, sewage plants, parks, and highways. Fifth, we could have
added about 400,000 badly needed classrooms for schools. Sixth, we
could have increased the salaries of all American teachers by an
average of $1,500 per year. Seventh, we could have given $2,000
scholarships to 3 million college students in need of financial help.
Eighth, we could have doubled the necessary aid to our foreign allies
without increasing the national debt. Finally, long periods of full
employment cause people to leave safe, but unproductive, low-wage
jobs and take jobs where they can contribute more output and receive
more money for it. o _ R

- Recently, the U.S. Secretary of Labor revealed that in 1 year we
wasted more manhours through involuntary unemployment than were



DIRECTIONS FOR THE FUTURE 45

lost through strikes in the last 36 years. In the last decade alone, we
lost forever, by unnecessary unemployment, 25 million man-years of
production. This cost, in badly needed products and services, as noted
previously, was at least $600 billion. In addition, there is no way
to calculate the loss to the Nation through the number of people who,
of necessity, had to accept employment at below the level of their
abilities. Many others were forced into part-time employment or
early retirement and the goods and services these people might have
produced have been lost forever.

We have been more concerned about price stability than full em-
ployment because price increases affect everyone; whereas, unemploy-
ment affects only a minority, although in this case a very large mi-
nority. The fact that unemployment has been accompanied by small
p}:‘ice increases suggests that we may no longer have a choice between
the two.

In 1961 the Subcommittee on Unemployment and the Impact of
Automation of the Committee on Education and Labor of the U.S.
House of Representatives, of which this author was the director, held
hearings which led, in part, to the passage of the Manpower Develop-
ment and Training Act. Six of the seven subcommittee members
made 10 recommendations in addition to the Retraining Act. It is
encouraging that virtually all of these detailed recommendations are
being carried out by the Office of Manpower Automation and
Training. .

To show the importance of this program, an estimate of the cost
of the Nation’s needs through 1975 has been published by the National
Planning Association. It shows that the needed growth in 15 of 16
major areas, including such things as urban development, national
defense, space and transportation, ranges from 114 to 3 times by 1975.
The 16th area, manpower retraining, is estimated to need to be
increased by 2814 times.

Thanks to the Retraining Act, the Anti-Poverty Act and other leg-
islation, there is now a major program dealing positively with the
problems recognized so well by the authors of the Employment Act
of 1946. Much more needs to be done but we are moving rapidly in
the right direction. Victor Hugo once said that there is no power
in the world as great as that of an idea whose time has come. The
time obviously has come in this area.
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My principal thought is that measures should be adopted that
would provide adequate implementation for the objective of “creating
and maintaining in a manner calculated to foster and promote free
competitive enterprise and the general welfare, conditions under
which there will be afforded useful employment opportunities * * *
for those able, willing, and seeking to work.” Certainly what has
been done under the 1946 act and since its passage has not provided

_adequate implementation for this objective. In each of the years
1958-64 on the average more than 5 percent of the members of our
civilian labor force were unemployed. And no convincing evidence
has been advanced to show that the necessary minimum amount of
frictional unemployment is as much as 3 percent.

I have a number of specific proposals for the effective implementa-
tion of the full employment objective. They are explained in a book
that has just been published by the Fordham University Press. It
is entitled, “Toward Full Employment in Qur Free Enterprise
Economy.” .

Among my proposals are:

(1) The establishment of a Federal agency that would schedule a
small but very significant part of our national output each quarter.
I shall refer to it as the GNP Scheduling Agency. It would operate
by entering into contracts with private parties and State and local
governments. It would offer sufficient compensation to make these
contracts attractive. It would have a well-qualified sales force to
sell them.

(2) Under one type of contract, called definite period agreements,
private businesses, private individuals, and State and local govern-
ments would agree.in advance of each quarter to make purchases of
major durable goods during that quarter. Definite period agreements
covering major construction projects would also be sold. There would
be a bonus for carrying out these agreements, and a small tax on
purchases and construction work (of the eligible types) not covered
by definite period agreements. It should be possible to schedule
enough large purchases and large construction projects under these
agreements to reduce the cyclical variations in these volatile com-
ponents of aggregate demand substantially. _

(3) Under a second type of contract, called stable inventory agree-
ments, businesses would undertake to keep their inventories intact
(1.e. at a level at each date at least equal to that of a year earlier).
For inventories for which physical quantity records are maintained
compensation might be at a specified rate per unit per month during
the term of the contract. It should be possible to cover enough inven-
tories by stable inventory agreements to reduce substantially the
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cycli(:a.(li fluctuations in this highly variable component of aggregate
demand.

(4) The GNP Scheduling Agency should sell a third type of con-
tract that would make it possible to establish a shelf of works proj-
ects. Shelf project sponsors might be State or local governments.
They might also be private businesses or research institutions. Each
project sponsor would agree (a) to defer the activation of his project
until notified to activate it by the Scheduling Agency and (b) to acti-
vate it promptly on receipt of such notice. Each project should be
ready to go, before it could be included in the shelf. A great variety
of moderate-sized projects might be included in the shelf; many
large construction projects would probably be unable to meet the
requirements for this type of contract. Some shelf project agree-
ments might provide that the Scheduling Agency would have to
activate the projects within a 2-year period; others within a 3-year
period. The bonus for carrying out an agreement should be larger
. 1n the latter case.

(5) The definite period agreements would cover only purchases
of the larger durable goods and the larger construction projects.
Purchases of other durable goods and other construction work might
be encouraged by a tax credit in periods of slack business (possibly
a 7-percent credit), but such credit should apply only when business
is definitely slack. During periods of particularly brisk business a
small tax should apply.

(6) The above proposals are all aimed at ironing out the business
cycle. Even if there were no significant cyclical fluctuations in busi-
ness activity, there might still be a secular deficiency in aggregate de-
mand. To deal with such a deficiency if there is one and to deal with
any remaining cycle I urge a proposal made some years ago by John
H. G. Pierson, a per capita quarterly income payment (or possibly a
tax cut) to increase disposable income enouglg to provide a capacity
level of GNP. The per capita payment would have the advantage
that it could easily be adjusted from quarter to quarter so as to keep
aggregate demand at very close to a steady, full-capacity level.

(7) Still another proposal concerned with aggregate demand in-
volves international action. It is a proposal for an international
buffer stock operation in a dozen or more basic commodities, and an
international corporation to engage in the stockpiling and unstocking.
Thﬁugnited States might well take the lead in getting such a plan
sta . :

In addition to these proposals there are a number of suggestions in
my book that are aimed at reducing the amount of frictional unem-
ployment. Such measures, as well as measures concerned with aggre-
gate demand, can help to provide useful employment opportunities for
our labor force, and this possibility merits more attention than it has
had hitherto. ‘ :
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York, N.Y.

The feast of ideas presented in the economic symposium commemo-
rating the 20th anniversary of the Employment. Act of 1946, affords
little scope for introducing new thoughts or reflections. This brief
statement, therefore, will content itself with a very few random ob-
servations on the emphasis accorded the several objectives of the act
and the policies utilized to implement them.

The proposal to include reasonable longrun price stability and long-
run payments balance among the stated o%lj—gctlves mandated in section
2 of the act deserves careful consideration. It is hard to see how the
inclusion of these would in any way diminish the flexibility of eco-
nomic policy by tying it to specific aims which will become outdated
with the passage of time. None of the goals spelled out in section 2
are ultimate in themselves; they are way stations on the route to human
dignity and happiness. Presumably the same destination might be
reached by a different route (e.g., centralized planning instead of “free
competitive enterprise,” etc.) but Americans prefer to take the paths
specified there.

Reasonable longrun stability of price levels is as essential to human
dignity within our system as are “employment, production and pur-
chasing power.” The language on page 116 of the symposium is un-
fortunate in that it implies that only “the well provided for” experi-
ence “disutility—from a small loss of income or value of assets from
inflation.” Actually, the potential victims of inflation are among the
most defenseless of all groups. They include all whose incomes are
fixed, usually having been determined by the level of earnings and
prices prevailling at some earlier date so that they do not move in rela-
tion to the money value of current output. Hardest hit by inflation
arethe aged, the disabled, widows, and orphans.

Those in the life insurance business have lived intimately with the
tragedy of inflation. Typically, life insurance replaces only part of
a man’s contributions to his family when it is interrupted gy death,
disability, or old age. Although 81 percent of all household heads
hold some form of insurance, the median coverage is only $5,000.
These are in no sense luxury dollars, therefore, but very essential.

However, if a rising cost, of living acts to reduce the real purchasing
" power of a breadwinner’s life insurance coverage, it is difficult for him
to adjust to the siutation even if his own income also rises, because
the cost of additional insurance for any individual automatically tends
to rise as he grows older. (Furthermore, there is no guarantee that
he may not become medically uninsurable in the interim.)

Even now, the pattern of life insurance coverage mirrors the effects
of the price rise of the postwar years. (Although, of course, other
factors are also -at work.) - “A-recent study shows that the median
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coverage is highest ($10,000) for husbands 25-29, and declines there-
after to $5,000 for husbands 45-54 and $4,380 for those 55-64. Among
husbands 45-64, fewer than half the men have as much as 1 year’s
income protected for the benefit of their families. :

Comparable data are lacking to document the effects of creeping
price inflation on the Elight of the 714 million life insurance annui-
tants and especially the fourth of these who are already receiving
payments in today’s dollars which were purchased at the sacrifice of
much greater real income in years gone by. However, anyone who has
ever undertaken the sad taslz of answering a pathetic communication
from one of these disadvantaged individuals is fully aware of the
human costs of inflation.

The social inequities of inflation have been cited here first because
too often this aspect has been brushed off in sophisticated macroeco-
nomic arguments about how important price stagility may or may not
be to the functioning of the economy. Then, too, the American record
on prices has been so outstandingly good in a world beset by inflation
that it naturally engenders complacency. It is hard to comprehend
that an average price creep of 214 percent yearly will cut the real
value of a $5,000 life policy, or a $100-a-month provision for retire-
ment by more than half in just 30 years. And yet, consumer prices
have increased since 1940 at an average rate of 3.4 percent compounded
yearly, and over the entire postwar period, at 3 percent. The increase
since the immediate pre-Korean war period has averaged 2 percent.
Even on the optimistic assumption that such conflicts will not be a
recurrent feature of our environment, the upward peacetime creep
since Korea has averaged 1.5 percent annually. .

The conclusion is clear that while price stability has been recognized
as a major objective from the start by the President, the Council, and
the Joint Economic Committee, and the American record is compara-
tively good, it is just not good enough to serve as a model for the fu-
ture. To paraphrase Mr. James Knowles’ remark in his summary of
the symposium: “We cannot in good conscience rest content with any
lesser achievement” than reaching both a reasonably stable general
price level and the other major objectives of the act.

The obvious inhumanity of a society which tolerates even a slow
creeping inflation must in time undermine faith in its integrity and
will thus also impair the functioning of the economy. It will under-
mine basic incentives to work and save at a time when production and
savings were never more urgently needed. It will impose a continuing
drag on the international value of the dollar, which is such a necessary
bulwark of our political and military stature in the world.

No student of the Employment Act can fail to be impressed both
by the delicate weighing and balancing of objectives involved in its
administration and by the need for a flexible adaptation of policies to
changing economic conditions. The 20 years have been one long
process of experimenting with new blends of actions for new blends
of problems, learning from successes and profiting by mistakes. In
this decade of the sixties, measures taken to expand aggregate demand
worked so well for a period to promote sustained expansion and re-
duce unemployment tﬂat they probably were pushed beyond their

maximum usefulness. In an economy approaching full employment
it might have been both more effective and safer, from the stang

point
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of inflationary effects, to attack residual and structural unemploy-
ment through selective measures. (Professor Saulnier elaborated this
point of view most eloquently in his remarks during the symposium.)
- This overstimulation of aggregate demand, with the needs of Viet-
nam superimposed, is at the root of the strain on resources and the
uncertain outlook for prices and costs which has faced the economy
since mid-1965. Since the February symposium the possibility that
concerned Professor Saulnier has clearly come to pass: monetary
policy has assumed most of the burden of restraining further over-
heating of the economy. It has broken into completely new terri-
tory and if it traverses it without either countenancing further infla-
tion on the one hand, or precipitating a financial crisis on the other,
it will evidence rare skill on the part of the monetary authorities.

It is fervently to be hoped that these policies succeed. However,
for the future, the risks are too great to rest all of the outcome on
monetary policy, no matter how skillful. To quote Mr. Knowles once
more: “it is dangerous to put too much reliance on any one policy
tool separately.” Streamlined procedures for quickly adapting fiscal
policy to short-run stabilization requirements, as suggested by Pro-
fessor Heller, deserve a high priority on the list of desirable improve-
ments in the full-employment machinery. Neither inflation nor reces-
sion waits but, despite the advances which have been made, we are
not yet adept at forecasting far in advance which way the wheel may
turn. Because of the inevitability of this “recognition lag” it is all
the more important to shorten decision lags with respect to desired
changes in policy. The recent hearings conducted by the Subcom-
mittee on Fiscal Policy of the Joint Economi¢c Committee under the
chairmanship of the Honorable Martha W. Griffiths constitute a most
encouraging first step in this direction.




STATEMENT BY LEO FISHMAN
PROFESSOR OF ECONOMICS, WEST VIRGINIA UNIVERSITY, MORGANTOWN, W. VA.

The purpose of this statement is to suggest two methods that might
be used to enhance the effectiveness of the Employment Act of 1946.
The first could be accomplished without passage of any additional
legislation. It would merely involve careful interpretation and
application of certain key provisions of the Act. The second, how-
ever, would involve passage of new legislation, as well.

I

An essential feature of the Employment Act of 1946 is that it
assigns to the President, as the Chief Executive Officer of the Federal
Government, the primary responsibility for coordinating all, “plans,
functions, and resources” of the Federal Government for the purpose
of promoting “maximum employment, production, and purchasing
power.” Statements made at various times during the debates pre-
ceding passage of the act indicate clearly that this feature of the act
was not the result of careless drafting or lack of forethought. Con-
gress deliberately assigned this responsibility to the President.

When the legislation had been revised for the last time and the
Senate was about to vote on it, Senator James H. Murray pointed out
that the bill made it clear that the “basic responsibility for develop-
ing the employment program within the executive branch is that of
the President as the elected representative of the entire country, and
as head of the executive branch of the Government.”

In recent years, however, the President has been prevented from
acting in a manner consistent with the effective discharge of his
responsibility for coordinating all “plans, functions, and resources”
of the Federal Government, because the Board of Governors of the
Federal Reserve System has claimed (and has on several occasions
exercised) complete autonomy with respect to monetary policy.

The tools of monetary policy are both speedy and flexible. They
can also be quite potent, especially when used in restrictive fashion.
If used for restrictive purposes, they cannot fail to counteract, at
least to some extent, the effect of any fiscal policy deliberately
adopted for the purpose of stimulating or sustaining an expansion of
economic activity.

As long as the Board of Governors continues to assert and to exer-
cise complete autonomy in matters pertaining to national economic
policy, it is possible for U.S. monetary policy to be oriented toward
different and incompatible sets of oaﬁs. It 1s impossible for the
President, to. coordinate all “plans, functions, and resources” of the
Federal Government for the purpose of promoting “maximum em-
ployment, production, and purchasing power.”

51




52 ~ THE EMPLOYMENT ACT OF 1946

It is a matter of public record that on at least two occasions since
the passage of the Employment Act of 1946, there have been sharp
differences of opinion with respect to national economic policy be-
tween the Federal Reserve authorities and the President or his
advisers. In each of these cases important decisions on monetary
policy that were clearly inconsistent with the stated views of the
President and the Council of Economic Advisers were made by the
Federal Reserve authorities.

In April 1956, during Dwight D. Eisenhower’s administration, the
Board of Governors raised the discount rate although the Chairman
of the Council of Economic Advisers and members of the Cabinet
believed that the change was not consistent with other Government
policies designed to help achieve the goals of the Employment Act.
In December 1965, the Board of Governors raised the discount rate,
although President Johnson had recently indicated that he con-
sidered such a change unnecessary and ill advised, although it
might be warranted several months later.

The Employment Act of 1946, although it does contain an explicit
mandate to the President, does not contain either an explicit or an
‘i:‘gl(flicit mandate to the Board of Governors. In the debates pre-

ing passage of the act no reference was made to the powers of the
Board of Governors, nor was any mention made of its right to exer-
cise its powers independently of the President. In fact, on one or
two occasions it was observed that monetary policy would be used by
the President to promote the purposes of the legislation.

If the President is to discharge the responsibilities assigned to him
in the Employment Act of 1946, he must exercise the power to coordi-
nate national monetary policy with national fiscal policy. The basis
for such exercise of power by the President already exists. Passage
of new legislation is not necessary.

I1

The effectiveness of the Employment Act of 1946 might be further
enhanced by giving the President additional power to modify fiscal
policy in order to achieve the purposes of the act.

At present, all changes in tax policy and basic changes in the level
of expenditure for any given fiscal year require the passage of legis-
lation by Congress. The President may, of course, urge that Con-
gress enact the legislation he considers appropriate. But considera-
tion of such legislation by Congress is likely to take many months.
The effect of the recommended change in policy, if and when it is
finally adopted by Congress, may be quite different from what it
would have been at the time it was first proposed.

The President may, in addition, alter the rate at which funds
appropriated by Congress are actually expended in the course of a
fiscal year. But total expenditure for any purpose for the entire
year cannot exceed the amount appropriated by Congress. Thus if
the rate of expenditure is increased in one part of the year, it must
generally be reduced later in the same year so that expenditures do
not exceed the amount appropriated. '

This method of altering fiscal policy becomes more difficult to utilize
and less efficacious as the fiscal year progresses. Later in the fiscal
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year it is not reallf' feasible to useit at all. Even if it is used relatively
early in the fiscal year to increase expenditures, there is always the
possibility that the eXf)ansionary effect of the initial increase in the
rate of expenditure will be canceled later in the year when the rate of
expenditure is necessarily decreased.

f the President had power to alter tax rates or total expenditures
within certain limits set by Congress, his power to fulfill the respon-
sibility bestowed upon him by the Employment Act of 1946 would be
greatly enhanced.

The report of the Commission on Money and Credit, published in
1961, contained a recommendation that Congress grant the President
“limited conditional power to make temporary countercyclical ad-
justmentsin * * * the personal income tax. * * *” Although Presi-
dent John F. Kennedy requested that Congress make this delegation of
power, Conigress never seriously considered his request.

It is fairly easy to understand why Congress has been reluctant to
delegate to the President any part of its power to determine tax policy.
At the same time, it seems fairly obvious that unless the Presigent 15
granted some discretionary power to make temporary changes in tax
rates or expenditures, his ability to use fiscal policy to fulfill his re-
sponsibility under the Employment Act of 1946 will be limited in the
future, as it has been in the past. The recommendation of the Com-
mission on Money and Credit merits serious consideration.




STATEMENT BY WILLIAM C. FREUND?*
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AND ADJUNCT PROFESSOR OF FINANCE, GRADUATE SCHOOL OF BUSINESS, NEW
Yorx UNIVERSITY, NEW YORK, N.Y.

Some months ago, the story was making the rounds in Washington
about two businessmen who were discussing the Federal budget. One
asked the other how he thought the President could finance the vast
expansion of social benefits under the Great Society program. “Why,
how naive you are,” answered the other. *These days we simply
finance out of tax cuts!” i

Twenty or even ten years ago few people would have understood
the point of the story at all, for the joke mirrors a revolution in the
public’s attitude toward Federal finance. Less than a generation ago,
Keynesian economics was in disrepute among the American public in
general and the business community in particular. Today, Keynesian
policies have become what John Kenneth Galbraith recently called
“the new orthodoxy.” '

Recognition of ﬁis change comes from unexpected quarters. Thus,
the July 1965 issue of the renowned Lloyds Bank Review of London
observed that “the contribution that economics has made, both to pub-
lic understanding and policy, in the area of employment policy can
hardly be overrated. It would not be an exaggeration to say that—
the nuclear bomb apart—the greatest contrast between postwar and
prewar is the abolition of large-scale unemployment and of violent
swings of economic activity. This is among the major revolutions of
our time.” And, as the article goes on to point out, this revolution can
be credited to economics and ‘“to the gentle and deliberate way in
which economists have educated politicians, administrators, and the
general public.”

It was Lord Keynes who first focused the attention of the world
on policies to prevent unemployment. But Keynes was wrong in one
respect. While he believed that it was ideas which ruled the world, he
also felt that revolutionary new ideas require many generations before
they are accepted. Back in 1936, he wrote in his now celebrated book,
“The General Theory of Employment, Interest and Money,” that
“there are not many who are influenced by new theories after they
are 25 or 30 years of age, so that the ideas which civil servants and

oliticians and even agitators apply to current events are not likely to

e the newest.” It is difficult and time consuming, he was convinced, to
break free from the outmoded economic dogma the current generation
picks up from teachers of the old.

Keynes should not have despaired so easily. His influential “Gen-
eral Theory” was published just 30 years ago. In 1946, a scant 10 years
later, it helped bring about the passage of an Employment Act in the

i Reprint of his article entitled ‘“‘Educating the Electorate: The Employment
Act After 20 Years,” November-December 1965 Challenge magazine.
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United States which declared the promotion of maximum employ-
ment, production and purchasing power to be a major national eco-
nomic objective. In the two decades since then, the American public has
become educated and sophisticated in economic policies far beyond the
expectations of Keynes and other economists.

To realize how extensive this transformation in economic philosophy
has been, it is only necessary to think back to the great depression of
the 1930’s. At that time there was relatively little dispute on how best
to deal with the catastrophe. The business community was not alone
in its deeply rooted belief that if the Government only refrained from
tinkering with the economy, forces of expansion would once again as-
sert themselves. And hardly anyone disputed the desirability of an
annual balance in the Federal budget.

The idea that Government should actively seek to stimulate higher
levels of employment was for a long time rejected by a large };lroportion
of the population as part of an alien and even subversive philosophy.
Most people adhered to the teachings of classical economics: if only the
economy 1s left to itself, it will reestablish equilibrium at full employ-
ment. All that is necessary, according to this argument, is that wages
and interest rates be allowed to decline. Seen in this light, unemploy-
ment is a temporary although necessary condition to bring about lower
wages. Once wages and interest rates have declined sufficiently, the
incentive to hire additional workers and to employ additional capital
will be reestablished and full employment will be restored. Keynes
argued that adjustment in wage rates and'interest rates could not
guarantee full employment, that the economy might reach equilibrium
with men and capital still out of work. Wage reductions would reduce
purchasing power and consumer demands. Lower interest rates need
not spark the incentive to invest if plant and equipment is already in
excess supply. Instead, Keynes focused on aggregate demand for
consumer and investment goods.

It is the fate of every revolution that in time its principles come
to sound commonplace. The great philosopher, Schopenhauer, once
observed that new developments tend to pass through three distinct
phases. In the first stage, the new idea is ridiculed. In the second
stage, it is severely opposed. But by the time it reaches the third
stage, it has become chs)ely accepted and is considered self-evident.

oday the Keynesian emphasis on purchasing power has been added
to the vocabularly of modern man. Newspapers report on GNP as if it
were no more'complicated than baseball scores. Few of us ever reflect
on how our vocabularly has been expanded by the national income
accounts which were developed partly in response to the new economics.
For instance, on August 5, 1965, the New York Times reported
routinely on its financial page that “a common opinion heard around
the big board is that this expansion of defense spending will have a
multiplier effect on the economy.” A day later, James Reston wrote
from the Washington bureau of the New York Times: “It begins to
look as if the people will take the welfare state and the planned
economy if you just don’t mention the names, mainly because, wicked
or not, they seem to work. The gross national product rose by $9.2
billion in the second quarter of 1965—from a 1964 level of $622 billion
to an annual rate of $658 billion.” :

How did this revolution in economic thinking come about? It was in
1946, just 20 years ago, that Congress passed the Employment Act
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which gave new direction to the Government’s economic policies and,
in turn, sparked the public’s economic reeducation. Thisis a good time,
then, to review some of the factors which have contributed to the
public’s deeper concern with and understanding of economic processes.

The Employment Act of 1946 for the first time obligated the Federal
Government to pursue economic policies which would prevent unem-
ployment and the recurrence of another major depression. It estab-
lished the Joint Economic Committee of Congress, as well as a Council

- of Economic Advisers to the President, which have proved important
institutions in the economic education of the American public.

That education has not been the result simply of chance. One signifi-
cant factor has been the development of the national income accounts.
The very fact that we can now measure through quarterly GNP
accounts the Nation’s total output of goods and services, and the specific
spe‘ndin% sectors responsible for a changing total of output, adds im-
measurably to our system of economic intelligence. During the great
depression of the 1930’s, by contrast, we had no regular reports on
gross national product or national income. We had no estimates of
the volume of investment or savings, of consumer spending or Govern-
ment purchasing. We knew little about the magnitude of changes in
aggregate economic activity from season to season, let alone from
month to month. As a result, Government policymakers and private
investors were largely in the dark.

Today, the gross national product accounts allow us to identify the
specific sectors of the economy in need of attention, either because they’
are booming excessively or threatening to act as a drag on further
economic expansion. Government policymakers are able to take coun-
tercyclical measures at an early stage to head off cumulative
contractions.

The statistical profile of the Nation’s economy provided through
the national income and product accounts has become familiar to large
numbers of educated Americans. The GNP has become more than a
mere conversational ploy at a cocktail party. Businessmen have found
it useful to plan their own operations a year or a decade ahead on the
basis of anticipated developments in the national economy as measured
by GNP or its components. In planning sales, in budgeting for new
plant and equipment, in negotiating a new wage bargain with unions,
American industry has learned to rely on our system of national income
accounting.

The awareness of economic changes as measured by our national
income accounts has become even more pronounced in Washington.
The slightest wiggle in the economic indicators brings forth on Capitol
Hill studies and reports on appropriate economic policies. The Joint
Economic Committee of Congress has held hundreds of hearings on
economic topics, to which it has invited representatives from the busi-
ness and academic community, from labor and Government. These
hearings have constituted a significant dialog on economic policy and
have promoted an unprecedented understanding of our system of eco-
nomic statistics. Participants in these hearings were forced to read
the staff studies of the joint congressional committee if only to offer
criticism in public hearings. And since these committee studies were

- often of a high quality, the learning effect was much more widespread
than might have been anticipated or planned.
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The reports of the Council of Economic Advisers, especially the
January report to Congress, regularly make the front pages of daily
newspapers, are discussed on the editorial pages, and debated by
Members of Congress and their constituents back home. People who
would never have thought about the relationship of wage gains to
productivity, and the influence of these two factors on the price level
and on the aggregate demand, now consider these issues in business
conversations, lunchtime talk, TV interviews and public debates.
Thus the Employment Act of 1946, now 20 years old, should be
credited not only with initiating a new approach to Government eco-
nomic policies, but with contributing mightily to the success of the
public’s economic education.

Our increased concern with economics, which can be partly attrib-

uted to the Employment Act, has raised the stature of economists not
only within Government but also within business. The fact of the
matter is that we have come to live in the shadow of economic policies
that an earlier generation of Americans, and certainly of businessmen,
would have regarded with horror. Two outstanding groups—the
Committee for Economic Development (CED) and the National
Planning Association (NPA)—concentrated on the reeducation of the
business community from which their membership came. Their pub-
lications have reflected a sympathetic attitude toward the new econom-
ics, not because of any philosophical predisposition to support it, but
as the result of scholarly study and research.

- Of course, there remain prominent exceptions (witness Goldwater’s
candidacy), and all businessmen have not become enthusiastic ad-
herents of the new economics. But there is today far greater under-
standing and sympathy on the part of the vast majority of enlightened
businessmen on the role of government in promoting full employment
and economic growth. To see how profound this change has been,
one need only contrast the business view on two major economic issues:
(1) Government policies for full employment, and (2) Government
policies for economic growth.

Not many decades ago, most businessmen—and, indeed, most Ameri-
cans—favored an annually balanced Federal budget and regarded a
Federal deficit as the height of fiscal irresponsibility. By the end of
the war, however, the Keynesian notion—that there was nothing

sacrosanct about a calendar year and that it made more sense to aim

for a balanced budget over the course of the business cycle than during
any 12-month period—began to take hold.

Galbraith has called this change “a revolution without organiza-
tion.” No one issued orders and there was no organized drive; the
conviction just spread that mankind was not powerless in the face of
economic declines. Business organizations like CED expounded the
case for a countercyclical fiscal policy which allows for deficits to be
incurred during periods of recession and encourages a balanced budget
or a moderate surplus under conditions of high employment. The
CED, moreover, is not content to rely merely on a natural contraction
to unbalance the budget in a recession—that 1s, for a decline in incomes
to reduce tax revenues and thereby fproduce a deficit. It has explicitly
urged a deliberate enlargement of the Federal deficit during reces-
sionary periods, either through tax reductions or in times of severe
depression through increased Federal spending.
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.-What we have seen, then, in recent years is a willingness on the part
of the Government to invoke countercyclical fiscal and monetary
policies and an acceptance of this principle by the public, including
the business community. Indeed, many economists claim that we will
never again witness another major depression of the magnitude of the
1930’s, not only because we have the tools to avoid a major collapse, but,
more importantly, because there is a national determination to head oft
a cumulative economic contraction atan early stage. -

It would be a mistake, however, not to recognize the ambivalent
attitude still held by many people on Federal budgetary policies.
There is still a strong feeling that it is wrong for the Federal Govern-
ment to incur deficits evén in a recession, not only becauseit violates the
canons of sound individual finance, but because there are so few pe-
riods of prosperity in which a counterbalancing surplus is achieved.
Nonetheless, when the chips are down and economic expansion grinds
to a halt, few spokesmen now appear before Congress pleading for
lower wages, less Federal spending or a balanced budget. And that is
quite an achievement.

During the last 3 years, there has been a further change in the pub-
lic’s attitude. Up to that time, the emphasis had been on fiscal and
monetary policies designed to restore the economy’s momentum when-
ever it threatened to falter. More recently, the emphasis has shifted
from moderating the cycle of boom and bustto generating a more rapid
rate of economic growth. This new emphasis, though subtle, is ex-
tremely significant. The tax reduction of 1964 did not come when re-
cession threatened, but in a time of prosperity when the Federal budget
was already in deficit. Its purpose was to inject $10 to $15 bil-
lion of additional purchasing power into the private economy in order
to generate additional production, wages, and profits. It wasa new
approach to fiscal policy, designed not to fill in the troughs of recession,
but to stimulate a more rapid rate of economic advance. The admin-
istration argued that since Federal revenues are derived largely from
Income taxes, the increased tax take from higher wages and profits
would ultimately more than offset the effects of the lower tax rates.

At first, the tax reduction of 1964 was greeted with much skepticism,

but the administration’s position is winning increased acceptance. In
1965 the rise in the Nation’s economic growth caused revenues of the
Treasury to increase even beyond expectations. Walter Heller, who as
the President’s Chief Economic Adviser engineered the tax cut, re-
cently claimed that “we have demonstrated the success of a tax cut
which symbolizes the shift from an antirecession, shock-absorbing fiscal
policy to a gap-closing, economic-propulsion policy.” It may well be
easier to balance the Federal budget with lower taxes and a more rapid
rate of growth than with higher taxes and a slower expansion. -
_ The new emphasis of economists on the “full employment surplus”
1s befinning to be noted by the public, although there are probably
few laymen who have heard of it and still fewer who can claim to
understand it. In its 1965 report to the President, the Council of
Economic Advisers argued that since actual revenues and actual Fed-
eral expenditures vary automatically with economic activity. the
amount of the realized surplus or deficit reflects both the antomatic ef-
fect of variations in business activity and the discretionary action
taken by the Federal Government. Thus the amount of the actual
surplus or deficit is not a useful tool for formulating policies.
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To distinguish automatic changes from the results of discretionary
actions, and to provide a more useful guide to policy, these two effects
ought to be separated. One way to do this is to calculate revenues and
expenditures at a fixed level of economic activity ; namely, at the full
employment, level. Thus in 1960 the Federal budget produced an actu-
al surplus of $3.5 billion, but the full employment surplus was about
$13 billion. Given the extent of unemployment, this surplus at full
employment was too large and needed to be reduced if a drag on the
economy was to be avoided.

Too large a full employment surplus acts to slow down economic
growth because it means that the Federal Government is taking more
out of the economy than it is putting in. Walter Heller claims that
the $13 billion full employment surplus in 1960 had a lot to do with
the recession which began in that year. By the same token, he argues,
the tax reduction of 1964, by reducing the full employment surplus,
was a major factor then in moving the economy closer to full employ-
ment. To anyone old enough to think back some 30 years, this new

. emphasis on using fiscal policy to stimulate an acceptable rate of eco-
nomic growth must seem like a veritable revolution in the public’s
economic thinking.

History shows that the pendulum often swings too far in one direc-
tion, setting in train a period of consolidation or even a backward
swing of the pendulum. Perhaps we have gone too far. But a return
to the policies of pre-Keynesian times is unthinkable. We have passed
that point of no return. The public has become sophisticated in eco-
nomic affairs beyond anything imaginable just 20 years ago when
Congress debated the Employment Act of 1946.




STATEMENT BY SEYMOUR E. HARRIS
PROFESSOR OF ECONOMICS, UNIVERSITY OF CALIFORNIA, LA JoLLA, CALIF.

At the anniversary meeting there was surprisingly little said about
the need of well-integrated policies. It is no wonder. The Federal
Reserve Board insists that it is independent. Obviously if the FRB is
independent then the possibilities of a well-integrated policy are
greatly reduced. If the FRB goes one way and the executive depart-
ments another then we are indulging in luxuries that this country
cannot afford. ,

An excellent example of the nonintegrated policy was the rise of
discount rates introduced by the Board in early December 1965. The
administration urged Chairman Martin to hold up his restrictive pol-
icy until February when the net effects of other relevant policies would
be clear, and notably spending and revenue policies. But Mr. Martin
would not wait. He averted a direct confrontation with the President,
and apparently, fearing the loss of one of his supporters on the Board,
hastened to get through a vote in favor of a dramatic rise of rates.
He a}})lparently made it clear that he could achieve his objectives with-
out the cooperation of those responsible for fiscal policy, for wage or
price guidelines, or for protection of the dollar, etc.

But Martin’s attack on integration has proved to be embarrassing
to him. In recent months the Fed, in its concern for inflation—fre-
quently overdone, but perhaps justified now—has maintained a highly
restrictive policy. At first, frightened by the possible effects of the
December policy, the Fed followed up with fairly liberal expansion
in the supgley of money. But in the first half of 1966, the dominant

olicy has been restrictive. Now the Fed is concerned lest it be blamed

or bringing on a depression. It is therefore pleading, as are financial
leaders generally, for help. Now they demand that the Treasury con-
tribute through a rise of taxes to a cooperative anti-inflation policy.
But the Treasury, impressed by some deterioration of the economic
situation in the second quarter of 1966 and the probable delays of
getting a tax increase through and, therefore, fearful that the impact
of the tax increase may be left in the midst of a possible recesston in
1967 just when an expansionist policy may be wanted, seems hesitant
to join the Martin crusade against -inflation. Besides, Martin’s unco-
operative policies in 1965 do not attract a vigorous brand of coop-
eration by other policy groups. ‘

THE INDEPENDENCE THE(’)RY

I see little support for the theory of an independent Federal Re-
serve. There is nothing in the legislation that says the Fed should
be independent. And even if in World War I, or 1950, independence
may have seemed wise—because, for example, the Treasury may have
supported a monetary policy that favored the Treasury too much
against the needs of the economy—the case is much weaker now. No
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President, worthy of the position, will allow the managers of the
monetary machine to upset the policies sought by the President.
One of the peculiarities of the so-called independent theory- is that
however often it is proclaimed, the fact is that in practice it prevails
rarely. The December 1965 episode is almost unique in the extent
of the defiance of the President. Under Eisenhower, both the Pres-
ident and Martin proclaimed the independence theory; and what the
country received was a highly restrictive policy that yielded much
unemployment and higher prices. But obsessed by fears of inflation,
Eisenhower wanted a restrictive monetary policy. And this is what
he obtained. The fact is, Martin was not pursuing an independent
olicy.
P Sig;ilarly, President Kennedy proclaimed the independence of the
Fed. He did not believe in it—as he told me on more than one occa-
sion—but it seemed politically wise to say so. What the President
wanted was an expansionist monetary policy and this is what Martin
ave him. In practice the Fed was anything but independent, and
if Martin had flouted the President in 1961-63 as he did President
Johnson in December 1965, he would not have been reappointed as
Chairman in 1963. In 1952-60, Martin’s independence yiel(fed restric-
tive monetary policy ; in 1961-64, expansionist policies. In the former
period, unfortunate policies; in the latter, helpful policies.

INDEPENDENCE AND REGULATION Q

Under the rubric of independence, the Fed also supports policies
that are not easily defended. I refer especially to the contribution
of the Fed under regulation @, through which the Fed greatly
strengthened the competitive position of the commercial banks vis-a-
vis the mutual savings banks and savings and loan associations (S.
& L.) ; and also greatly increased the rate of interest as commercial
banks outbid the savings banks and S. & L. for cash. The resultant
embarrassment to the latter organization is clear: they lost as much
as $1 billion of deposits in 1 month to the commercial banks and have
had to reduce greatly their investments in house mortgages.

Now the Fed fights any attempt of Congress to reestablish equal
treatment for the various kinds of financial institutions.

INDEPENDENCE AND LEVEL OF RATES

One result of the penchant for proclaiming the independence theory
is a great emphasis on the part of the Fed on the threat of inflation
and hence the need of higher money rates to discourage investment.
The sellers of money, and particularly the large banks, join this cru-
sade with vigor andy quickl}})7 demand iigher and higher rates. They
want to sell their product at higher and higher prices and thus induce
a collapse of the economy—as they did in the 1950’s—and in the end
reduce the profits of the banks. The bankers still have to learn that
lower prices and more business may well increase rather than reduce
profits.

SOME CONCLUSIONS IN RE THE EMPLOYMENT ACT

From all of this I draw some conclusions on the Employment Act
of 1946. The act should make clear that effective economic policies
66-221 0—66——5 ‘
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require the use of all potent tools; the integration of the relevant
instruments of policy; that no policymakers have the right to with-
draw their instruments or use them in a manner to negate the overall
effects of policy. :

It would also be well to clarify the point that monetary creation
is the responsibility of the Congress, which they have in fact delegated
to the banks. onetary policy is a responsibility of the Federal
Reserve Board and banks; but the ultimate authority for policy resides
in the Congress; and it cannot abdicate its rights. The object of mon-
etary policy is to contribute a maximum to the growth and stability
of the economy and a fair distribution of money. The ultimate gains
are not to be concentrated only on the banks.

How much money? What price for money? These are important
questions and the answers given will determine to some extent the
growth and stability or the decline and instability of the economy.
In these troublesome times it is more important than ever that mon-
etary policy help rather than depress the economy.

In the more than 50 years since the Federal Reserve Act was passed,
many of the authorities have forgotten the objectives of that legis-
‘lation. President Wilson made clear that the new system was to serve
the Nation, not special groups.

In the last 40 years, Congressman Wright Patman, chairman of
the Joint Economic Committee, more than anyone else, has continued
to proclaim the principles embodied in the Federal Reserve Act.
Indeed, he has been a gadfly for the financial groups. But his in-
terest in adequacy of money, in reasonable rates of interest, in con-
trol on behalf of the many, not the few, has kept our monetary authori-
ties on their toes. He has used his chairmanship of two major com-
mittees to push appropriate monetary policies. When on occasion
he has taken extreme positions, he could easily defend himself on the
grounds—as Keynes once said—that to achieve big objectives, it is
necessary to exaggerate a little.

I can only agree with Senator Douglas who, in his anniversary
paper, said, “I must admit that I take a great deal of pleasure when-
ever I see my dear friend, Wright Patman, unload on the Federal
Reserve Board. I think at times people may have thought that
Wright was not fully informed, but when he goes into the intricacies
of the operations of the Federal Reserve Board, I have discovered that
there is no one in that handsome palace who can keep pace with him
and that those who came to scoff, remain to tremble.”

I sometimes criticize the Federal Reserve Board, sometimes the
System, and frequently Mr. Martin. Over the years Martin, a charm-
ing man and a smart operator, has been the symbol of financial re-
sponsibility and of the interests of financial men. President Kennedy
was aware of this image of Martin. In the Board, or in the Open
Market Committee, Mr. Martin is still a power though he is probably
facing more uncertain times. His position is still so dominant that
he seems to release statements to the press that if he cannot carry the
Board, he will resign. This is a threat to the President of impending
resignation by Martin and loss of prestige of the President if Martin
supporters are not appointed to the Board.
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As I noted in my paper for the Employment Act symposium, we
plan today with an eye on the speedometer and a foot on the brake, but
we also need to prepare for tomorrow’s fiscal choices. In the follow-
ing pages, I should like to expand a little on these choices.

Our automatic growth of about $7 billion a year in Federal revenues
(a figure which will rise steadily over the years) lies at the heart of
these choices. Except in times of excess demand, dividends must be
declared to be realized. Unless they are made one way or another,
they will disappear in economic slack and retarded growth. Yet, they
are essentially pleasant choices, aimed not at the lesser evil but at the
greater good. '

The demands of Vietnam and anti-inflationary policy, together with

“inescapable growth in civilian expenditures, may preempt the divi-
dends for some time to come. On the other hand, 1t is quite possible .
that the need and opportunity to declare such dividends may reappear
sooner than we think, and we had better be prepared.

Before turning to the claims of Federal expenditures, tax cuts, social
security benefits, and State-local governments, we should note that
we will have to reexamine our previous tar%let of a balanced budget at
high employment in the environment of the post-Vietnam economy.
If money rates were sharply eased and private investment demand
were strong, first claim on our rising revenues would be to hold some
of them as a high-employment surplus for debt retirement. But if
money rates prove to be stubborn, or if business investment and hous-
ing demand-—with or without easy money—do not rise to the occasion,
rough balance in the high-employment budget might again be the
approgriate target. How, then, would we apportion our projected
fiscal dividends so as to realize the full promise of modern economic
policy? That question brings the sources and uses of growth to the
center of the stage. '

If we have, as I believe, made our economy, not recessionproof, but
at least-recession repellent, we can and should focus much of our future
economic policy attention on growth, on its sources, its costs, and its
uses.

First, let me comment on fiscal dividends in relation to the sources
of growth. In the past few years, part of our rise to the top ofthe
growth ladder has been accomplished by closing the production gap.
If we keep the economy operating near its potential in the future,
our realized growth will now depend on the rate of growth in that
potential since we can no longer pad the figure by taking up economic
slack. And if international payments considerations prevented us.
from using easy money as a growth stimulant, or indeed, if further
fiscal or monetary encouragements added only little more to the sus-
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tainable rate of private investment, the search for faster growth would
lead us ever more directly to well-springs that only Government can
provide through its investment in education, research, and physical
resources. When we add to this the Federal Government’s responsi-
bility for overcoming some of the ravages of economic growth and its
commitment to those uses of growth which will raise the quality of
life, Federal expenditures become a high-priority claimant on” the
fiscal dividends in our future.

FepERAL EXPENDITURES

Public expenditure programs will play a large part in pushing out
the social and scientific frontiers that will define our economy’s limits
in the future. Consider the critically important ways in which they
enter into the economic growth equation :

Programs to develop human resources will pay enormous re-
wards in higher productivity. One of the significant contribu-
tions of empirical work in economics in recent years is the better
measurement and increased understanding of education and work
skills as a source of more rapid growth. Further expansion of our
manpower programs, especially now that we are in a range where
structural unemployment does become important, promises good
returns in expanding the economy’s potential. The National
Commission on Technology, Automation, and Economic Progress,
for example, recommended that retraining programs be expanded
to cover 750,000 persons a year.

- For the longer run, the big payoff will come from basic educa-
tion. It is no coincidence that the overall superiority of the
American school system is matched by the higher productivity of
American workers. Yet we remain an enormous distance from
what is achievable in educating our children. The Automation
Commission recommended that free education be extended from
12 to 14 years, into technical schools and community colleges.

Enlarging the stock of public capital has long been recognized
as a Government responsibility in the growth process. Public
roads, water systems, school buildings, and hospitals will be no less
important in the future because they are already on the familiar
lists of the past. Direct Government investment in atomic energy, -
in communication satellites, in mass transportation, and in urban
redevelopment are less traditional but equally important.

Government also plays a key role in raising the quality and
efficiency of both public and private capital by advancing the
technology it embodies. :

New programs of public support of research, public construc-
tion, and public operation are looming larger in the quest for
future supplies of natural resources. Water resources alone are
the subject of desalinization experiments, pollution control,
weather modification—all part of a list of exciting and important
areas in which the public returns may prove as large in the future
as the returns in agricultural research, for example, have in the

- past. '

Wli)lile we seek to expand our efficiency and gain the benefits of faster
growth, we cannot weigh the future claims of growth on public
expenditures by this criterion alone. At bottom, growth is to be
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.ﬁnj;)ﬁed—and, most importantly, in a good society, it is to be enjoyed
Y .

But first claim on the products of growth should be to repay the
ravages of the growth process. If as byproducts in our quest for
growth, we destroy the purity of air and water, generate ugliness and
social disorder, displace workers and their skills, gobble up our natural
resources, and chew up the amenities in and around our cities, the
repair of that damage should have first call on the proceeds of growth.
If the damage is essentially a private cost forced on society, as in the
case of industrial effluents ami) smoke discharge, it should be forced
back on those private units. But much of the problem and the cost
can be met only by government. (If we could isolate that part of it
which is a direct cost or byproduct of growth from that which is a
natural concomitant of population growth and urbanization and so
forth, we should probably make a subtraction each year from our total
output, an adjustment of our GNP figures, to take account of it.)

When we turn to the uses of growth, we find a rather blurred line
between programs to speed its a%vance and overcome its costs, on one
hand, and programs to devote its product to the better life, on the
other. Each of us has his own conception of these uses. I have put
mine this way : .

“The polluted air I breathe in many large cities, the now pol-
luted Lake Michigan, Milwaukee River, and Puget Sound waters
I used to swim in as a boy, our vanishing wilderness, our growing
urban blight, the persistence of human poverty amidst plenty,
the uneven struggle between beauty and ugliness in our surround-
ings, the excessive incidence of illiteracy, crime, and delinquency—
all these reach out for a large share of that $7 billion annual divi-
dend, either in the form of direct programs or through more
generous transfers to State and local governments. For how
else are we to gain control of our public environment, rather than

‘letting it control us in a ‘half-finished society?’ How else can
we make real progress toward a society that will not only be large
and productive but great and good ?”

Tax Cors

One need not dwell on the claims of the tax cutters of the future.
They will point out, correctly, that tax cuts vitalize free markets and
private incentives, supply added funds for private capital formation,
and boost private demand. Yet, I would hope that the tax cut lesson
of the past few years has been learned wisely, and not too well. The

-on-target success of the 1964 tax cut should not blind us to the special

circumstances which made tax reduction clearly preferable to further
expenditure increases at that time. In 1963, massive tax cuts became
the clear choice over more rapid expenditure increases for reasons that
may not repeat themselves in the near future:
At that time, the income tax structure itself badly needed re-
alinement, particularly in the top and bottom brackets. This
" meant lowering the top-bracket rates to reduce avoidance and
restore incentives and the low-bracket rates to meet the elementary
requirements of equity. -
The need to expand aggregate demand in the manner most
likely to restore incentive and enlarge private investment funds,
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which pointed to tax reduction, was more pressing at that time
than it may be in the future.

Also pressing was the need to halt and reverse the process of
erosion of the income tax base in the interests of both greater
equity and less distortion of resource allocation. The large tax
cut, though finally accompanied by only modest reforms, was a
promising vehicle for this purpose.

The whole political complex in its broadest sense required an
approach to expansionary fiscal policy which would not be re-
jected on grounds that it necessarily meant bloated budgets.
Added expenditure programs faced very great resistance. By
using tax reduction, 1t was possible to induce a coalition of con-
servative and liberal elements to endorse and work for an ex-
pansionary fiscal policy even in the face of an existing deficit, an
expanding economy, and rising Government expenditures.

Under the foregoing circumstances, the surest path to more
adequately financed Government programs was, paradoxically,
through tax reduction. The upsurge of tax revenues flowing
from economic expansion would finance higher levels of local,
State, and Federal spending than we would have had without the
tax cut’s stimulus—a stimulus that the country was unwilling to
provide by deliberately enlarging the Federal budget. And, in
point of fact, the 16.3 percent rise in GNP in the 2 years after
the tax cut—between the first quarters of 1964 and 1966—made
possible a 13.5 percent rise in Government expenditures at lower
average tax rates.

Future tax reductions do, of course, offer potential contributions to
economic efficiency and our goal of accelerating growth

by encouraging business investment, as needed, and thus en-
larging and modernizing our stock of physical capital ;

by improving the incentives to risk-taking and to income-earn-
ing among high income groups;

by improving the allocations of resources in production and in
the use we make of our output ;

by stimulating the search for new methods and technologies
and the application of innovations, ’

In the light of these attractions the unthinking man’s quick answer
to the question of how we dispose of our post-Vietnam fiscal drag so
as best to harmonize our various economic ends may be, “untax us.”
But the thoughtful man’s answer may be quite different (or, at least,
less quick). He will recognize that there may be carefully drawn and
pointed expenditure programs which can contribute more to produc-
tivity and growth than another round of tax cuts. He will recognize
that the circumstances which gave a crystal clear signal for stimulus
of private investment in plant and equipment in 1960-64 may not al-
ways hold, quite apart from the current investment boom.

. We will continue to need a high level of such investment to trans-
late our advances in technology and science into concrete advances
in productivity. But before we conclude that they still signal an in-
crease, and corresponding fiscal stimulants to achieve it, we need to

stop to ask whether higher levels of private investment would
be sustainable under foreseeable circumstances;

look at the cash flows available to finance them and the profits
available as rewards for the risks involved ; and
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listen to the competing claims of larger expenditures for
growth-producing and growth-inducing public programs.

We could put it this way: the case for added fiscal stimulus to pri-
vate investment in 1961-64 was open and shut. In the future, 1t is
a%ain open. Not to be misunderstood, I should underscore that em-

»hasis on high levels of investment—not only in plant and equipment,
{)ub in brainpower and research—is here to stay. It is essential to the
Nation’s economic well-being. But we also have to recognize that too
rapid expansion of capital goods can generate inflation and under-
mine our international competitive position, as it did in the 1955-57
period, and that it can create overcapacity, as it did in the 1920’s. We
must maintain a balanced approach to a high-investment, high-re-
search, high-education economy if we are to have a truly high-growth
economy. i

Even when tax cuts do not have as high a priority as they did in
1961-65 as an economic source of growth, they have a definite role to
play in the economic uses of growth. Qur economic progress needs
to be shared with low-income groups, not.just by poverty programs,
but by tax cuts at the bottom of the income tax scale. Something of
a consensus seems to be developing, as it should, that top priority in
‘longer term tax reduction belongs to the lower income groups. Presi-
dent Johnson, in signing the excise tax bill in 1965, said:

“We hope, in particular, to provide further tax relief to those
in our Nation who need it most—those taxpayers who now live in
the shadow of poverty.”

Programs like the negative income tax or minimum income guaran-
tee all represent a further step in the same direction. It is a reflection
both of our economic growth and of our increasing social maturity that
such programs now gain the benefit of calm and rational discussion,
together with increasing support. (but still far from majority sup-
port), in contrast with the emotional and hostile reaction they touched
off not so many years ago.

Closely allied to special forms of income tax reduction to aid the
lowest income groups is the proposal to finance increases in social se-
curity benefits, both scheduled and unscheduled, out of general reve-
nues. How far should we go in further across-the-board income tax
cuts, side by side with payroll tax increases that bear most heavily on
the lower income groups, bear heavily on consumption, and increase
employers’ costs of providing jobs? As fiscal leeway develops, I be-
lieve we can make a strong case for strengthening our system of income
maintenance without corresponding increases in payroll taxes. As a
first step, one might well tap the income tax to finance higher unem-
ployment compensation payments. It would strengthen the economy
and ease burdens on small incomes without raising business costs.

TRaANSFERS TO StaTE-Locar GOVERNMENT

Finally, in distributing future fiscal dividends, we must consider
the claims of State and local governments. Let me briefly plead their
case and, in the process, pose a basic question about the future of our
national fiscal system.

The essence of the case is a fiscal mismatch : .

The supply of readily available revenues is rising faster than
the demands on the Federal purse.
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The State-local situation is reversed—expenditure demands are
rising faster than the readily available revenue supply.

Evidence? While Federal outlays have been rising more slowly
than GNP, State-local expenditures rose nearly 9 percent per year,
or almost double the GNP rise from 1953 to 1963. They rose from $28
. billion in 1953 to $65 billion in 1963. State spending alone rose from
$12to $28 billion.

Noletup is in sight : - :

Demography burdens State-local budgets, not. just by the 19 per-
cent overall population increase from 1953 to 1963, but the 40 per-
cent rise in the 5 to 19 age group and the 29 percent rise in the
over 65 group.

Mobility and urbanization call for even more new schools, sew-
ers, roads, parks.

Prosperity generates demands for better schools, roads, mental
hospitals—faster than it generates new State-local revenues.

Price trends, for example, on construction and the services of
teachers have also worked against State-local budgets.

Looking ahead, Joseph A. Pechman at Brookings has projected
State-local expenditures at a possible $103 billion in 1970—a 7-percent
growth rate—with receipts (including “normal” growth in Federal
grants) rising only to $88 billion. This would leave a $15 billion gap
tobe closed by new State-local tax boosts.

No doubt, State and local bodies can and will do more to tax them-
selves—e.g., States doubled the collections from their own sources be-
tween 1953 and 1963. But their handicaps are serious:

Limited jurisdiction, less-than-optimal administrative size, and
constitutional barriers;

Interstate competition, the fears of driving out or keeping out
industry and wealth ;

Great disparities in economic and hence taxable capacity;

Already heavy reliance on tax sources that are not very respon-
sive to economic growth.

Yet, in the face of these barriers, the fact remains that many of the
functions essential to a great, good, and growing society are carried
out by State-local government: Education, community development,
mental and physical health, recreation, welfare, the list is not short.

On simple grounds, then, of redressing the fiscal balance there’s
much to be said for a more generous allotment of Federal funds to the
States and localities by methods which will strengthen their independ-
ence as well agtheir capacity toserve their citizens.

But more than that, what kind of a fiscal system do we want? One
in which—to put it in extremes—we dismantle the progressive and
comparatively equitable Federal income taxes while we lean ever more
heavily on regressive and comparatively inequitable State-local prop-
erty, sales, and excise taxes? Or one which relies on fiscally potent
Federal income taxes to relieve some of the pressure on our weaker and
poorer taxes?
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Few will dispute what appears to be fact: the Employment Act of
1946 has servetf the Nation well. During our first 20 years under the
act, however, we have focused our concern mainly on short-run prob-
lems. Now, with our increasing sophistication and experience, per-
haps we should begin to look farther ahead.

In his April 1964 address to the Nation’s newspaper editors, Presi-
dent Johnson said: “A President has to try to peer into the future,
and he has to prepare for that future.” In short, the Government, to
be effective, must not merely react to events as they occur. It must be
able to anticipate possible courses of future events, and to lead in ways
that will help the Nation attain the most desirable future among the
many which are possible.

Some of the speakers who participated in the 20th anniversary
symposium sponsored by the Joint Econemic Committee of Congress
mentioned in general terms this need for future orientation. I would
like to be a bit more specific—to note a few examples of possible op-
portunities in dealing with the future, and to suggest that the time
1s ripe for the Joint Economic Committee, the President’s Council of
Economic Advisers, and possibly other groups to look farther ahead.

We might view this as a threefold task: (1) To scan the horizon,
identify new goals and directions, and become aware of coming op-
portunities, problems and potential solutions; (2) once goals, prob-
lems, and potential solutions are identified, to try to evaluate measures
which may most effectively meet future needs, and to suggest how these
may be integrated into potential programs for consideration by Gov-
ernment executive and legislative bodies and by private enterprise;
(3) to consider various means by which such programs might be ad-
ministered efficiently in the expected future environment.

In noting a few specific examples relevant to dealing with the future
let me first revert to hindsight—the war on poverty. This could have
been widely foreseen as an issue for the 1960’s (and it was in fact
predicted by Leon Keyserling, a former Chairman of the President’s
Council of Economic Advisers, mainly on the basis of economic infor-
mation). Projected wealth increases were sufficiently large to support
an attack on poverty in the 1960°’s. There were also projections of
budget surpluses which would have deflationary consequences, and the
recognition that the gap in income between whites and nonwhites was
increasing. Further, the importance of educational opportunity as a
means of improving the lot of minorities in the long run was clear.
In spite of these various indicators, the “war on poverty” approach,
and 1ts implications for educational needs was, and perhaps still is, not
fully appreciated. ,

For an examgle from the future that is almost upon us, we have
the computer. Progress in the development and the use of computers
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during the last decade has been nothing less than spectacular. The size
and cost of computers have gone down dramatically, while their speed,
case of use, the number of new applications, and the number of actual
users have increased just as rapidly. A report from the Rand Corp.
suggests that the cost of carrying out computer operations in the next
decade will drop to one two-millionths of the 1955 cost. Yet the rate
of new developments with regard to computers is certain to proceed
at an ever-increasing rate. Computers are seen by those who specialize
in the field as taking the form of teaching machines which will bring
more rapid learning; as research tools which will operate as simulated
laboratories and bring even higher rates of scientific discovery; as
management planning, decision, and production tools, which will bring
more efficient production ; and as administration aids which may bring
business and (government operations to a new peak of efficiency. Need-
less to say, such changes will also bring problems: The closing out of
certain job categories and skills, the opening of others for which new
training will be needed, the need to protect information and individual
privacy, which will take on a new strategic importance.

Such increasing rates of growth in this and other fields—“the knowl-
edge explosion”—may have a number of more indirect consequences.
For example, it may further the gap between the social and physical
sciences. Or as Bertrand de Jouvenel has said, “The rapidity of
change implies that our present knowledge of the environment has a
short validity ; speaking of faster change implies a decrease in life ex-
pectation of our present knowledge of the environment. * * * Inother
terms again, our knowledge of the future is ever less as change ac-
celerates. This must be remedied by speculation.” *

An example of a more far-out opportunity for shaping our future is

the possible increased lifespan of the individual. The day may come .

when medicine will succeed in allowing man to remain in full vigor
for many more decades than he does today. In this event the propor-
tion of children to adults would change; the productive individual
output may increase; requirements for education (for example, for
“lifelong learning”) could change radically ; and the whole traditional
pattern of the average citizen’s life—his “lifetime budget” of educa-
tion, work, leisure, etc.—may change.

I would like to suggest that the Joint Economic Committee address
itself more than it has in the past to the implications of such futures.

That is not to say that the job will be easy. But there do appear to
be opportunities to make significant progress.

First, a number of responsible individuals have already given us
much rich and serious speculation about what seems to lie ahead ; for
example, Prof. Dennis Gabor, of England, in his book “Inventing the
Future,” and Prof. Bertrand de Jouvenel, of France, in his “L’Art de
Ia, Conjecture.” Others at the frontiers of science are continually up-
dating these pictures. '

Second, our scientists are developing more powerful analytical tools,
such as operations analysis and cost-benefit analysis. Though these
will not allow us to accurately predict the future, they can, when prop-
erly used; reduce uncertainties, and help us to make wise choices among
alternatives.

1 Bertrand de Jouvenel, “Futuribles” (Santa Monica: the Rand Corp., January 1965).
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And finally, a few very preliminary steps have been taken toward
organizing the machinery for studying the future. The Futuribles
in France, and various suggestions of “future lookout stations” and
research institutes in this country, are examples.

How can policy-oriented research into the future best be carried
out? Through our universities? Or nonprofit institutions? Or en-
tirely new bodies? There is no easy answer to this question. But the
various issues of organization, research methodology, and dissemina-
tion of findings of futures research, might very well lend themselves to
a pro%flam of early studies sponsored b{ the Joint Economic Commit-
tee, which should culminate in public hearings. Since knowledge is
power, it would be important to make sure that no monopoly will exist
on research about the future. One way to avoid such a danger would
be to have such research carried out by a number of organizations, both
inside and outside of Government.



S;I‘ATEMENT BY JOHN W. KENDRICK
PROFESSOR OF EcoNoMics, UNIVERSITY OF CONNECTICUT, STORRS, CONN.

The Employment Act of 1946 has been a most constructive force
in the economic history of the United States during the past 20 years.
I believe it can play an even more important role in the future, given
some amendments to the act—or at least further evolution in inter-
pretation of the act; continuing refinements in economic policy meas-
ures to implement the explicit and implicit objectives of the act; and
further improvements in its administration.

POSSIBLE AMENDMENTS TO THE ACT

At the 20th anniversary symposium, tribute was frequently paid
to the framers of the Employment Act of 1946 for the breadth of
language which has permitted great flexibility in its interpretation
and administration. That flexibility in response to changing circum-
stances is a vital characteristic of a living document, and should be
preserved.

Nevertheless, there is no good reason why the act should not be
amended when, in the light of experience and a developing consensus,
such amendment would clarify purposes, administration, and promote
realization of goals, while preserving essential flexibility. Considera-

tion should be given to addition of the following objectives:

' To avoid general price-level inflation, or to diminish the effects
thereof, while maintaining flexibility of individual prices;

To foster mobility of resources in response to dynamic economic

changes—in particular, to promote the matching of labor force |

capabilities with employment opportunities;

To promote growth of productivity, and real national product,
consistent with a given expansion of human resources, and saving
propensities of the community.

Consideration should also be given to the possible desirability of
strengthening the Federal Government’s commitment to employment
opportunities for all who are able and willing to work. The Presi-
dent’s Commission on Automation recommended that the Government
should be the “employer of last resort.” There is much to be said for
the idea that when eligible persons have exhausted their rights to
unemployment compensation, or when ineligible persons have spent
a reasonable period of time in active but fruitless search for employ-
ment, the Federal Government directly and through cooperation with
State and local governments concerned, should offer productive em-
ployment. Given relatively effective policies for stimulating the pri-
vate economy, the numbers involved should not be large, while oppor-
tunities for useful public service are great. When numbers of the
unemployed increase during recession, temporary public employment
would reenforce the countercyclical effects-of unemployment insur-
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ance programs, while making productive use of resources that would
otherwise be unemployed.

FORMULATION OF POLICY MEASURES

It is probably easier to achieve consensus on broad economic objec-
tives, as discussed in the previous section, than it is to devise specific
policies (policy measures) to implement the objectives. In large part,
however, disagreement on policies can be traced to inadequate eco-
nomic information, and incomplete knowledge as to how the economy
works. Therefore, it is basic to improved policy formulation to con-
tinue to improve basic economic data and qualitative information, and
to promote studies to improve economic theories and thus our knowl-
edge concerning the operation of the economy.

The activities of the Subcommittee on Economic Statistics have been
most useful in identifying data gaps and deficiencies, and promoting
efforts to improve economic intelligence. These should continue, in
cooperation with the Office of Statistical Standards in the Budget
Bureau, in an effort to further build and maintain a Federal statistical
program consistent with the requirements of an increasingly complex
economy and Government, establishment.

The basic studies of various aspects of the economy undertaken di-
rectly by the Joint Economic Committee, those stimulated by the
committee and included in its compendia, and the hearings by the com-
mittee, have been a potent force in advancing economic knowledge, and
should be continued. Further thought might be given to means for
stimulating continuing research both inside and outside Government
In the areas of particular relevance to the missions of the Council of
Economic Advisers and the Joint Economic Committee.

The following paragraphs relate more specifically to policy formu-
lation to achieve the goals now implicit in the act, which I suggested
might be made explicit through amendment.

Reasonable price level stability—The commitment of the Govern-
ment to stability of the general price level cannot be absolute, just as
the commitment under the present act to avoidance of economic fluctu-
ations is not absolute. In a relatively free economy, it may not be
feasible to achieve complete secular price stability, just as it has not
proved feasible to avoid some fluctuation in overall economic activity.
But a commitment to throw the weight of Government fiscal activity
and other policies against price inflation will help in this endeavor,
just as the Employment Act commitment has greatly diminished the
amplitude of economic fluctuations, compared with previous periods.

Further basic data on realized prices of goods, prices and productiv-
ity of the factors of production, and costs per unit of output by major
type will be helpful. More important, further basic studies of
demand-and-supply factors resulting in price changes in individual
markets and in the economy as a whole, and the price effects of mon-
etary and fiscal policies, are needed to increase our knowledge as to the
basic causes of inflationary and counterinflationary movements.

In particular, studies and hearings are needed to promote the evolu-
tion of the “wage-price guideposts,” or an “incomes policy,” into a

ossibly effective operational instrument for avoiding “cost-push”
inflation during periods of high-level growth. It seems particularly




74 THE EMPLOYMENT ACT OF 1946

important that such a policy be formulated in consultation with rep-
resentatives of business firms and labor unions, and represent a work-
able consensus as to what is needed and feasible. The present delib-
erations of the President’s Labor-Management Advisory Committee
could be an important step in this direction. '

It seems reasonable that any effort to conform average wage-rate
increases roughly to the rate of increase in real product per unit of
labor input so as to preserve stability in labor costs per unit of output
should be accompanied by a commitment by the Government to pursue
monetary and fiscal policies to maintain a reasonable degree of stabil-
ity in average profit margins at high levels of aggregate demand.

In addition, the Employment Act objective “to foster and promote
free competitive enterprise” should be more vigorously pursued with
respect to financial markets and labor markets, as well as to markets
for commodities. Here again, additional studies are needed as back-
ground for more effective policy formulation.

Resource mobility.—The importance for mitigating fluctuations and
promoting high-level growth of adequate resource mobility is becom-
ing more widely recognized. In fact, mobility costs may be consid-
ered a form of investment, since they are necessary to effectuating in-
creases in income and output made possible by technological changes
and other dynamic forces affecting the economy unevenly with respect
to industry, occupation, and region. ,

The most pressing need for promoting labor mobility is for continu-
ing national and regional registers of job vacancies. The feasibility of
obtaining meaning%ul job vacancy data has been established by several
recent, exploratory surveys. Also, more complete national and re-
gional listings of unemployed persons (and potential labor force
members) by relevant characteristics, are needed. Expansion of data
along these ﬁnes would make possible effectuation of the recommenda-
tion of the National Commission on Technology, Automation, and
Economic Progress for “* * * the creation of a national computerized
job-matching system which would provide more adequate informa-
tion on employment opportunities and available workers on a local,
regional, and national scale.” Also, as the Commission pointed out,
the public employment service would have to be expanded and im-

roved to implement this objective. In addition, further study should
e given to programs for training, retraining, and relocating unem-
ployed persons to facilitate their obtaining useful employment.

Regarding capital mobility, further studies are needed of the capital
markets, with particular respect to interregional flows of short- and
long-term funds. Particular regions should not be handicapped by
shortages, or high cost, of capital relative to the Nation as a result
of imperfections 1n our system of financial institutions.

Government employment—A. commitment by the Government to
serve as “* * * employer of last resort, providing work for the ‘hard-
core unemployed’ in useful community enterprises,” as recommended
by the national Commission, would represent a controversial amend-
ment to the Employment Act. Yet, given the past success of the act,
the commitment would not be a large one; it would be countercyclical ;
it would prevent waste of human resources; and it would represent the
final step in eliminating long-term unemployment from the U.S.
economy. ' : :
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Careful thought would, of course, have to be given to the specific
implementation of such a commitment. Cooperation of Federal with
State governments, and State with local, would be necessary since the
community enterlgrises most in need of unskilled labor are generally at
the local level. Federal subsidy, or cost-sharing arrangements would
have to be worked out. There would need to be advance planning to
deal with fluctuations in numbers of the long-term unemployed. Pay
scales would have to be worked out that would preserve incentives to
return to “regular” jobs, and means devised to facilitate the transition.
If possible, public-service employment should be linked with training
for jobs which are available in the private economy, or in regular gov-
ernment agencies.

In the last analysis, public service employment is a desirable alter-
native to long-term unemployment for economic as well as social
reasons. ‘It would represent an addition to the national product.
The net cost to government should not be large, since such programs
would permit reduction of public assistance payments, and the multi-
plier effect of net additions to income would result in higher tax yields
than would otherwise be the case. '

Promoting growth—Since World War II, the American people
have become Increasingly conscious of the importance of economic
growth. Growth is seen not merely as a means of maintaining full
employment under conditions of rising productivity and expandin,
labor force, but as a means of securing our international position ang
raising domestic planes of living. In other words, economic growth

rovides the material means of winning the war against poverty at

ome, and the “cold war” abroad. " Both political parties had planks
in their platforms of 1960 calling for accef:ara,tion of economic growth
rates. It would seem appropriate that this commitment should be
written into the Employment Act. The commitment can be honored
by promoting tangible and intangible investments in the private sec-
tor, making adequate provision for such investment in governmental
budgets, and possibly by setting up a National Productivity Center to
conduct continuing studies of ways to advance productive knowledge,
and to promote its dissemination. : ’

The Productivity Center would represent a practical counterpart
of the National Science Foundation, whose chief function is to pro-
mote basic research and fundamental scientific progress. The Center
would guide and promote applied research and development activities.
It would make full use of existing agencies, such as the Office of Tech-
nical Services in the Commerce Department and the Agricultural
Extension Service in the Department of Agriculture, but it would try
particularly to uncover areas in which technology lags, and seek ways
to stimulate development of these relativel neg%ez; areas. Broadly
based advisory committees would aid in tﬁ,e creative outreach of such
a center.

The question of possible new institutional arrangements apart, it
must be kept firmly in mind that the basic source of economic growth
is saving and investment. Investments in new tangible capital goods,
in development of natural resources, and in rearing children to work-
ing age, expand the quantity of our factor services; intangible invest-
ments in basic research, in applied research, development and engi-
neering, in education and training, and in mobility and health, all in-
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crease the quality, or productivity of our human and nonhuman re-
sources. Both the Council and the Joint Economic Committee must
be concerned with policies to promote and facilitate saving and invest-
ment in the private sector, and to allocate adequate portions of Gov-
ernment expenditures to investment or “developmental” objectives.
In particular, direct public investments should supplement private
investment and make 1t more productive. The role of the National
Science Foundation in promoting basic research is a case in point,
since advances in fundamental science are the wellspring from which
inventions and productive applications flow without noticeable tend-
ency toward diminishing return.

ADMINISTRATION OF THE AcT

My comments concerning administration are brief, since I have not
studied the problem at firsthand. But based on casual observation,
I believe the Council of Economic Advisers needs a somewhat larger
staff, particularly of career people. In the past two decades, both the
economy and the Federal Government Estaglishment have more than
doubled in size, and complexity has grown, but the Council staff has
not increased to speak of, while the number of “permanent” staff mem-
bers seems to have declined.

The Council also needs further to expand its contacts with all the
numerous executive branch agencies concerned with economic policy-
making and execution either directly or through interagency commit-
tees. Regular channels of contact between the Council and various
economic interest groups should also be broadened, although the Coun-
cil must remain insulated from undue pressures as it seeks to devise
policy measures in the general public interest. In particular, I believe
that the Council should provi(ﬁ more formal arrangements for inter-
change of information and views with State (and possibly major local)
governments. For example, data on the current and capital expendi-
ture plans and revenue expectations of State and local governments
should be assembled, since these are a significant factor in the eco-
nomic outlook. At times, the Council may wish to recommend certain
adjustments of fiscal plans to these governments in the national
interest.

Obviously, adequate liaison between the Council and Federal agen-
cies, State and major local governments, and major private organ-
izations, requires a larger staff, and possibly an increase in the size of
the Council itself to 5 or 7 members, with staggered terms. Such a
step would also enhance the continuity of the Council’s operations.
The views of present and past Council members should be solicited in
this regard.

My only thought with respect to the Joint Economic Committee is
that procedures should be devised to increase its influence in relation
to other congressional committees concerned with various aspects of
economic po%if:eys. The committee itself can best judge if additional
resources are needed. But given the considerable amounts of time
and resources expended by the committee and its staff in studying
economic conditions and recommending needed measures, the effec-
tiveness of this effort could be enhanced by broader and more intensive
contacts with the other interested committees of the Congress.




STATEMENT BY LEON H. KEYSERLING

FoRMER CHAIRMAN, COUNCIL OF ECONOMIC ADVISERS; PRESIDENT, CONFERENCE
oN EcoNoMIC PROGRESS, WASHINGTON, D.C. :

In February 1956, upon the 10th anniversary of the Employment
Act, I prepared for a publication celebrating that event® an article
entitled “The Council of Economic Advisers’ Tasks in the Next Dec-
ade.” In that article, I set forth eight points of emphasis which I
thought might guide some redirected efforts on the part of the Coun-
cil of Economic Advisers during the years 1956-66. As we now look
ahead to 1976 and even 1986, I submit that these eight points of em-
phasis are equally or even more pertinent, and that an examination of
the extent to which CEA has neglected these %omts to date provides
an excellent starting point for looking at the challenges of today and
tomorrow. .

I shall therefore set forth, at times in abbreviated form, the eight

oints which I raised in early 1956, and comment upon each of them
in the light of the present and the revealed needs of the future.

(1) “Mazimum production” should be reexamined.—Does rea-

sonably full utilization of available and growing productive re-

sources meet the objective of “maximum production,” or should

the objective include more intensified efforts to accelerate the rate
of productivity advance by specific national policies, including re-
source development, attention to depressed or underdeveloped
areas, human training, etc.? Whether we grow by 4 percent a
-year rather “automatically,” or by 6 Percent a_year with special
effort, may not be merely a matter of “gilding the lily” in view of
the worldwide contest of economic strength likely to endure as far
ahead as we can imagine.

I feel that the CEA has been far too willing to accept as “maximum
production” that level of output which would result rather auto-
matically from reasonably full utilization of manpower and other pro-
ductive resources. Viewing the weight of our imperative international
and domestic burdens, we should strive to call forth fully the long-
range rate of average annual economic growth which would be the
optimum, short of excessive inflationary strain. I judge the evidence
to be fairly conclusive that this would be not less than 5 percent a year,
after reasonably full resource use is achieved. The growth rate should
be considerably higher until then.

Not, only has CEA failed to move in this direction, worse still,
CEA has not really committed itself at all to any qualification of either
long-range or short-range goals for economic growth, thus abjuring
the specific mandate of the Employment Act itself. Instead, CEA has
contented itself with forecasting prospects for economic growth, and
mainly short range, which is a very different thing from setting goals.

1 The Employment Act Past and Future, a 10th anniversary symposium. Edited by Ger-
hard Colm. National Planning Association Special Report No. 41. February 1956.
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In its more technical discussions, CEA seems to have accepted the
proposition that an adequate rate of economic growth would be very
close to that averaged over the long term in the past. I submit that
these long-term historic averages ﬁave little bearing upon our true
potentials now and in future, because of the long-term trend toward
accelerating productivity growth, the demographic factors affecting
the future growth in the labor force, our increased command of eco-

nomic policy, and the urgency of our current and prospective needs..

A most striking demonstration of this CEA default occurred sub-
sequent to the expansion of the demands placed upon our economy by
the war in Vietnam. . This is a time when CEA should have con-
centrated upon calling forth more fully what I have called the great
nonsecret. weapon of the U.S. economy, its proved ability to lift its
growth rate in response to hard challenges imposed upon it. Instead
the CEA, although these increased demands due to Vietnam found
us still very substantially short of reasonably full resource use, let its
concern about “inflation” dominate other considerations of more vital
importance, and in 1966 viewed with equanimity the evidence that
the growth rate is contracting very considerably.

(2) “Maximum employment” should be reexamined.—Can
achievement of this objective be measured merely by a statistical
count of the unemployed, or must it include also a count of the
underemployed (e.g., 1n agriculture) ¢ Isa given level of employ-
ment conducive to “efficiency,” or do we just say it is; and even if it
were more “efficient,” are we not productive enough to forgo some
“efficiency” rather than to inflict sustained unemployment on sev-
eral million people? Is unemployment below a certain level “in-
flationary” per se, or was the “inflation” which at times accom-
panied extremely low unemployment due to other peculiar causes
“(e.g., rapid transition in resource use and expectancies during
defense mobilization) %

The default of the CEA on this score has been so apparent to date
that it does not require much discussion. Here again, CEA has
abjured its statutory responsibility even to define quantitatively what
constitutes “maximum employment.” And without setting goals in
these terms, there is no satisfactory standard toward which the em-
ployment policies of a great nation can be pointed.

The CEA, in the count of the unemployed which it uses for prac-
tical purposes, neglects entirely the full-time equivalent of part-time
unemployment and the conceaiad unemployment which exists among
those who are not in the civilian labor force because of scarcity of
job opportunity and who therefore are not counted among the unem-
ployed in the official statistics. The CEA also neglects the under-
employment or poor utilization of the labor force in many industrial
sectors and in agriculture.

The CEA position in early 1966 that future reductions in unem-
ployment (below a 4 percent “interim target” which in itself was
unconscionably high and was accepted with composure for far too
long a time) should be sought with extreme caution because this
might engender inflationary strains is grossly vulnerable for the
reasons set forth above in my 1956 insistence that the problem of
“maximum employment” should be reexamined. And even apart
from social considerations, CEA has failed to develop a mature eco-
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nomic analysis of whether it is really true that there is a positive
correlation between the reduction of unemployment and the advance
of inflation. In any event, the whole CEA approach to the problem
of inflation seems to me highly unsophisticated, for reasons for which
Ishall set forth below.
(8) “Mazimum purchasing power” should be reexamined.—
Is this objective satisfied merely by enough purchasing power to
sustain maximum employment and production without “infla-
tion,” or does it also contain necessarily the problem of distribu-
tion of purchasing power in terms of human welfare? Suppose,
though I doubt it, that maximum economic activity (e.g., savin%§
equal to investment) could be maintained indefinitely even wit
22 millien people in the farm population (or less a few years
ahead), an(F many additional millions, living under gross income
disparities or in poverty? Is such an imbalance in living stand-
ards any less a national economic problem than an imbalance
between steel output and automobilé demand? If this is a
“social” rather than an “economic” problem, can it be met ef-
fectively by “social workers” if it is bypassed by national eco-
nomic policy ¢

The CEA by 1966 arrived at the indefensible if not shocking posi-
tion that it is “neutral” on the subject of the distribution of purchas-
ing power, and is concerned mainly with aggregate purchasing power
from the viewpoint of aggregate levels of economic activity. This,
in my view, violates even the traditions of the great economists, and
it is a preposterous position for those advising the Government of
a great nation which must be concerned with the priorities of our
national purposes. A “war against poverty,” officially initiated,
cannot be reconciled with economic advisers to the President who are
“neutral” on the subject of income distribution.

Even from the more limited “economics” viewpoint, the question of
the distribution of purchasing power is at the very heart of the whole
problem of sustained economic growth and reasonably full resource
use. If CEA had developed the long-range quantitative models for
U.S. economic performance which I hold to be a mandate under the
Employment Act, it could not have led the President, the Congress,
and the public into the egregious error of tax reductions in 1962 and
1965 having an annual value of almost $20 billion. These tax reduc-
tions were along lines which stimulated the economy for a while, to be
sure. But they intensified the disequilibrium in the long run by allo-
cating far too much additional spendable income to those who did not
need these increments, and far too little to those who needed larger
increments even on grounds of economic balance, quite apart from
dictates of equity and social justice. .

The CEA should have protected the President, the Congress, and
the country against still further tax concessions to the investment
function in 1965, which put the President early in 1966 in the un-
fortunate position of begging the recipients of these bounties not to
spend them either overseas or at home lest the balance-of-payments
problem and the relatively excessive investment boom be further .
aggravated. It is not the function of business enterprise to save, but
rather to spend, the income available to it. And it is the function of
Government not to supplement this income unduly by tax reductions,
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when alternative fiscal measures could have done so much more to
promote economic equilibrium and to meet the priorities of our national
needs.

(4) Optimum economic stability should be redefined.—When
we have small recessions, are they a “corrective process,” or is this
term a euphemistic way of saying that we are doing well but not
well enough, and should try harder? We have no specific cure
for the common cold, but we do not say that the common cold
helps us to avoid pneumonia. As we learn better how to stabilize,
we must think not only of the cost of recessions to the general
economy, but also of their impact upon the proximate victims.

CEA deserves credit for emphasizing that we should seek further
improvements in ironing out the business cycle and that, insofar as
we seem to have solved the problem of major economic downturns, we
should direct attention toward averting even minor economic reces-
sions. But I do not believe that we can have much success in this
direction without much more mature equilibrium analysis than has
thus far been developed by CEA. The attempts of CEA since 1961
to explain the recessions between 1953 and 1961 have taken on too
many political overtones, have concentrated too excessively upon fiscal
and monetary policies, and have not offered comprehensive analysis of
how there appeared in the economy at large the distortions which led
to the recessions. Such analysis would require construction and annual
revision of models for the U.S. economy in operation at reasonably
full resource use, and analysis of how departure from these models led
to the recessions which occurred.

(8) The economic significance of price trends should be reex-
amined.—A theological assertion that a rising price level is bad
has crowded out these pertinent questions: If alternative policies
had held the price level more stable, what would.have been the
effect on production? On income distribution? On economic
growth? On smooth reconciliation of conflicting interests (e.g.,
collective bargaining) ? I do not here argue the relative merits of
a stable versus a rising price level; and better policies at times
might have produced improved price behavior. But price ob-
jectives are one among many, and the CEA would make a sig-
nificant contribution by setting price discussion in the context of
the whole dynamics of the economy. '

In recent years, most of the economic and financial discussion of
“inflation” has retrogressed from a legitimate concern to a distorted
preoccupation. It is perfectly manifest that, within the perspective
of likely price change in the U.S. economy, the relationships among
prices and incomes are far more important than price stability per se,
whether in terms of economic equilibrium or social justice. This is
elementary economics, but it has not been recognized in recent and
current use of monetary policies to check “inflation” by aggregate
restraints upon the money supply and rising interest rates.

The history of Federal Reserve performance since 1953 has been a
glittering case study of what happens when aggregated measures are
used to “hold things down,” without recognizing that in the complex
U.S. economy some areas of activity ought to-advance even while
others should be restrained, again in terms of both equilibrium and
social justice. As an immediate example in 1966, the policy of tight
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money and rising interest rates is of almost no avail toward restrain-
ing the inordinate investment boom, while it is crippling the produc-
tion of housing despite the repeated asseverations of the Government
that one of our top national priorities is to restore our cities and to
make sizable rather than token progress toward rehousing the one-
fifth of our people who still live in slums.

The immature, if not culpable, state of our national economic policies
in dealing with “inflation” ties in very closely with the immature ap-
proach to analyzing in full perspective the problems of economic
equilibrium and the inseparable problems of national priorities and
social justice. During the past decade and more, in the name of the
crusade against “inflation,” we have through rising interest rates alone
* transferred more than $60 billion of national income from those who
borrow to those who lend. Subject to some exceptions, those who bor-
row are more in need of income supplementation through deliberate
national policy than those who lend. The lower half of the income
structure dissaves on net balance. We have thus deliberately been
transferring income away from the ordinary homeowner or renter who
pays higher interest rates, the man buying a car on time to get to work,
the family borrowing to send a child to college or a mother to the
hospital, and also from governments at all Ieve%s paying those higher
mterest rates—transferring income away from them and into the
hands of those whose incomes are already on the high side in terms
of equilibrium and social justice.

CEA in my view cannot shrug off responsibility for this benighted
policy on the ground that the Federal Reserve System is “independ-
ent.” CEA has itself failed to analyze the whole problem of “infla-
tion” and the means of preventing it in satisfactory terms; CEA has
itself contributed to the undue panic, the confused thought, and the
bugaboos on this whole subject. CEA has in its own reports condoned
the wayward monetary policy at times, ignored it at other times,
and joined in the insupportable proposition that the monetary travesty
has been justified by our balance-of-payments problem.

In fact, CEA has joined vociferously in the chorus of those exag-
gerating the balance-of-payments probl}t’am far beyond its real signifi-
cance. CEA has thus abetted the joinder of the “balance of pay-
ments” scare and the “inflation” scare which have tended toward
sacrificing the fundamental maximum-resource-use goals of the Em-
ployment Act of 1946, as well as the allied social priority goals.

(6) Our \great national priorities should be given more
weight.—Resources should not be allocated just to keep a machine
running at high speed, but also to serve ultimate human needs.
Even assuming, contrary to commonsense, that we could maximize
production by sharpening tools while dulling bodies through
poverty, bad housing, and poor medical care—and dulling minds
by inadequate educational facilities—is the production of goods
any more an economic ultimate than the cultivation of people?
Are these “political” rather than “economic” values? They in-
volve programs which the President in large measure must ini-
tiate; he must be guided by the power, potential, and distribution
of our economic resources; and the CEA exists to help him ration-
alize the basic elements in national economic policies and pro-
grams. And even from' the simon-pure “economic” viewpoint,
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social security policy variation may be more potent than practical
variations in monetary policy.

If CEA fulfilled its essential responsibility to develop a long-range
quantitative model for the U.S. economy in action, it would necessarily
have to include within this model an acceptable quantitative alloca-
tion of our resources to the priorities of our national needs, as identi-
fied in purely qualitative terms by the declared objectives of the Great
Society. The neglect of this whole task has put us in the position
where we are willing to curb superfluous or expendable resource use
if that proved necessary to support the priority of our international
policy in Vietnam, while we are unwilling to serve the great domestic
priorities rather than take steps if need be to use tax policies and other
restraining policies to curb the superfluous or the expendable. The
gruesome proof of this statement is to be found in the recent and cur-
rent trends with respect to the domestic programs in the Federal
budget, when measured on a per capita basis or relative to the size
of a growing GNP.

The whole history of the enactment of the Employment Act, the en-
tire records of performance of those who contributed most to its en-
actment, and other well-known factors, make it irrefutably clear that
this act was intended to translate the use of our economic resources into
the fulfillment of our great national purposes. But the current
trustees of the act have forgotten largely about all this. We have al-
most reached the point where the areas of preoccupation and the range .
of debate would lead to the conclusion that increasing or lowering
taxes to make the economy run faster or slower is the prime embodi-
ment of economic wisdom and the hallmark of a “new economics.”
The speed at which the economy runs is a means, not an end, in itself.
What is happening is really a retrogression, because it leaves out of
consideration in the formulation of national economic policies those
essential elements which were so well recognized during the period of
thought and action which culminated in the Employment Act.

The CEA cannot exculpate itself from a large share in this aberra-
- tion on the ground that its members are professional people divorced
from what might be called issues of policy or politics. The attempted
excuse runs too far. For the CEA has not remained silent; it has lent
the weight of its professional authority to the rationalization of pol-
icies which do not live up to the purposes of the Employment Act.
The CEA and its inner circle of friends among economists outside of
the Government, have largely spawned the euphoria surrounding the
excessive claims made for the “new economics.” '

(7) Federal budgetary policy should be more closely integrated
with national economic policy. The most commonly accepted
formula today is that when the economy is full or nearly full, the
budget should be balanced or in surplus, to avoid “inflation” or
“to reduce the national debt”; and that when the economy is not
nearly in full operation, a budgetary deficit should be run for its
stimulatory effects. This growing adherence to what is called
(correctly or loosely) the Keynesian approach represents increas-
ing realization that the Federal budget is an instrument of na-
tional economic policy, and that what is good for the national
economy is good for the Federal Government. But economists
have become far too prone to reiterate the general formula of the
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“compensatory budget” without more precise analysis to fit par-
ticular situations, and thus unwittingly to lend support to those
who look at the Federal budget without looking at the national
economy.

I have already stated my reasons for insisting that the use of fiscal
policy to stimulate or restrain the economy, without regard for a com-
prehensive model for improved equilibrium, does not direct either the
stimulus or the restraint to the right sectors of the economy. Nor does
it take account of national priorities.

Indeed, there is a strong tendency to develop the Federal budget
rather independently of the economic report, and then to use the eco-
nomic report as a rationalization of the Federal budget. As soon as
feasible within the next few years, I am hopeful that the Federal
budget will become an integral part of the economic report, for fiscal
policy is but one aspect of national economic policy.

This desirable result would necessarily follow, if CEA developed
a_long-range equilibrium model for the performance of the whole
U.S. economy. For proper delineation of needed levels of employ-
ment, production, and purchasing power would encompass in inte-
grated fashion the whole range of those of our national objectives
which are served by the use of those of our resources which enter into
the stream of economic endeavor. And the Federal budget bears
directly upon economic resource allocation.

(8) Economics should move beyond forecasting toward pur-

- poseful policy, and increasingly from defensive to affirmative

action.—The Employment Act is frequently referred to as a “fore-
casting” statute. This is a misplacement of emphasis. The act
is concerned primarily with setting forth objectives and how to
reach them, and calls upon “forecasting” techniques only in aid
of this central concern. Granted, the need for a policy depends
In one sense upon a “forecast” of what is likely to happen both
with and without the policy. Nonetheless, as we come to appre-
clate increasingly the power of concerted intelligence to shape
the economic environment in a country so richly endowed as the
United States, we shall come more fully to adhere to the purpose-
ful intents of the Employment Act. And as we come closer
to achieving the more traditional aspects of economic stability
and growth, our economic problems will become more largely
concerned with satisfying the types of economic needs which lie
in areas where “forecasting” has even less significance and where
conscious policy is controlling. We do not forecast how many
schools we are going to build ; we decide how many to build, and by
what means.

In any event, an increasing accent upon needed levels of ac-
tivity and means toward their attainment will be far more likely
to produce optimum stability and growth results than forecasting
and defensive action. If we rest content behind economic Magi-
not lines, we are indeed overconfident. I believe that increasingly
economists should turn from preoccupation with antidepression-
ary programs, held in reserve, to pro-prosperity programs, em-
ployed consistently to move us forward. It makes more sense
to me to estimate our long-range needs for balanced economic
expansion and our national priorities and then to gear efforts
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including long-range public works and tax programs to these
objectives (of course with timely modifications if estimates turn
out wrong), rather than to await manifestations of economic in-
stability and then attempt quickly to reshape public works and
tax programs on a ran£>m or emergency basis. Full employ-
ment economics, in its approaches and techniques, is quite dif-
ferent from countercyclical economics. The commitment of the
Employment Act of full employment economics, rather than to
countercyclical economics, has hardly been noted by most econ-
omists, and yet it represents a profoundly valuable and virile
shift in mood and emphasis. Here is unique opportunity for
leadership by the CEA.

In the decade ahead, our economic problems, barring major
war, will depart increasingly from the older problems which have
absorbed this generation, and move increasingly into the area
where economics merges with issues of morality, social justice, and
human values. We should be eternally grateful for this, because
it bespeaks opportunities for human well-being unknown to our
predecessors. But to say that these new issues are outside of
economics 1s to say that economic stability and general growth,
without other measures, will automatically heal the sores of pov-
erty in a land of plenty, rebuild the slums, meet the health and
educational needs of the people, fulfill our international responsi-
bilities, and reshape the texture of our economy to the problems
as well as the benefits arising from more leisure. Sober econo-
mists know that this is not so, and unless we avoid this trap, wealth
may accumulate and men decay.

ccordingly, if the CEA is not to lapse into innocuous desue-
tude in the decade ahead, but instead rise to the full responsibili-
ties of its key relationship to the Presidency, it needs to move vig-
orously along these lines:

First, the Council should reinstate its earlier practice of pro-
jecting in quantitative terms, needed levels of employment, pro-
duction, and purchasing power. It must do this, to obey.the Jaw.
It should do this, because to say we need more jobs or teachers—
but not how much more—is no sufficient guide to resource alloca-
tion or national economic policy. Second, the Council should
set forth and evaluate the Federal budget as an integral part of
the Nation’s economic budget. Third, the Council’s projections
should not be limited to the major components of gross national
product, but in addition should state quantitatively our basic na-
tional priorities and appraise their relative economic cost and
necessity. Fourth, the &uncil should make these projections on
a long term basis—5 years or longer—recognizing that we cannot
live safely today un])e:,ss we look ahead. Glowing forecasts for
1965, unaccompanied by indicating the policy road to be traveled
year by year to get there, smack of demagoguery rather than
leadership. Fifth, the Council should realize that it is not pri-
marily an economic research agency, nor a statistical refinement
agency, nor an interpreter of past trends, nor a pure forecasting
agency. Drawing of course upon these resources and techniques,
it is primarily an agency to he})p determine needs and evolve poli-
cies and programs.
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I have set forth this eighth point of emphasis so fully because it is
really a summary of all that I have said over the years about responsi-
bility and techniques under the Employment Act, and because this
summary written more than 10 years ago is so much more significant
now than it was at that time. It has become more significant because
the CEA has had an additional 10 years to marshal the staff, the know-
how, and above all the will to do now what it should have done all
along. And it has become more significant because the situation in
1966 calls so much more than the situation in 1956 for translating the
Employment Act into living reality. .

The worldwide situation now 1s even more parlous than in 1956,
and is imposing heavier responsibility upon the U.S. economy for as
far ahead as we can see. Deficiencies in many domestic public services
and facilities have accumulated further since 1956. Poverty and depri-
vation among our people have been reduced since 1956 in absolute
numbers, but in terms of the new and legitimate expectancies of the
victims measured against our rising economic capabilities, the serious
problem of 1956 has been converted into the crisis of 1966.

During the 10-year interval, some nations living under the institu-
tions of freedom have done a much better job than we have done, in
striking a proper balance between flexibility and planning, between
individual initiative and public responsibility, between variegated
discrete purposes and core national purposes. Above all, some of these
nations have done better than we have, in bringing their programmatic
efforts closer to their verbal aspirations.

Twenty years after its creation, the Council of Economic Advisers is
showing signs of becoming impeded by the inertia and complacency
which tend to afflict the relatively elderly Government agencies, in-
stead of recognizing that CEA is still in the infancy of developing the
Employment Act into. what it was intended to be and should be.

- One sign of this premature aging is the propensity of some members

of the Council in recent years to publicize how much more attention
and acceptance the Council has received in recent years than during its
first years. Whether this claim be true or excessive, it is entirely beside
the point. The most important test of an agency hke CEA is not how
smoothly it is getting along, but rather what it is trying to do. Ithink
that the time has come for some to combine more modesty with more
enterprise ; more testing of what is now being done in terms of what
1s now needed ; and fewer self-serving comparisons between what has
happened recently and what happened 20 or 15 years ago.

We live in an age when technology is changing rapidly ; when knowl-
edge is growing greatly; when expectancies are rising at a revolu-
tionary rate. Fortunately in the United States, and unlike the
situation in some unhappy lands, we have the native endowments and
the economic resources to confront these challenges and even to sur-
mount them. But to do so, we must let our minds be bold ; and nowhere
1s this more essential than in the formulation of the national economic
policies which encompass perhaps the largest share of responsibility
for the future of our Nation and our people.




STATEMENT BY C. P. KINDLEBERGER

PROFESSOR OF BCONOMICS, MASSACHUSETTS INSTITUTE OF TECHNOLOGY,
CAMBRIDGE, MASS.

1. The brilliance of the performance under the Employment Act
on the domestic front, and the success of the new economics in over-
coming massive unemployment at long last rested on the achievement
of analytical consensus. The Joint Economic Committee, along with
groups like the Committee for Economic Development and the AFL-
CIO, contributed enormously to this unity of view. The economic
performance of the United States has not been as brilliant on the in-
ternational front. No consensus exists inside the United States on the
fundamental causes of the deficit in the balance of payments in this

"country (if it should in fact be regarded as a deficit) nor does consen-
sus exist between governmental, parliamentary, academic and public
groups in this country and abroad. Therapy is on the whole ad hoc
and consists in individual acts which violate the principles of open
markets and nondiscrimination for which the United States has stood
in the world. While the Joint Economic Committee has labored long
on these problems, frequently under the inspired leadership of Con-
gressman Henry S. Reuss’ Subcommittee on International Exchange
and Payments, more remains to be done. .

2. The leadership in foreign economic policy which the United
States exerted from the enactment of the Reciprocal Trade Agreement
Act in 1934 has slipped. Perhaps mainly this is an inevitable con-
comitant of the success of U.S. efforts in helping to restore the world
which was willing and able to collaborate to full economic strength
and prosperity. In part it may be due to the alleged weakness of the
dollar. But U.S. initiatives in tariff reduction in the Kennedy round,
in foreign aid, in international monetary reform and a series of other
issues increasingly encounter opposition or disinterest. U.S. enter-
prise abroad is disliked in a number of countries. In other problems,
such as East-West trade and meeting the trade demands of the less
developed countries, U.S. policies diverge from those urged or adopted
abroad. There is little prospect of effective leadership outside the
United States, and little prospect, currently, of making U.S. leader-
ship effective.

8. Accordingly, I believe that the most important single task ahead
for economic policy in the next years is the construction of an inter-
national consensus, over as wide a number of countries, and groups
within countries, as possible, a consensus as to how the world should
handle the increasingly intimate character of international economic
interrelations. This is not to say that there is not unfinished business
on the domestic front, such as the creation of institutions for more
rapid changes in fiscal policy when called for by domestic employ-
ment conditions. Indeed the construction of effective international
machinery for meeting targets of employment, stability and balance

86 . :
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worldwide may require the development of more flexible fiscal policies
abroad, as well as in the United States, relying on monetary policy
more for international balance and less for domestic employment.

4. Economic policy in the years ahead will less and less remain a
domestic affair. The Joint Economic Committee, in my judgment,
would do well to do what it can to broaden the communication on
these issues, leading to consensus,




STATEMENT BY PHILIP A. KLEIN

ASSOCIATE PROFESSOR OF, ECONOMICS, PENNSYLVANIA STATE UNIVERSITY,
UNIVERSITY PARK, Pa.

One of the strongest impressions which emerged from the sympo-
sium commemorating the 20th anniversary of the Employment Act of
1946 is that though there are divergent views concerning its serious-
ness and what to do about it, there 1s something like a consensus that
the danger of inflation is the major worry in the economy in the
immediate future. A number of speakers examined the question
whether price stability should not be added specifically to the list of
objectives mentioned in the act. In this connection, two factors would
appear to be worth noting: first, while much had been accomplished
via monetary and fiscal policy in the past 20 years toward achieving
the “maximum employment, production, and purchasing power” which
the Employment Kct charged the Federal Government to strive for,
it is not without significance that the unemployment rate stayed te-
naciously above the 4-percent interim full employment target through-
out the record expansion of the past 5 years until January 1966.
Many complex factors have figured in this situation, but it is none-
theless of importance in assessing the record of poiicy pursued in
quest of the objective of the Employment Act. Secondly, it is some
indication of what still must be learned about timing, coordination,
and flexibility in the utilization of monetary-fiscal policy, that almost
in the same month that one of the act’s objectives, namely, full em-
ployment, reached tolerable levels, another of its objectives, price
stability (which I view as clearly implied in the present explicit ob-
jective of maximum purchasing power) threatened to slip away be-
cause of the very real possibility of a general overheating in the
economy.

It occurred to me that the problem alluded to—of coordinating
economic policy so as to reduce unemployment without permitting
the development of an environment susceptible to inflation—is very
closely related both to Professor Burns’ comments on the current
status of our statistical information and to Professor Heller’s emphasis
on the need for greater speed and flexibility in the adaptation of our
policy to changing economic circumstances. Clearly the latter can.
proceed no further than the status of the first permits, and it would
appear crucial, therefore, to attempt to assess the current status of both.
No degree of adaptability or flexibility in our policy tools can over-
come the handicap under which they must be used if the relevant data
are either inaccurate or available on a reasonably accurate basis only
after a period so long as to produce policy decisions which will be too
late to be effective. :

Without attempting to answer the important question of how soon
we must act to head off threats to the maintenance of economic condi-
tions conducive to maximal success in achieving each of the goals of the
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Employment Act, and setting aside as well the problems of ranking
the goals via a set of priorities, it is nonetheless important to note that
our present ability to keep the relevant statistical records accurate and
up to date may not be the same in the case of all the objectives of the
act. Clearly, the quality of the data and the speed with which it
becomes available are critical factors in applying polic effectively.
The record in this connection suggests that we may well be able at
present to measure the current status of unemployment better than
we can measure the record relevant to the question of inflation. If we
restrict ourselves arbitrarily to the most recent 14 months recorded in
the monthly issues since January 1965 of “Economic Indicators,” the
following picture emerges.! In each of the 14 months during the
period December 1964-January 1966 the unemployment rate was
reported with a 1-month lag, and in no case was it ever subsequently
revised. Thus the relevant information to assess the status of unem-
ployment was available with considerable speed and accuracy and
could, therefore, presumably constitute the basis for utilizing policy
tools of comparabﬁa speed and flexibility.

In contrast to this record, assessing our ability to measure rapidly
and accurately the indexes reflecting potential inflationary pressures
is much more complicated. The Who})egale Price Index was reported
usually (but not always) with a 1-month lag, and was in need of
subsequent revision but once during the same period. (Weekly data
were available part of the time as well.) On the other hand, the
Consumer Price Index was customarily reported with a 2-month lag,
though it, too, required no subsequent revisions. Price level changes
are merely the measure of existing inflation. Crugial, therefore, in
assessing inflationary {)ressures in the economy early, 1s information
concerning inventory levels and their relationship to shipments and
orders and here the record is less impressive. We have utilized whole-
sale business inventories and manufacturers inventory-to-shipments
ratio as representative of this kind of information.

Wholesale business inventories were reported with a 2-month leff
during the period reviewed, and were, moreover, invariably revised.
Furthermore, in the majority of cases (10 of the 12 estimates ex-
amined) the revisions were upward. While the initial errors in the
estimates may not appear large, the magnitude of the revisions is not
inconsiderable relative to the total range of variation in the series.
Such comparison is necessary in considering the usefulness of the series
in guiding fiscal policy which could be ideally sensitive and flexible.
The range of variation resulting from monthly revision was approxi-
mately one-fifth as large as the total range of variation in the series
during this period of time.? Thus, information concerning business
inventories was not only 2 months old when originally reported, but
customarily underestimated as well. It was not until 3 months later
that presumably reliable information was available. :

1The relevant material from ‘“Economic Indicators” is summarized in the tables at
the end.

3 Such an estimate is perforce crude. It was computed as follows : Assigning the lowest
level reached by inventories during the 14 months a value of 100, the highest level may
be represented by an index of 108.8. This range is, therefore, 8.8 percent. Computing
the percent which each reviged estimate constitutes of the original estimate also gives a
series of index numbers, the lowest of which is 99.9 percent and the highest of which was
101.5 percent; hence, the ‘“error range” was 101.6. 1.6 1percent is 18.2 percent of 8.8
percent. Cf. the table dealing with Wholesale Business Inventories at the end for the
index numbers.
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A similar investigation of the monthly reports of the manufacturers’
inventory-to-shipments ratio suggests the same sort of picture.* This
important indicator of inflationary pressures is reported with a 2-
month lag, and during the period reviewed three estimates were subse-
quently raised ; one slightly lowered. An examination of the range of
change represented by the revisions suggests that it was slightly over
40 percent as large as the total variation which the series exhibited
during the period viewed.

While such estimates are certainly not precise, they do suggest that
for a number of important measures of inflationary pressure our sta-
tistics are frequently 3 months late in being available. in reasonably
reliable form, and that they can on occasion be quite misleading in
their original form. In these circumstances the most flexible and pre-

cise of fiscal tools could not be applied with reasonable accuracy for:

some time, and when the data gave clear indications of how to apply
such policies either the rate of economic change or its direction might
render the policy inappropriate. It is in this context that one can
argue that speed and flexibility in the development and use of fiscal
policy can progress no faster than the speed and accuracy with which
the guiding statistical data can be made available.

Setting aside the problems involved in assessing the threat of infla-
tion speedily and accurately, there is another problem touched on dur-
ing the symposium concerning the availability of fully flexible fiscal
policy on which a comment is perhaps in order. It was suggested that
congressional action is frequently less than ideally rapid, and that as
a result changes in the impact of fiscal policy on economic activity are
frequently tardy. To the suggestion that this problem might be miti-
gated by vesting greater discretion in the executive branch the whole
question of congressional prerogatives was raised: In this connection
it may be in order to point out that a precedent for resolving this con-
flict may already be found in our operation of monetary policy. An

" adaptation of the same approach might be applied to discretionary
fiscal policy. The Congress currently sets reserve requirements within
certain broad limits, thus retaining its prerogatives minimally, but
within these broad limits the nominally independent Federal Reserve
Board may set and vary the actual rates in accord with changing cir-
cumstances. While not precisely parallel, there seems to be no reason
why, after a detailed study involving both considerations of incidence
and revenue, the Congress could not, for example, convert the present
income tax rate schedules into a series of relatively narrow ranges,
within which the Chief Executive could alter the applicable rates in
accord with changing economic requirements. In this way congres-
sional prerogatives could be maintained within a framework which
could be far more flexible operationally.

30ne could examine a number of other series, including manufacturers’ shipments,
manufacturers’ inventories, and new orders, as well as several other ratios, but the two
‘serles considered .are meant to be suggestive rather than exhaustive In assessing the
current state of the data.




TanLe 1.—Wholesale prices, all commodities

[1957-59=100)

Report for—
Issue of—
Decem- | January |February| March April May June July August | Septem- | October | Novem- { Decem- | January
ber 1964 1965 r \ ber ber 1965 1066
January 100.8 | oo |eamos
Februar 100.7 1000 |. ...
Mareh_ ... ... ... 100.7 101.0 101.2
Aprll. ... 100, 7 101.0 101.2
MaY. el 100.7 101.0 101, 2
June.. . . ____________ 100.7 101.0 101.2
July. oL 100.7 101.0 101.2
August_..__ ... ... 100.7 101.0 101.2
September... ... ... _._._ 100.7 101.0 101. 2
October_____._____.._.._.__.... 100, 7 101.0 101.2
November. ... _........__.__. 100.7 101.0 101.0
December. . ._......__.__....__ 100.7 101.0 101.2
1966
JanUATY e 100.7 101.0 101.2
February_____________..__. .. 100.7 101.0 101, 2

Source: ““‘Economic Indicators,’” p. 27, issues as indicated (from Department of Labor).
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TABLE 2.—Unemployment rate, all workers

[Percent of civilian labor force, seasonably adjusted]

Report for—
Issue of—
Decem- | January |February| March | - April May June July August { Septem- | October | Novem- | Decem- | January
ber 1964 1065 r ber ber 1066

I ) PO S,
5.0 4.8
5.0 4.8 6.0
5.0 4.8 5.0 4.7 |oeiiaaes
5.0 4.8 5.0 4.7 4.9
5.0 4.8 5.0 4.7 4.9
5.0 4.8 5.0 4.7 4.9
5.0 4.8 5.0 4.7 4.9
5.0 4.8 5.0 4.7 4.9
5.0 4.8 5.0 4.7 4.9
5.0 4.8 5.0 4.7 4.9
5.0 4.8 5.0 47 4.9

January. .ol 5.0 4.8 5.0 4.7 4.8

February. ... 5.0 4.8 5.0 4.7 4.8

Index, current estimate......__ 100.0 96.0 100.0 94.0 96.0

1 December 1964=100. :

Source: “Economic Indicators,” p. 11, issues as indicated (from Department of Labor.)
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TABLE 3.—Consumer prices, all items

[1957-59=100]

"Report for—

Issue of—
ber uary ruary March April

. May

June

July

August

Sep-
tember

October

February..

January 108.8 108.9 108.9 109.0 109.3
February. .- LTI 108.8 108.9 108.9 109.0|  109.3

Source: ‘‘Economic Indicators,” p. 26, issues as indicated (from Department of Labor).
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"TABLE 4.—Wholesale business inventories
[Millions of dollars—Seasonally adjusted]

Report for—
Issue of— . o a
Decem- Jan- Feb- R Sep- Novem- | Decem-
ber uary ruary March April May June July August | tember | October.| "~ bef . ber
1964 1965 / . E
1665 =
UL o0 T o O ) I P, &
February. ... e 16, 398 1 4
March._ ... 6, 461 16, 521 2
April il 16, 461 16,774 ! |
S 2 6,461 [ 16,774 = |
June_ 16, 461 16, 774 e
July et 16, 461 16,774
AORUS. oo ool 16,461 | 16,774 >
September. . ... 16, 461 16, 774
October. . ..o 16,461 | 16,774 3
November_ ___ ... 16, 461 16, 774 17,218 f A i 17,459 [O T
December. ... . 16, 461 16,774 16, 867 17, 064 17,216 |- 17,450 17,410 17, 530 17,635 17,655 17,721 [ J A, %
1966
January. ... 16, 461 18, 774 16, 867 17, 064 17, 216 17,450 17,410 17,530 17,536 17, 655 17,715 17,684 0] -
February___ - 16, 461 16,774 16, 867 17,064 17,216 17,450 17,410 17,530 17, 536 17, 655 17,716 17,776 17,837 ©
Index, current estimate 3. _______._____.__ 100 1016 102. 5 103.7 104.6 108.0 105.8 106.5 106. 6 107.2 107.6 108.0 108.3 oy
Index, original estimate 2. .. ______________ 100 100.8 102.7 103.8 104. 3 105.1 106.3 106.5 106.6 107.1 108.1 107.8 1088 ©
Revised estimate as a percent of original |
estimate__..._._ ___________.___.___.___. 100. 4 101 6 100. 2 100.3 100. 6 101. 2 99.9 100. 3 100.3{ - 1011 90.96| 100.5 {_____ ...
1 Not available. Source: “Economic Indicators,” issues as indicated, p. 21 (from Department of

? December 1964 equals 100. Commmeree).




TaBLE 5.—Manufacturers’ inventory—Shipments ratio*

Report for—
Issue of—
Decem- | January |February| March April May June July August Seggem- October | Novem- | Decem- | January
ber 1964 1965 : r ber ber 1966
! (O (SN FRSUINUN N S,
' 1.60 3 -
I 1.60 162 (oo
1.60 1.63 K 3
' 1.60 1.63 .64 168 |
. 1,60 1.63 .64 1.58 1.60
1.60 1.63 .64 . 1.58 1.60
' 1.60 1.63 .64 1.58 1.60
1.60 1.63 .64 1. 58 1.60
I 1.60 1.63 .64 1.58 1.60
1.60 1.63 .64 1.58 1.60 .65
1.60 1.63 .64 1.58 1.60 .65 .85
1.60 1.63 1.64 1.58 1.60 1.61 1.62 1.58 1.62 1.65 1.64 1.62
i y. 1.60 1.63 1.64 1.58 1.60 1.61 1.62 1.58 1.62 1.65 1.64 1.62
! Index, current estimate. 100.0 101.9 102.5 08.8 100.0 100.6 101.3 98.8 101.3 103.1 102.6 101.3
Index, original estimate._._.__ - 100.0 101.3 101.9 98.8 100.0 100.6 101.3 98.1 101.3 103.1 103.5 101.3
Revised estimate as a percent
of original estimate._._.._._. 100.0 100.6 100.6 100.0 100. 0 100.0 100. 0 100.6 -100.0 100.0 98.8 100.0
t
! Ratio of inventories at end of month to shipments during month, Source: ‘“Economic Indieators,” p. 22, issues as indicated (from Department of

| ? Not available, Commerce).
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STATEMENT BY STANLEY LEBERGOTT

PROFESSOR, INSTITUTE OF INDUSTRIAL RELATIONS, UNIVERSITY OF CALIFORNIA,
BERKELEY, CALIF.

The Joint Economic Committee in the future, as in the past, will
undoubtedly deal with whatever problems turn out to be most acute
at the time. What can an outsider usefully do today? Perhaps pro-
. pose that the committee invest for that future—in improvements of
economic knowledge, and “new techniques of economic investigation
and debate” to use Chairman Patman’s admirable phrase. May I
suggest three areas?

1. Evaluating policy.—We are less divided than in 1932 as to what
the Government should do. All the more reason to know more pre-
cisely what economic consequences would follow from a given tax cut,
rediscount rate change, rise in Government spending.

The committee might usefully sponsor a review of the various sys-
tematic models of economic change that have developed in recent years,
to study directions for improving them so that they can help the in-
sights we gather in other ways. Thus the Social Science Research
Council has recently sponsored the creation of a large-scale model of
the U.S. economy. For some years the University of Michigan model
has provided results used by the committee. A shrewdly designed
model has been developed in The Netherlands. What changes, exten-
sions of such models, could make them more useful for the joint com-
mittee’s study of current policy actions? What improvements in
Federal data could make them more efficient ?

2. Anticipating economic change—Both private business and Gov-
ernment must forecast economic change as accurately as possible if the
economy is to operate as efficiently as possible. Some of the inevitable,
fruitful, differences between the legislative and executive branches
over “standby economic powers” could be reduced if we had a more
solid basis at any time for judging just where the economy was headed
in the next 6 months.

It is easy to outline a program for getting more prompt, more re-
liable, more usable foreeasts than we now have of investment, con-
sumption, GNP, employment, and unemployment. For the most part
we need no new Government statistical programs; we do need to adapt
these existing programs. (Doing so could also give us faster, more
reliable figures on actual changes n profits, investment, GNP.)

3. Impact of Government spending—The Government now takes so
large a share of our output that we worry about inflation when the
amount, rises, about unemployment when it declines. It is about time
that we regularly got the facts on that spending—what industries are
involved, what products, which States directly and which indirectly
receive those funds. Limited changes in Government, contracting pro-
cedures, some adaptation of existing Government surveys, would sub-
stantially reduce our ignorance of this vital sector.

I hope that the committee stimulates these investments, to assist its
own fine work and to improve economic analysis by private economists
and businessmen and the execution branch as well.
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STATEMENT BY MARK W. LEISERSON

ASSOCIATE PROFESSOR OF EcoNoMICS, YALE UNIVERSITY, NEw HavEn, CONN.

The achievements over the past 20 years in implementing the Em-
ployment Act of 1946 have provided solid foundations for even greater
successes in the next 20 years. The specter of severe depressions with
general unemployment levels of 15 to 20 percent should now at last
have been exorcised for once and for all. And the economic perform-
ance of the past 5 years should have demonstrated that rapid rates of
economic progress with high employment levels and without severe
interruptions can be sustained for extended periods of time, perhaps
indefinitely.

But the successes themselves have highlighted in unmistakable fash-
1on some of the difficulties which will attend the full achievement of
the objectives of the Employment Act and which will, therefore, {)l‘a.y
determining roles in the future direction of national economic policy.
Of these, perhaps the most obvious is the problem of maintaining rea-
sonable stability in domestic price-cost levels. Certainly, the concern
in recent years over the possibility of inflationary price movements,
along with the deterioration in the balance of payments, has been one
of the major constraints operating on policymakers to limit more vigor-
ous application of fiscal and monetary measures to accelerate the re-
duction in unemployment to levels below 4 percent. This fact alone
is sufficient reason for increased efforts to establish greater control
over the cost-price reactions to aggregative economic measures. Even
though the fear of inflation may be excessive (as I believe it to have
been In recent years), it nevertheless is very real and serves to in-
hibit vigorous and effective action to achieve and maintain full em-
ployment. It follows that one line of future development of economic
policy must be in the direction of reducing the “inflation-proneness”
of the U.S. economy at high levels of employment.

Two lines of attack on this problem may be distinguished. The
first (and the one which has received the greatest attention to date)
is structural improvements in the operation of factor and commodity
markets. The assumption is that by improving the efficiency with
which individual markets adjust to changes in supply and demand
conditions, the economy as a whole will become more amenable to
aggregative economic controls and the “trade-off” between unemploy-
ment and inflation will be reduced. Into this category fall the whole
panoply of labor and product market policies such as retraining pro-
grams, more effective and expanded employment services, more vigor-
ous enforcement of anticompetitive practices, and general efforts to
increase the educational levels of the labor force. '

Although these and other such measures may provide the conditions
necessary for the efficient functioning of the economy, it is doubtful
if they are sufficient for the maintenance of reasonable price stability
at full employment. Consequently, it will, I think, become increas-
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in%ly recognized that it is along the second line of attack that greater
policy efforts will have to be made; that is, in the direction of fashion-
ing policy instruments which provide more direct and differential con-
trol over wage- and price-setting mechanisms. Because such instru-
ments have, in general, been relatively unavailable, Government
policymakers have had to rely on what is perhaps best described
as a set of brilliantly improvised policies in this area. Principal
among these improvisations, of course, are the wage-price guidelines
of the Council of Economic Advisers. But they include in addition
more or less direct pressure on prices and wages through the use of
defense stockpiles, import regulations, potential threats of antitrust
action, Government contract allocations as well as “moral suasion”
exercised by the President and his Council of Economic Advisers on
particular wage and price decisions.

The improvisatory character of these instruments is reflected in
the fact that the points at which governmental pressure can be applied
most effectively may bear little relation to those where such pressure
1s most needed; inevitably Government action, therefore, tends to
present an arbitrary or even erratic character. Moreover, the re-
_ sulting uneven incidence is likely to dramatize the relative weakness

of Government, policies with respect to wage and price decisions and,
thus, undermine an essential prerequisite for successful implemen-
tation of “guidelines policy,” namely, confidence that wage-price
movements will not get “out of control.” '

It would seem, therefore, that an important task for the future will
be to forge policy instruments which will enable the development of
more comprehensive and more systematically applied national wage
and price policies. There is no need to emphasize difficulties of in-
creasing governmental authority over wage and price decisionmaki
processes without sacrificing free market institutions and free collec-
tive bargaining and without impairing the allocative and adjustment
mechanisms of the economy. Although these difficulties make it im-
perative to proceed with caution, they do not mean we should not
proceed at all. The alternative of improvisation and perhaps failure
to maintain full employment with reasonable price stability could
lead to a retreat from those goals as now embodied in the Employment
Act of 1946.




STATEMENT BY PAUL W. McCRACKEN

EpMUND EzrRA DAy UNIVERSITY PROFESSOR OF BUSINESS ADMINISTRATION,
UNIVERSITY OF MICHIGAN, ANN ARBOR, MICH.

Some concerns in the area of public policy warrant appearance on
a list of comments on “living with the Employment Act.” First, we
need to recognize that fiscal policy is not even yet at all well adapted
for shortrun stabilization purposes. While I began urging tax re-
duction as early as 1958 (while still a member of the Council of Eco-
nomic Advisers), and wholly supported the strategy of economic
golicy involved in the 1964 tax reduction, it is quite clear that one
iscrete action proves less than many assume about the usefulness of
fiscal policy for stabilization purposes. It constituted an action to
deal with a structural imbalance in the economy. I see no way to give
fiscal policy needed short-term turn-around capability other than giv-
ing the President limited authority to vary tax rates. This should be
properly circumscribed. Any Presidential action should be accom-
panied by a report from the President to the Congress outlining the
findings that led him to take the action. And any change could be
for a limited duration and, of course, for a limited magnitude.
Some of the Nation’s most pressing problems are going to be in the
public sector in the decade ahead. A complex, urbanized, affluent
economy will want an enlarging volume of urban facilities and serv-
ices. This is bound to produce increasingly intractable economic prob-
lems, problems so severe as to constitute a drag on the vitality of the
economy, unless the public sector can do a more rational job of using
the pricing and allocation mechanism. We have in some of our large
cities such indefensible situations as a disinclination to- charge for
water even in the face of a water crisis, making scarce city street fa-
cilities practically a free good (with the inevitable congestion from
* excess demand) and urban transit systems imperiled in part by re-
luctance to price rationally.

Third, G‘B)vernment policies and actions that influence the capa-
bility of the economy for an effective economic performance now ex-
tend far beyond fiscal and monetary policies, and include many matters -
of a regulatory nature. At one time monetary policy and fiscal policy
were thought of in fairly circumscribed terms. The function of taxes,

- for example, was once assumed to be to assure that the Treasury would
have enough money to payits bills, Qur horizons here have broadened
markedly, and we now see these instruments of policy as having major
responsibilities for economic activity generally. A considerable broad-
ening of horizons is also relevant to many other dimensions of eco-
nomic policy—such as antitrust and surveillance of regulation indus-
tries. .

Another area of activity in which the Joint Economic Committee
could play an important and highly constructive role would be a thor-
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ough study of Federal Government programs and actions that have
a direct effect on our price-cost level. (I alluded to this in my sym- .
posium paper last February.) The great unanswered question still
has to do with our ability to reconcile full employment, vigorous eco-
nomic growth, and a reasonably stable price-cost level. There are
numerous Federal programs which have the direct effect of raising
our cost-price level and thereby making it more difficult to reconcile
(fiull employment and a reasonably stable purchasing power of the
ollar.

Finally, we face a major Eroblem of learning how to reconcile our
domestic economic policy objectives with our position in the world
economy. A realistic appraisal of our external payments performance
over the last decade, our prospects, and the results of ad hoc action
to plug the external payments seepage must lead any candid observers
to the conclusion that we are far short of anything like a resolution of
these problems. :

Clearly the objectives of economic policy and the nature of eco-
nomic policy are evolving phenomena, and the committee is to be com-
mended for this venture in looking ahead.




STATEMENT BY STEPHEN L. McDONALD

PROFESSOR OF EcoNoMIos, UNIVERSITY OF TEXAS, AUSTIN, TEX.

Twenty years of experience under the Employment Act of 1946 leave
us with both the satisfaction of great accomplishment and the chal-
lenge of problems yet unsolved. These years have seen growing accept-
ance of the view that Government has the duty and power to stabi-
lize the growth of output at “full” employment levels by monetary-
fiscal means; growing confidence in the ability and will of public of-
ficials to use the instruments of stabilization effectively and responsi-
bly ; growing understanding of and respect for economaics in the public
service. But these years have also seen the development of new eco-
nomic problems, the identification of new economic goals and the
erection of new standards of economic achievement. Today we de-
mand not-more than 4-percent unemployment, not less than 5 percent
annual-growth in real output, constant internal purchasing power of
the dollar and balance-of-payments equilibrium without altering the
price of gold prevailing for more than 30 years past. We demand all
these things simultaneously, and without ﬂa.ving to accept any direct
controls. '

Competent opinion and experience thus far suggest that we expect
too much of indirect policy instruments—that ous goals are mutually
inconsistent, given certain key behavioral propensities. At less than
5-percent unemployment, the relative increase in money wages tends to
exceed the relative increase in labor productivity ; unit labor costs and
prices therefore tend to rise. At more than 4 percent annual growth
In real output, occupational and geographical labor immobility tends
to produce an unacceptable degree of structural unemployment, while
growth-induced imports tend to enlarge the balance-of-payments def-
icit. The monetary ease required to combat recessions and sustain
growth at an acceptable level of unemployment tends to perpetuate
the balance-of-payments deficit by inducing large capital outflows.

The inference usually drawn is that we must establish the terms of
tradeoff among our several economic goals and seek an optimum
combination of achievements. But there is another possible inference
to be drawn : that we should seek new. approaches to policy—new ways
of using available policy instruments—so as to push out the limits on

simultaneous achievement of economic objectives. Recent analysis

and experience suggest several possibilities.

By far the most promising area for policy innovation is fiscal policy.
The stabilizing and growth-stimulating effects of tax rate adjustments
are now well demonstrated. Fiscal ease, per se, tends to stimulate
domestic output and employment while checking the outflow of private
capital on international account. It may be combined with monetary
restraint to pursue consistently our employment, growth, and balance-
of-payments objectives. But to be an effective countercyclical instru-
ment, fiscal policy must be made more flexible. The most urgent need

101




102 THE EMPLOYMENT ACT OF 1946

is the grant of discretionary fiscal powers to the executive branch of
the Federal Government, within strict limits laid down by the Con-
gress, comparable to the discretionary monetary powers which for
half a century have been lodged in the Federal Reserve System. The
exercise of such powers, always subject to review by the Congress,
involves no more risk of irresponsibility than the exercise of discre-
tionary monetary powers. It would permit the sensitive, timely ad-
justment of tax rates or expenditures to changing business conditions.
It would facilitate the coordination of monetary and fiscal policies
with a view to maintaining under changing circumstances the optimum
“package” of monetary-fiscal stimulation or restraint.

Another promising area for policy innovation is growth stimulation
from the supply side. Only recently have we become aware of the
extent to which growth in output per man-hour has depended—and in
the future must depend—on technological progress and education.
Denison,! for instance, credits these two closely related factors with
about four-fifths of the recent past and immediately prospective in-
crease in labor productivity. Education and the basic research from
which technological innovation ultimately stem are “produced” largely
in the public sector, the latter because the basic researcher rarely can
capture for private gain the full fruits of his effort. At advanced
levels, education and basic research are produced as joint products.
Fragmentary evidence suggests that we devote too little of our re-
sources to the production of education and basic research, and employ
the resources so devoted rather inefficiently. If upon closer inspection
this conclusion proves valid, then we have an opportunity to stimulate
growth from the supply side by means of larger, more carefully allo-
cated investments in two industries traditionally or “naturally” situ-
ated in the public sector. Such investments would generate a larger
flow of both the raw materials of technological innovation and the
complementary human skills, thus simultaneously widening the scope
of profitable private investment and accelerating the advance of labor
productivity. In contrast with efforts to stimulate growth from the
demand side by means of monetary-fiscal ease, the suggested approach
would tend to be cost- and price-reducing. It would increase the
profitability of domestic relative to foreign investment. It would,
therefore, contribute to both price and balance-of-payments objectives.

An essential permissive condition of rapid economic growth is re-
source mobility among occupations and regions. Growth, particu-
larly that resulting from technological progress, is necessarily associ-
ated with structural change as reflected in the composition of output,
the combination of inputs and the distribution of activities among
regions. Thus for economic growth to proceed steadily, there must
be continuous movement of labor and capital among industries, occu-

ations and areas. Capital is quite mobile, but labor mobility is
{)imi-ted by such barriers as ignorance of opportunities, retraining and
moving costs and potential loss of seniority, pension and unemploy-
ment compensation rights in old jobs or locations. We can increase
the sustainable rate of growth and reduce structural unemployment
by lowering such barriers to labor mobility. To this end, long-term
unemployment compensation should take the form of retraining and

1 B. F. Denison, “The Sources of Economic Growth in the United States and the Alterna-
tives Before Us” (New York: Committee for Economic Development, 1962).
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moving assistance. Help-wanted statistics should be regularly com-
piled on an occupational and regional basis as the counterpart of
unemployment statistics. The State employment services should be
nationally integrated, in both form and outlook, so that unemployed
workers may be matched with job vacancies anywhere in the country;
and unemployment compensation or retraining assistance should have
no local residence requirements. .

The labor immobility which limits the sustainable growth rate also
limits the fullness of employment consistent with constant unit labor
costs. Greater mobility would allow unemployment to fall to 4 per-
cent or less before specific labor shortages caused (or allowed) wages
on average to rise faster than labor productivity. In more technical
terms, greater mobility would shift the “Phillips curve” (relating the
degree of unemployment to the propensity of money wages to increase)
toward the origin, thus increasing the compatibility of growth,
employment, price, and balance-of-payments policies. '

The “Phillips curve” may be shifted favorably also by explicitly
incorporating general price stability into our statement of policy ob-
jectives under the Employment Act, and by making such stability the
primary objective in practice whenever job vacancies become equal to
or in excess of the volume of unemployment. The bargains freel
struck by workers and employers are more likely to be consistent wit.
constant unit labor costs and prices if neither party can expect mone-
. tary-fiscal policy always, and regardless of price consequences, to
create the aggregate demand necessary to assure “full” employment
narrowly defined.

To summarize, future approaches to policy under the Employment
Act should look to weakening those propensities and rigidities in the
economy which presently seem to make our policy objectives mutually
inconsistent. The most promising policy innovations are: (1) assign-
ment of greater stabilization responsibility to fiscal policy relative
to monetary policy and creation of the necessary flexibility in fiscal

olicy instruments; (2) stimulation of growth from the supply side

y means of larger, more carefully allocated investments in education
and basic research; (8) reduction of labor immobility by means of
retraining and moving assistance, national integration of State em-
ployment services and formal utilization of job vacancy data to guide
and gage the effectiveness of employment policy; and (4) explicit
recognition of general price stability, in both statement of purposes
and practical policy formulation, as an objective which may at times
take priority over limitation of measured unemployment.



STATEMENT BY C. A. MATTHEWS

PROFESSOR OF FINANCE, CHAIRMAN OF THE DEPARTMENT OF FINANCE AND
INSURANCE, UNIVERSITY OF FLORIDA, GAINESVILLE, FLA.

The Employment Act of 1946 is widely regarded as providing an
economic “blueprint” for the United States. In considering proposals
for modifying or extending the act, it seems important to distinguish
between goals, public instruments, and responsibility. We shall fol-
low this threefold classification in our_discussion.

GoaLs

The Employment Act of 1946 set forth three major economic goals
for the United States; namely, “maximum employment, production,
and purchasing power.” In addition, the act specified other goals, or
perhaps more accurately constraints, within which the primary goals
will be pursued ; namely, “free competitive enterprise and the general
welfare.” Furthermore, objectives must be consistent with “essential
considerations of national policy.”

One of the most significant aspects of the Employment Act of 1946
is the general wording of the “Declaration of Policy.” While the act
has been criticized for “vague” if not “contradictory” wording, others
view this as permitting flexibility and varying degrees of emphasis on
different goals as may be desirable at different times. Included in
flexibility is the wide range of specific goals which may be pursued
- within the context of “general welfare” and “maximum” production
and purchasing power.

Those who have questioned the “clarity” of the original act, and
others, have advanced several suggestions for modification. Four
of these are price stability, economic growth, social goals, and balance
of payments. A brief appraisal of each of these follows.

Price stability—There seems to be a widespread feeling that the
economy of the United States has an inherent inflationary bias. Some
support for this position stems from the emphasis in the Employ-
ment Act on “maximum employment, production, and purchasing
power.” The only reference in the act which can reasonably be inter-
preted as calling for price stability is found in section 4 which directs
the Council of Economic Advisers to develop-and recommend national
economic policies “* * * to avoid economic fluctuations to dimin-
ish the effect thereof * * * 7, : :

The reference in the Declaration of Policy section to maximum pur-
chasing power is, logically, support for the inflationary bias thesis.
Purchasing power is maximized through more rather than less aggre-
gate demand. An expansion of aggregate demand will, as the econ-
omy approaches full employment, contribute to price increases rather
than to stability. [Maximum purchasing power may, of course, be
interpreted to mean the maximum purchasing power of one unit of
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money; i.e., of $1. Such an interpretation is, of course, inconsistent
with other objectives and need not be given serious consideration.]
While the emphasis on “maximum” may be explained with reference
_to the depression-oriented psychology which prevailed at the time the
Employment Act was under consideration in Congress, a statement of
policy goals should be consistent with either an inflation-prone econ-
omy or one with deflationary potentials.

g look at the record of consumer prices as compiled by the Bureau
of Labor Statistics reveals an uptrend since World War II, with sub-
stantial increases in 194648, 1950-51, and 1956-57. It also reveals
periods of relative stability with a more gradual upward trend pre-
vailing from 1957 until late 1965. While the record may be inter-
preted as evidence that the authorities have been concerned with price
stability, it would, nevertheless, be reassurance to those who stand to
lose as a result of price increases if price stability were substituted for
maximum purchasing power as an objective of economic policy. This
change would also be consistent with other goals of national policy
such as solving the problem of the balance of payments.

Economic growth.—Much has been said in recent years about the
need and desirability of accelerating the rate of economic growth,
and it has been suggested that this goal be included in the Declaration
of Policy. ‘Consideration of some of the factors necessary for eco-
nomic growth and a review of the goals now included in the act raise
quiagtions as to what effect this proposal would have on economic
policy. . . !

Ec{;nomic growth is closely associated with production and employ-
ment. Only by increasing output which means higher levels of pro-
duction can the capital needed for more production be achieved. If
existing facilities are underutilized, then additional output will result
also in more production and employment. It is also possible to obtain
economic growth by increasing productivity ; i.e., by increasing output
per unit of input, which is not inconsistent with maximum production
and employment. Indeed, as maximum levels of production are
reached with existing facilities, pressure will develop to increase out-
put through increased productivity—especially if free competitive
enterpriseis promoted.

There are other ways to promote economic growth. One is to divert
more of current production to capital formation. Until the additional
capital contributes to increased production, this policy would result
in lower levels of consumption and possibly in high prices. It is
doubtful if either result would be politically acceptable or if it would
be consistent with the directive to promote free competitive enter-
prise. :

Social goals—Numerous suggestions which might be considered
within this category have been made to amend the Employment Act
of 1946. These include such proposals as directives to achieve a more
“equitable” distribution of income, to provide more equal opportunity
for all individuals, to facilitate the development of depressed areas of

. the economy, and to raise all incomes above “poverty” level. These
are all worthy objectives. The question, however, is not if we are for
them or against them, but if they should be included as goals in the
Declaration of Policy. There are several reasons which suggest that
they should not be. .
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The g)resent policy statement specifies “useful employment oppor-
" tunities” and “maximum employment.” Achievement of these goals
will result in raising the level of income and achieving a “better” dis-
tribution. Furthermore, if price stability becomes a specified objec-
tive, and if this results in more stable prices, another source of poverty
would be removed or at least decreased; i.e., the tendency for rising
prices to reduce those with fixed incomes which are just above the
poverty margin to below the poverty margin would be decreased.

In addition, the present policy statement clearly directs the Govern-
ment “to use all practicable means consistent with its needs,
* * * to coordinate and utilize all its plans, functions, and resources
for the purpose of creating and maintaining, in a manner calculated
to foster and promote free competitive enterprise and the general wel-
fare * * *” While there is no specification of what is meant by
“general welfare,” clearly this is consistent with achieving any social
goals as indicated above.

Finally, inclusion of specific goals within a policy statement would
impair the effectiveness of the statement. The specific would appear
as definite and concrete while the general goals as vague and indefinite.
Pressure to attain the one and ignore the other would be applied.
Flexibility in the administration of the act would be undermined and
the development of useful policies might be discouraged. Further-
more, social goals are continuously changing. The history of the last.
three decades are replete with examples of this change. While much
remains to be done, it is questionable if to write specific social goals
into the Employment Act would hasten their achievement or retard
realization of the ultimate objective over the long run.

Balance of payments—Much of the discussion with respect to eco-
nomic growth and social goals applies also to suggestions that balance-
of-payments equilibrium be included in the Declaration of Policy.
Hardly anyone who reads the papers or listens to the newscast would

uestion that this is not now an objective of national economic policy.

ut the successful achievement of that policy seems to be as elusive as
ever. An obvious problem, of course, 1s that the implementation of
policies to achieve this objective conflict with “other essential con-
siderations of national policy” and have, at times, conflicted with other
goals such as maximum production and employment.

There is the further problem that balance-of-payments equilibrinm
may not at all times be a desirable goal of national policy. Thus, from
1950 to 1956, a deficit in the balance of payments was probably de-
sirable as a means of increasing the total supply of international
monetary reserves and of obtaining a better distribution thereof. It
may be a desirable objective again at some future date. At the pres-
ent time, a surplus in the U.Sf.l%alan'ce of payments is probably desira-
ble in order to decrease the short-term foreign liabilities of the United
States and to maintain confidence in the dollar

Conclusion.—In order to continue as a workable blueprint, the
Employment Act must be flexible. If many specific goals are included
in the Declaration of Policy, the act becomes rigid and its administra-
tion difficult. Goals stated in a general manner enable the authorities
to adopt policies which make the maximum contribution simultane-
ously to the solution of as many goals as possible. In order to main-
tain flexibility and to refrain from creating numerous conflicting
objectives, it 1s our position that the goals should be amended only to
substitute price stability for maximum purchasing power.
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Poricy INSTRUMENTS

The Employment Act is largely silent as to the specific instruments
to be used 1n achieving the goals set forth in the Declaration of Policy.
It is vocal in declaring “* * * that it is the continuing policy and re-
sponsibility of the Federal Government to use all practicable means
* * *2 {0 achieve the objectives of this act. This statement is all in-
clusive and leaves little doubt that existing instruments of policy are
to be used. But it does not specify which instruments are to be used
when or to what extent. It is doubtful if such specifications could be
effective even if written into the act.

Furthermore, the act directs the Council of Economic Advisers to
develop and recommend national economic policies to achieve objec-
tives as set forth in the act. A careful reading of the annual Economic
Report of the President indicates that the Council has done this. The
act also requires the preparation of an annual report which is to re-
view and recommend economic programs for achieving objectives set
forth in the Declaration of Policy. Such provisions seem to leave
little doubt of the intent to use present instruments of policy or of the
responsibility to develop additional instruments.

Suggestions have been advanced that various additional instruments
of economic policy be provided to better achieve economic goals. Two
such instruments might well be provided on a standby basis with
adequate safeguards to prevent their abuse. These are: authority for
the President to vary the first bracket income tax in order to achieve
greater flexibility in the application of fiscal policy; and authority for
the Federal Reserve authorities to use consumer and possibly real
estate credit controls to obtain more immediate effect if the use of
credit in these areas seems to be contributing to economic instability.
But it is questionable if these or other instruments should be included as
a part of, or the extent of their implementation specified by the Em-
ployment Act.

Perhaps the most effective means of improving the performance of
those responsible for the act is to provide adequate financial support
with instructions to study the total operations of the economy. If
more is known about the forces which cause economic fluctuations; if
there is a better understanding of the impact, timing, and effectiveness
of various policy instruments; then it should be possible to more nearly
accomplish the goals as set forth in the Declaration of Policy.

REespoNsIBILITY

Any consideration of possible amendments to the Emplyoyment Act

should give some consideration to the assignment of responsibility for
the implementation of the act. Even where the broad oll))(]?ectives to be
sought have been agreed upon, there is frequently difference of opin-
ion concerning the order of priority to be assigned these objectives.
Even if the order of priority can be resolved, there may be differences
of opinion as to the emphasis to be placed on each. And even if the
weight to be assigned each objective is resolved, there may be differ-
ences of opinion as to the instruments to be used and of the effects to be
expected from the use of the several various instruments. In short,
there is little consensus.
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This is important when one considers that the electorate is expected
to have a voice through the vote in determining objectives, instruments,
ete. Inwhat way can the electorate be best provided with the informa-
tion necessary to formulate a position ¢

The policy of the administration is stated in the Economic Report
of the President and is supported by the material included therein. It
has been developed with the experience and authority of the Council
of Economic Advisers. The majority party of the Joint Economic
Committee is provided with a professional staff to study and recom-
mend policy. While one would not accuse either the staff or the
Council of “bias” they have been selected by the administration and
the majority and presumably have similar views on many problems.

But what of the minority, especially if this is also the opposition
party to the administration? It has been proposed that a staff be
provided to help the minority formulate its position relative to policy
proposals and to recommend policy. There is much to be said for this
suggestion since it should result in a better informed electorate and,
t-hfi;-e.fore, one better qualified to make choices between alternative
policies.

While discussing the desirability of providing the electorate with
the various points of view involved in reaching decisions with respect
to the implementation of economic policy, it seems appropriate to com-
ment on the continuing recommendation to make the Federal Reserve
System a part of the executive branch of the Government. One over-
whelming argument against such a proposal is that it would reduce
the freedom of the Federal Reserve authorities to make their ition
on questions of policy known to the Congress and to the public. As
a part of the executive branch of the Government the “official” position
would become the Fed’s position. As an “independent” agency, the
Fed’s position may or may not be the same as that of the administra-
tion. It would, at least, be an independently derived position.

It should be emphasized, however, that this is not a stand for irre-
sponsibility nor for conflict in policy. Once policy is clearly specified
by the electorate through the administration and the Congress, the
“Fed” as a part of Government would be expected to implement
that policy. This is rather a stand for a better dissemination of
information. )




STATEMENT BY VERNON A. MUND

PROFESS8OR OF ECONOMICS, UNIVERSITY OF WASHINGTON, SEATTLE, WASH.

A significant problem to resolve in the continuing application of the

Employment Act of 1946 is the joint and coordinate use
(1) of fiscal monetary measures, and
(2) of measures designed to create and maintain open markets.

The measures which the Federal Government has used since World
War II to promote high-level output and employment have been
largely monetary and fiscal. These measures, intelligently planned
and used, provide a mechanism for maintaining a balance between
total demand and the capacity of the country to produce.

In general, economists agree that the major fluctuations of the busi-
ness cycle result mainly from fluctuations in investment activity, both
private and public; the excessive use of credit; and mass speculation
1n securities and real estate. Monopolistic restrictions may influence
these factors, but they are not a cause of business depressions.

The antitrust laws have for their purposes ends other than the pre-
vention of business fluctuations. The chief costs of monopoly are
long-run (secular), not immediate or catastrophic. They express
themselves in an 1nequitable distribution of income, an uneconomic
allocation of resources, a retardation in the reduction of prices, and
restrictions on the investment of capital.

Although monopolistic restrictions do not operate to cause depres-
sions, they are probably a significant factor in making them more
severe ang7 prolonged. Monopolistic restraints operate to keep excess
capacity unused and to aggravate unemployment.

Thus far, Government Intervention In the United States to curb
restrictive business practices has been principally negative in charac-
ter. It hastaken the form of cease-and-desist orders, injunctions, pro-
hibitions on certain practices, and the imposition of fines and penalties.

- The assumption has been that if the law declared that persons were

free to compete, open markets and a free price system would auto-
matically result. This idea, however, in the main, is illusory. The
lessons of our antitrust history show that if we are to have open
markets, we must act positively to create and maintain them.

As a long-range program—in the application of the Employment
Act in the future—a positive approach should be taken in the solution
of our economic problems. One of its goals should be the purposeful
creation and maintenance of open markets by public action. Increased
Government responsibility is needed not only to plan for high-level
employment and long-term growth but also to make effective the free
economy which is the prime generator of economic progress.
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STATEMENT BY HUGH S. NORTON

PROFESSOR OF EcoNoMmics, UNIVERSITY OF SOUTH CaAROLINA, CoLUMBIA, S.C.

The 20th anniversary of the passage of the Employment Act of
1946 has elicited much complementary comment. For reasons which
are perhaps fairly obvious the bulk of this comment has centered
around the Council of Economic Advisers.! No doubt, the CEA as a
part of the executive branch has enjoyed a much greater degree of
public awareness than the more sheltered Joint Economic Committee.
Members of the Council appear quite frequently on television, and are
in the news media in connection with such matters of public interest
as the “guidelines,” and in their role as commentators on the future
course of economic events and as defenders of the President’s economic
policy. The staff of the JEC does not have such a platform. The
members of the Joint Committee often appear in the press, but whereas
Dr. Ackley appears as Chairman of the Council, Senator Douglas more
likely appears as Senator Douglas, even though his remarks may be
directed to JEC matters. Members of the JEC staff like their CEA
counterparts seldom are heard.

There seems to be little doubt that the executive branch per se enjoys
more public interest than does the legislative branch ; the CEA shares
in this interest. If this is true, it is of interest to look more closely
at the Joint Committee, its membership and staff through the years, in
order to throw some light on its performance.

In fact, given the orientation of the act, the functions and philoso-
phy of the Joint Committee are as important, in fact, perhaps more so,
than those of the Council itself. Obviously, the significance of the
Joint Committee lies in the fact that it can reflect the divergent views
of the Congress, or at least those who serve on the committee.

There is ample evidence that the philosophical views of the Council
as to alining themselves with the program of the President have not
been by any means clear. The Council under Chairman Nourse was
often split on this issue ard in the end Dr. Nourse resigned as Chair-
man, having failed to find a solution to the problem. All evidence
indicates that.the issue has been less troublesome to recent Council
members, but professional economists can well understand its im-
portance. There was considerable’ discussion of the matter during
the early years of the Council’s life. o :

One former Council member has pointed out that the Council is not -
a debating society, that the members must work together and support
the President’s policies, even though they are in disagreement.?

Perhaps Professor Blough, another former Council member, has
made the best statement of the dilemma facing the professional econo-

1 For example, in the Economic Symposium held to commemorate the act only one
speaker focused his remarks almost entirely on the Joint Committee. See statement by
John W. Lehman, ‘“Twentieth Anniversary of the Employment Act of 1946.” Joint
Economic Committee, Con¥ess of the United States, 89th Cong., 2d sess., Feb. 23, 19686.

2 Jacoby, Neil H. “Can Prosperity Be Sustained ?”’ New York: Henry Holt & Co., 1956.
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mist, in the position where he cannot agree with his Council associates
or with the President : )

“s * * What the individual in an inconsistent position like
that facing the Council may do is to carry on as well as he can,
thinking and speaking as independently as possible but being
discreet and cautious, never abandoning his standards of integrity
by saying what he does not believe to be true. Almost inevitably
in the end, the inconsistency of the position will become too clear
and he will be obliged either to withdraw from some aspect of
his work or resign his position. I have no criticism of any econ-
omist who is not willing to put himself into such an inconsistent
position, or who, being in it, prefers to retire. That is clearly
the most comfortable choice and the most unequivocal position.
But unless economists are willing to carry on in the Council un-
der the conditions I have outlined, I doubt if we shall be able to
achieve through the Council the various goals we would like to
see achieved. Perhaps we should look on Council members as
expendable, each carrying forward the work as far as he individ-
ually can and then retiring in favor of others who can carry it
farther before they, too, drop by the wayside. I suggest that
even the institution of the Council itself is expendable and that
sooner or later it will be cut down politically to be replaced by
some other organization carrying forward the same functions in
somewhat different ways.” 3

The Joint Committee is largely free from this problem. Their role
is that of critic, not advocate. The President presents to them a pro-
gram and a forecast. Their task is to examine and to criticize the
program and to question the forecast, and ultimately, to weave the pro-
gram into the legislative framework. It is natural that the majority
will look upon the program of the President who shares their political
faith with favor. On the other hand, those of the opposite party will
cast a jaundiced eye upon the report. Like the Council itself, the com-
mittee has become more sophisticated as experience has accumulated,
although one observer has expressed the opinion that the committee
has not yet achieved the status of the Council.*

The duties of the committee as expressed in the act are:

(a) There is hereby established a Joint Economic Committee,
mittee, to be composed of eight Members of the Senate, to be ap-
pointed by the President of the Senate, and eight Members of the
House of Representatives, to be appointed by the Speaker of the
House of Representatives. In each case, the majority party shall
be represented by five members and the minority party shall be
re?_resented by three members. :

¢(b) It shall be the function of the joint committee—.

“(1) to make a continuing study of matters relating to the
Economic Report;

“(2) to study means of co-ordinating programs in order
to further the policy of this Act; and :

“(3) as a guide to the several committees of the Congress
dealing with legislation relating to the Economic Report,
not later than March 1 of each year (beginning with the year

2 Blough, Roy. ‘‘Political and Administrative Requisites tor Achieving Fconomic Sta-
bility,”” The American Economic Review, XL, No. 2 (May 1950), 177-178.
W‘ ?grl;..%gdolt. The American Economic Republic. New York: Harcourt, Brace &
orld, .
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1947) to file a report with the Senate and the House of Rep-

resentatives containing its findings and recommendations

with respect to each of the main recommendations made by

the President in the Economic Report, and from time to time

to make such other reports and recommendations to the

Senate and House of Representatives as it deems advisable.”
The first committee consisted of the following:*

Senators Representatives

Taft (R) Wolcott (R)

Ball (R) Bender (R)
Flanders (R) - Rich (R)

Watkins (R) Judd (Herter) (R)
O’Mahoney (D) Hart (D)

Myers (D) . Patman (D)
Sparkman (D) Huber (D)

Some comments about the most influential members may be in order.

Robert A. Taft: “Mr. Republican,” son of the President, a Repub-
lican Party and Senate leader. Lawyer by profession, a conservative,
but aware of social and economic problems. Interested in the Council
from the beginning of legislation.

Joseph H. Ball: Republican, of Minnesota. Newspaper reporter.
Appointed to Senate in 1940 to fill a vacancy. Reelected in 1942. De-
feated in 1948. : ‘

Ralph E. Flanders: Republican, of Vermont. Industrialist, self-
made executive (machine tools). President, Federal Reserve Bank
of Boston. Chairman of Board, Jones & Lamson Machine Co. Lib-
eral, interested in the original Murray bill legislation.

Arthur V. Watkins: Republican, Utah. Lawyer, farmer, editor.
Conservative, active in LDS Church.

Joseph C. O’Mahoney : Democrat, Wyoming. Lawyer, newspaper-
man. Guiding light in TNEC hearing. Active in promotion of the
Murray bill. Liberal, long record of interest in social and economic
legislation, and held a reputation on the Hill for economic erudition.

John Sparkman: Democrat, Alabama. Lawyer (later vice-presi-
dential candidate). Served five terms as U.S. Representative.
Liberal.

Jesse P. Wolcott: Republican, Michigan. Lawyer. Longtime Con-
gressman (seven terms). Chairman of the House Committee on
Banking and Currency.

George H. Bender: Republican, Ohio. Businessman, active party
stalwart. : :

Robert, F. Rich: Republican, Pennsylvania. Conservative “budget
balancer.” Businessman (woolen mill). Banker, long-term Repub-
lican. Famous for his cry, “Where’s the money coming from ¢”

Christian A. Herter: Republican, Massachusetts. Diplomat (later
Secretary of State). High-level Federal service, independently
wealthy, “Eisenhower” Liberal Republican.

®The act originally provided that the Joint Economic Committee be composed of seven
members of the Senate and seven members of the House of Representatives. A full com-
mittee was appointed late in 1946 but was not active that session. Although Senator
O’'Mahoney who had been active in the passage of the act had been slated to be Chairman,
the election of that year resulted in a shift in the 80th Congress from Democratic to
Republican. Senator Taft thus took over the position of Chairman. ‘Senator Taft had
also been active in the bill's history. Likew‘Pse, Mr, Judd resigned shortly and was
replaced by Mr. Herter. .
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Wright Patman : Democrat, Texas. Liberal, longtime champion of
easy money, foe of the Fedéral Reserve monetary policy. Lawyer.
In Congress since 1928, present Chairman of the Joint Economic
Committee,-and the House Banking and Currency Committee.

In summary, the original committee consisted of eight nominal con-
servatives and six liberal members. However, Taft, Flanders, Wol-
cott, and Bender had all been involved in the original legislation, and
were in general favorable toward it.° In addition, Herter had a gen-
erally liberal record. Only Rich and Watkins were of doubtful sym-
pathy toward the idea of full employment via planning in the manner
contemplated by the act.

Dr. Charles O. Hardy, formerly of the Brookings Institution and
the Federal Reserve Bank of Kansas City, was appointed the first
staff director. The first Economic Report from the President caught
the joint committee largely unprepared for business. In lieu of a
formal report, a statement was issued saying inter alia :

“All of these six matters are already under consideration by
standing committees of Congress which will make a detailed
study of each one of them and submit recommendations to the
Congress. Most of them are highly controversial. A recom-
mendation from this committee at this time which could only be
casual before our studies are made, would not be helpful to the
solution of the problems. The committee will proceed to consider
these problems with reference to their effect on the maintenance
of a stable economy and continuous employment. .

“The basic problem which this committee has to consider is th
method of preventing depressions so that substantially full em-
ployment may be continuously maintained. No problem before
the American people is more vital to our welfare, to the very
existence of our way of life, and to the peace of the world. It is
the most complex and difficult of all the long range domestic
problems we have to face. It involves a study of price levels and
wage levels and their relation to each other, a study of methods
of preventing monopoly control in industry and labor from dis-
torting prices and wages, a study of spending for consumption
and for capital investment, a study of individual and corporate
savings and a study of many other economic forces bearing on a
stable economy. :

“Until we have further studied and analyzed the basic consid-
erations which underlie this problem, we do not feel we should
become involved in controversy on current issues which have many
aspects besides their effect on the prosperity of the country.”

. This seemed unsatisfactory to many and former Senator Glen Tay-

lor of Idaho (later to run for Vice President with Henry Wallace),
who had been an interested party in passage of the act issued a blister-
ing statement.

Taylor was critical of the committee for not rendering a report
and said that Taft had offered instead of a report “a. series of excuses.”
The midyear economic report (July 1947) was given only passing
attention by the joint committee, but in late July the committee
undertook an extensive study on food prices and followed this up with

1 9i:’)(l?ailey, Stephen K., “Congress Makes a Law.” New York: Columbia University Press,
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a special study on the cost of living.” The procedure used in this
report was elaborate with public hearings held in the field (various
parts of the United States) under subcommittees. Late in 1948 the
committee began a series of hearings on the President’s message rela-
tive to inflation.® :

All in all, though it was a disappointment to some, performance
during the first year of the joint committee’s existence was reasonable
under the circumstances.

After this somewhat slow start, the committee began its second year
of operation on a rising plane and has generally set a high standard.

PERFORMANCE OF THE JOINT CdMMI'I'I‘lm

Nourse and Burns had both been shy of testifying before the joint
committee, and committee-council relations had from the first,
though cordial, been somewhat distant. Nourse (though not Keyser-
ling and Clark) had on several occasions been reluctant to appear
before the committee, and had been leery of too close a relationship.?

Burns followed somewhat the same philosophy and in general
“played. close to his chest.” 1 Burns’ views on the relationship between
the Council and the committee led him into a dispute with Senator
Douglas.’* To what degree this situation influenced the work of the
committee is difficult to say. Dr. Heller took steps in 1961 to bring
council-committee relations somewhat closer together. Professor
Flash comments and quotes the Chairman:

“In the significant congressional area, Heller wasted no time
in establishing cordial relations between the Council and the
Joint Economic Committee. He knew of the testifying issue be-
tween Chairman Nourse, the committee, and Keyserling in 1947-
48. He was well aware of the subsequent feud over testifying be-
tween Arthur Burns and Paul Douglas when the latter was
committee chairman. He recognized the potential sources of
argument and unfriendly questioning from such Committee mem-
bers as Chairman Patman and Representative Curtis, of Missouri.
‘Our concern,’ he told the committee during his first presentation
on March 6, ‘is with the overall pattern of economic policy.” The
concern carries with it a responsibility to explain to the Congress
and to the public the general economic strategy of the President’s
program, especially as it relates to objectives of the Employment
Act. This 1s the same kind of responsibility that other executive
agencies assume in regard to programs in their jurisdiction. * * *

“In congressional testimony and in other public statements, the
Council must protect its advisory relationship to the President.
We assume that the committee does not expect the Council to
indicate in what respects its advice has or has not been taken by
the President, nor to what extent particular proposals, or omis-
sions of proposals reflect the advice of the Council. -

7 Senate Rept. 1565, June 9, 1948,

8 U.S. Congress. ‘The President’s Program To Deal With the Problems of Inflation.”
80th Cong., 1st sess., S. Rept. 809.

® Nourse, Edwin G. “Economics in the Public Service.”” New York: Harcourt, Brace
& World, 1953.

10 Flagh, Edward 8., Jr. “Economic Advice and Presidential Leadership.” New York:
Columbia University Press, 1965. :

1 .8, Congress, Joint Committee on the Economic Report. Hearings on January 1956
Economic Report of the President. 84th Cong., 2d sess., 1956.
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“Subject to the limits mentioned, members of the Council are
lad to discuss, to the best of their knowledge and ability as pro-
%essional economists, the economic situation and problems of the
country, and the possible alternative means of achieving the goals
of the Employment, Act and other commonly held economic ob-
jectives. In this undertaking, the Council wishes to cooperate
as fully as possible with the committee and with Congress in achiev-
ing a better understanding of our economic problems and ap-
proaches to their solution.” 1012 :

By its nature, the committee is in a position to “second guess” the
CEA. Thatis, it can examine the reports, call witnesses either friendly
or hostile and it has, to some degree, the benefit of hindsight since
some time will have elapsed since the data upon which the report is
based were collected. Upon occasion the “unfriendly” witnesses can
ask somewhat embarrassing questions. Clearly one of the functions
of the Joint Committee is to force the Council to be somewhat be-
holden to the Congress. This factor was very likely in the minds of
those who drafted the original legislation. Especially when the situ-
ation under discussion is fast moving, the questioning can get some-
what rigorous.’* Yet, no one can read the hearings without becoming
fully aware of the two-way educational process which takes place.
Nor can one escape the fact that the members involved have most often
spent. considerable time with their “homework.” Not only does the
committee have the benefit of the views of the Council, but also of a
large number of distinguished economists whao are invited to testify.
In the 1965 hearings for example, Seymour Harris, John Kenneth
Galbraith, Raymond Saulnier (a former CEA Chairman) and others
joined in the exchange. In addition high level officials, Secretary
Dillon and Chairman Martin of the Federal Reserve, appeared as
witnesses. It cannot be expected that every member of the committee
has the time or inclination to absorb and digest this vast amount of
complex information (the 1965 hearings run to 494 pages), but clearly
the value of the procedure is beyond calculation.

Having seen committees at work on complex economic matters, a
cynical observer might be excused if he had had little faith in the
JEC. To be sure, the committee has not been beyond reproach.
However, given the scope of its work its performance has been most
rewarding over the years. Let us quote Mr. Lehman:

“Not only have the committee’s studies affected a broad range
of legislation but their direct influence, both current and long
range, on the actions of executive agencies has been impressive.
Today’s concerns over restoring excise tax cuts and Increasing
tax rates remind us of the Joint Economic Committee’s unani-
mous resolution in July 1950 calling for an immediate increase
in taxes to finance the Korean war on a pay-as-you-go basis and
how it changed current policy of that time. There was the
Treasury-Federal Reserve “accord” which came out of the Sub-
committee on Monetary Policy’s studies and hearings—and the

1* Flash, Edward 8., Jr. “Economic Advice and Presidential Leadership.” New York:
Columbia University Press, 1965.

12U.S. Congress, Joint Economic Committee. Hearings on January 1961 Economic
}l;é)i)rt of the President and the Economic Situation and Outlook. 87th Cong., 1st sess.,

13 §ge the guesionlng of Dr. Ackley by Representative Thomas B. Curtis, Hearings on
Economic Report of the President. 89th Coug.. 1st sess., pt. 1, 1965.
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new or improved statistics initiated as a result of the studies of
the subcommittee working so intensively in that area. Studies
of balance of payments and foreign economics bore fruit in the
Trade Expansion Act and some of the corrective measures In-
volving the balance of payments. The Agriculture Subcommit-
tee’s presentation of alternative agricultural programs also shows
how hearings and reports lay the ground for executive as well as
legislative action.

“We could go on through study after study to illustrate in
depth this role the Joint Economic Committee had in the early
identification of public economic problems and in the long, oft-
times repetitive process of public education so essential to the
acceptance of an idea. As Walter Heller noted, we could docu-
ment the development of the ‘New Economics’ of last year’s tax
cut in the studies of the Fiscal Policy Subcommittees, in the
‘Study of Employment, Growth, and Price Levels,” and that 1954
best seller, ‘Potential Economic Growth in the United States in
the Next Decade.”

COMMITTEE MEMBERSHIP

As we saw, the original membership of the committee was some-
what of a mixed bag with, by good fortune, a cadre of interested
members. Over the years this general pattern has been.followed.

Senator Goldwater, candidate for President in 1964, served two
terms on the committee. A liberal, Senator Proxmire of Wisconsin,
joined the committee in the 87th Congress and still serves. Two
members, Senator Sparkman and Representative Patman, have served
continuously. Senator Douglas has served on the committee since the
81st, Congress. Another member, Representative Bolling of Missouri,
has served continuously since the 82d Congress.

The joint committee has been a going concern for 10 Congresses
(as of 1966). Service on the committee in five Congresses might be
considered evidence of considerable interest, assuming of course that
the member lived through and was elected to five Congresses. Those
who meet this test are: '

Ten Congresses: Six Congresses:
Sparkman Sparkman
Patman Patman

Nine Congresses: Douglas
Sparkman Bolling .
Patman Fulbright
Douglas O’Mahoney

Eight Congresses: Watkins

- Sparkman Five Congresses:
Patman Sparkman
Douglas Patman
Bolling Douglas

Seven Congresses: Bolling
Sparkman Fulbright
Patman O’Mahoney
Douglas Watkins
Bolling ‘Wolcott

Fulbright
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In summary, two members have been on the committee for its entire
life, and eight members have served for at least half of that time.
In the 89th Congress, the veterans, Patman, Sparkman, Douglas,
Fulbright, and Bolling, remain.

THE JOINT COMMITTEE STAFF

Several major differences are evident between the staff of the joint
committee and that of the Council. Perhaps first is that the staff of the
JEC is likely to have more leeway professionally than that of CEA.
This seems likely because the CEA staff reports directly to a group who
are themselves professional economists. The JEC staff on the other
hand deals Witﬁ a group who include professional economists only
by chance, although to be sure, the committee members may be very
knowledgeable. Further, the members of the committee have many
other pressing matters to attend to, whereas Council members are
fully occupied with matters of economic analysis. While it is extremely
hard to generalize in such matters, it is probable that the staff members
of the committee have been a shade less distinguished in the eyes of
their fellow economists than is true of their counterparts on the
Council. Perhaps this is an illusion caused by the fact that the Council
staff has had more of an academic orientation.

The staff has remained small and has made considerable use of the
resources available to congressional staffs: the Legislative Reference
Service of the Library of Congress, and employees of the executive
branch agencies, as well as the talents of other congressional commit-
tees. Like its CEA counterpart, the JEC staff has made frequent calls
upon economists outside the Government.

The JEC staff also has more leeway in its scope of work. The
Council must in general “keep its nose to the grindstone” if it is to turn
out the Economic Report on schedule. On the other hand, the commit-
tee staff can respond to the reports in a manner which the committee
sees fit. Also, subject to agreement with the committee concerned (e.g.,
Banking and Currency) the staff of the joint committee can and does
range far and wide in special studies.

The committee has been fortunate in having had able staff directors,
but the rate of turnover has been somewhat higher than one would
wish for. The longest service was that of Dr. Grover Ensley who
served from April 1951 to July 1957, only 4 months short of 6 years. In
the period March 1947 to the present, June 1966, a total of 19 years and
3 months, nine men have served. Since Dr. Ensley’s service accounted
for almost one-third of the total, the average time for the others was
about 114 years. (There were 3 months when no one occupied the
office.) It would seem desirable to have somewhat longer tenure in an
office of such importance.

ExXECUTIVE DIRECTORS OF THE JOINT BcoNoMICc COMMITTEE 1947-66

Charles O. Hardy, staff director_____.____________ March 1947-November 1948.
Fred B. Berquist, acting staff director____________ December 1948—August 1949.
Theodore J. Kreps, staff director________________. August 1949-March 1951.
Grover W. Ensley, staff director_________________ April 1951-December 1955.

Executive director December 1955-July 1957.
John W. Lehman, acting executive director______. August 1957-March 1958.
Roderick H. Riley, executive director____________. March 1958-December 1959.
John W, Lehman, acting executive director_______. January 1960-February 1961.
‘Wm. Summers Johnson, executive director_-______. February 1961-February 1963.
James W. Knowles, executive director_ . _________ February 1963-

14 This title was changed from staff director to executive director on adoption of the rules
of the committee in December 1855.
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THE EMERGING PATTERN

What is the picture of the joint committee which begins to take
shape after two decades of development? Perhaps first and foremost
is that the committee has become, perhaps somewhat involuntarily, a
tremendous force for economic education. Again quoting Mr. Leh-

man:

“[Who would have foreseen ]
that the committee would bring the kind of reciprocity between
academe and the Congress that would prompt a reference shelf
writer 18 years later to say that—

““The Joint Economic Committee is the nom de plume of the
world’s largest class in economics, in which astute and overworked
Congressmen and Senators take turns being pupils and instruc-
tors to most of the Nation’s economists.’

“The committee surely was not set up to be the voice urging and
defending adequate and proper economic statistics, but it has been
and it continues to be, in the clearest of tones.

“Nor did anyone, I suspect, ever anticipate that the Joint Econ-
nomic Committee would virtually have to invent a hearing format
and method in order that the wide-ranging views of many kinds of
witnesses could be fairly and effectively presented. The use by the
Joint Committee and other congressional groups of the roundtable,
seminar-type hearing, and the compendium of witness papers pre-
pared and distributed in advance is so common now as to make us
forget their origin. , _

“Or who would have thought in 1946 that an experimental hear-
ing, bringing together physical and social scientists in 1955 for a
discussion of ‘Automation and Technological Change,” would have
highlighted the need for improved educational standards at all
levels, 3 years before the traumatic impact of Sputnik I? And it
was the Joint Economic Committee which about that same time
began the series of pioneering studies that have led us through
the maze of economic statistics we must tread if we are to under-
stand comparative rates of growth between the United States and
the Soviet Union.”

As Mr. Lehman notes, the education role of the Committee has been
somewhat accidental, but it is nonetheless real and viable.

The unique nature of the committee’s function has given it another
major advantage. Unlike most committees which have a somewhat
specialized mission, the JEC is not confined to agriculture, banking
and currency, or other specific microeconomic areas. The more than
300 committee publications include studies on automation, low-income
families, fiscal policy, agriculture, economic stability and growth, the
balance of payments, to cite only a few. No other committee has
such a broad mandate. '

Rewarding though this may be, it presents inherent problems.*

Service on the Joint Commuttee if it is properly carried out requires
a substantial amount of hard work, not compensated by power and
prestige as in the case of such committees as Appropriations or For-
eign Relations in the Senate, or Ways and Means in the House. Al-
most from the beginning, men who have been influential on the Joint
Committee have of necessity been in positions of general leadership

1 Many of these were foreseen by the perceptive Dr. Nourse.
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in the Congress, if not indeed in national affairs. Taft, Sparkman,
Patman, ngl:ter, Goldwater, and Douglas have been household words.
The present membership includes the chairman of the Senate Foreign
Relations Committee (Fulbright) ; a former candidate for Vice Pres-
ident (Sparkman); an active and long-term Congressman (Pat-
man) as chairman and as vice chairman ; a professional economist and
liberal Senator (Douglas), active on many fronts of public life and
who also has served as chairman and vice chairman of the commit-
tee. A Member of Congress cannot confine himself to one intensive
activity and survive politically. He must operate on many fronts
and provide a wide variety of services to his constituents. This, of
course, brings up a related problem. The broad mandate of the
Joint, Committee provides ample opportunity to step on the toes of
a wide number of interests. £ Congressman who has to observe the
welfare of wool, copper, silver, peanuts, or automobiles may find
himself faced with problems if he has endorsed some view of the Joint
Committee. The heart of this matter is that the Joint Committee
transcends the regional interest so often encountered in the Congress
and focuses instead upon the national interest. Meeting this test is
not simple, and those who attempt it often learn its Iaglﬁiculty. It
would be naive to believe that when a Member enters the committee
room of the Joint Committee, he sheds his State or district interests,
or forgets his inherent, parochial, and perhaps incorrect economic
beliefs. However, there can be no doubt that service on the Joint
Economic Committee has been a form of higher economic education,
and that the committee and its staff have rendered a valuable service
to the Congress and to the Nation.
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Since this compendium is focused primarily on future develop-
ments in national policy and practice, I am glad to embrace the
opportunity for examining a little further the question I raised at
the close of the symposium on February 23: Did passage of the Em-
ployment Act mark a subconscious or intentional departure from,
or modification of, the traditional American principle of “checks and
balances” and toward monolithic central government ?

This invocation of the principle of checks and balances was not
intended to be applied to the familiar political doctrine of “separa-
tion of powers’—legislative, executive, and judicial—but, rather, to
expand or transpose this well-proven theorem to the economic realm.
There we find a comparable differentiation, organizational and opera-
tional, between three major economic functions: fiscal, monetary, and
market, which make up the total economic process.

The fiscal function 1s sui generis an exclusie prerogative and re-
sponsibility of Government. During the last 20 years, national
policymaking for growth and stability has been preoccupied with
a newly propounded theory of fiscal activism and with problems of its
application to political practice. This intensive attention was, at tlie
time, natural and even desirable in terms both of operational experi-
mentation and of popular education. The next 20 years should see
further refinements in the technology of fiscal stimulation and stabili-
zation. But these years should also see impreved voluntary coordi-
nation of the philosophy and the administration of monetary function
and the market function along with our now accepted fiscal activism,
not an attempt to dominate them. We need unity of purpose rather
than unitary control.

As for monetary management under Employment Act objectives,
it will require in the coming years no less—perhaps more—searching
study and imaginative experimentation than will our fiscal technology
1f we are to keep abreast of the demands of new economic develop-
ments and Employment Act goals. The “money” concept is a subtle,
complex, almost mystical figment of the human mind as compared
with the forthright mechanics of taxing and spending. It was hardly
more than a half century ago (after thousands of years of crypto-
barter, metallic currency, and primitive local banking) that we moved
up to the commercial sophistication of nationwide credit exchange,
an elastic paper currency, and the sturdy but sensitive apparatus of
our Federal Reserve System. With Yankee ingenuity we turned
away from the European tradition of a central bank, tied servilely
to the national exchequer and established a voluntary federation of
thousands of locally autonomous member banks, organized into a
national credit pool—a system that honors the principle of private
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enterprise in the banking business but raises it to the high level of
national efficiency and safety compatible with modern industrial
capitalism.

o the flow of decisionmaking as to the cost, availability, and volume
of commercial credit (with no watertight bulkhead against some capi-
tal credit) this apparatus of local-member and regional-reserve banks
and integrating Board of Governors synthesizes the professional wis-
dom of a farflung cadre of individual bank managers, country and
city, concerned for company groﬁts and solvency but concerned also
for the prosperity of private businesses and the growth of local com-
munities and the national industries of which they are parts. The top
echelon of this private banking business, though “independent” of the
Federal Government in its decisions about inferest rates and the vol-
ume of money, is by no means a law unto itself. It is a responsible
partner of fiscal administration and market administration in the ef-
fectuation of the purposes of the Employment Act. While it acts as
a check on both these other members of our economic troika in the
exercise of their distinctive functions, it is itself checked by the impact
of fiscal operations on the one hand and the impact of administered
prices and of collectively bargained wages on the other.

The open-market operations of the Fed must be modulated to the
Treasury’s exigencies of debt management and also to the supplying of
an optimum amount of liquidity to the Nation’s business. Its mandate
to administer an elastic currency system authorizes it to “lean against
the breeze” of either inflationary or deflationary forces, whether they
come from the fiscal policies of Government, the operating policies of
management and labor, or the psychoses of consumers. It cannot
rightfully be held responsible for maintaining the price level or the
rate of national growth, but it is a sensitive instrument for promoting
economic balance through the checks it imparts to and receives from:
either fiscal or market forces.

Any balancing device, to be reliable, needs to be free running. The
“independence of the Fed” was relinquished during World War IT and
Korea in order to peg U.S. bonds at par but was restored by “the
accord of 1951,” allowing the money market again to exercise its ag-
gregate supply-and-demand adjusting role. Recent interpreters and
implementers of the Employment Act, however, are restive under
any such concept and practice of shared responsibility for national
economic growth and stability. With “coordination” as their watch-
word, they extol Executive Office primacy in governance of the whole
economy rather than coordinate right and responsibility for differ-
entiated policymaking toward a common purpose.

When, in December 1965, the Board of Governors of the Fed linger-
ingly responded to its responsibility to check a fiscally overstimulated
economy with a mild, testing monetary brake, the Chairman of the
Economic Advisers and also the Secretary of the Treasury and the
chairman of the Joint Economic Committee denounced this challenge
to unitary judgment. There was publicly expressed “regret [over this]
blemish on the record * * * [linked to] hope that the pattern of co-
ordination which has been the rule through the past 5 years can be
resumed and strengthened.” Even by the time of the February 23
symposium, there was widespread agreement that the Reserve Board’s
action had been timely and salutary—indeed that more of the same
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might soon be needed, since fiscal devices were patently defective in
their reverse gear. )

The Employment Act had not a word to say about the choice of
strategic weapons in the campaign for maximum employment or who
should have a finger on the trigger for their use. But the long sweep
of experience with the administration of National Government in
peace and war (not to mention the lessons of big business and big
labor) should warn that suppressing dissent or precluding veto magni-
fies the danger of impetuous or partisan errors in official jJudgmeiit and
action. Success in the grand purpose of the Employment Act in the
future will not be advanced by rigid welding of the monetary function
to the fiscal function but through flexible articulation between fiscal
and monetary, with the latter internally coordinated in a comprehen-
sive pattern of short-, intermediate-, and long-term credit administra-
tion. This would rationalize the practices of many recently estab-
lished financing agencies of the Federal Government, with various
kinds of “independence” and orientation to the private money mar-
ket—Farm Credit Administration, Federal Housing Administration,
Home Owners’ Loan Banks, Rural Electrification Administration,
Small Business Administration, and others. -

Pass now from the monetary function in national growth and stabil-
ization to consideration of the market function and the checks that
(Government must impose on private enterprise in pursuit of its proper
goals of profit and consumer service; and the checks that free manage-
ment and organized labor impose on Government in its pursuit of its
goals of national growth and stability. Here, our original question
might be restated: Did passage of>the Employment Act express an
intention to curtail the independence of private business and bring it
in some significantly new way within the ambit of national economic
management? ~Or has the experience and experimentation of these 20
years indicated that such change is necessary for accomplishment of
the purposes of the act? A

There were many proponents of such a view before and after World
War I1. - Prof. Morris Copeland may be cited as spokesman for this
school of thought—particularly because he has revived and upndated
this philosophy in his recent Fordham University lectures. He goes
so far as to advocate Gevernment “procedures”—a GNP Scheduling
Agency—“that would schedule most major private construction proj-
ects and most major durable goods purchases”—also Stable Inventory
Agreements (all quarter by quarter). “The program proposed would
be an important step in the direction of making the economic system
of the United States a managed economy.”

The view that prevailed in 1946, however, after extensive congres-
sional, press, and academic debate, was much more traditional. The
declaration of policy of the. Employment Act stated specifically that
“the continuing responsibility and policy of the Federal Govern-
ment * * * to promote maximum employment, production. and pur-
.chasing power [is to be administered ] with the assistance and coopera-
tion of industry, agriculture, labor, and State and local govern-
ments * * * [and only by] means consistent with other considera-
tions of national policy * * * in a manner calculated to foster and
promote free competitive enterprise.” This recognition of the market
function raises issues even more complex, subtle, and fast-changing
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than those of fiscal and monetary policy and action. The Joint Eco-
nomic Committee has explored several of them in timely topical studies,
but the record of the executive branch has been, at best, ambiguous and
vacillating. o
In the early days of the Council of Economic Advisers, we insti-
tuted a practice of having standing committees composed of repre-

* sentatives chosen by business organizations, big and little, labor union

federations, farm organizations, and consumer groups. This two-way
communication was abandoned some time ago ; contact of the Executive
Office with these parties at interest are now neither frequent nor fruit-
ful. They have more the character of briefings on policies already
adopted or of cozy individual parleys (by Chairmen or President)
to produce consensus or twist the arm of some recalcitrant. In the
early days of the Kennedy administration, a promising approach was
made toward coordination of the market function with the fiscal and
the monetary function in a truly democratic implementation of the
Employment Act. Flanked by Secretary of Labor Goldberg and
Secretary of Commerce Hodges, the President, in the fall of 1960, set
up an Advisory Committee on Labor-Management Policy “to help
our free institutions work better . . . to study, advise me, and make
recommendations with respect to policies that may be followed by
labor, management, government, or the public, which will promote free
and responsible collective bargaining, industrial peace, sound wage
and price policies, higher standards of living, and increased produc-
tivity.” This seminar of seven top business executives, seven leading
labor union officials, and five distinguished “public” members sat for
its deliberations in the Cabinet Room of the White House.

Six months later, this response to the Employment Act’s specification
of “the assistance and cooperation of industry, agriculture, labor * * *
to foster free competitive enterprise” was undergirded with a White
House Conference on National Issues, designed as the first of an annual
series. Its agenda was essentially the same as that of the Advisory
Committee, but its membership much wider and its procedures more
academic. But the second session (May 1962) changed drastically
in scope and purpose, to be in effect a briefing session for the pending
tax reduction program. Hope that a standing Advisory Committee
and continuing White House Conference might bring the operative
realities of the private market (i.e., “business”) effectively to bear on
top Government policymaking as a check against economic bureaucracy
and also quicken. perception of the primacy of national economic
efficiency as a check on short-run parochialism of organized labor or
other special interests was aborted. To be sure, the Advisory Com-
mittee .was reconvened by President Johnson in May 1966, but his
charge to the members sounded more like a roster of specific questions
of current economic strategy (or tactics) than a call for mutual reex-
amination of prevailing structures, practices, and attitudes of big
business and 1ts executives and big labor and its administrative
officials. '

The market process of prices, wages, and service rates; of capital
formation, investment, and dividend payments; of consumer choices
and selling pressures does not lend itseIl)f to the “aggregate” treatment
central to the New Economics as do fiscal budgets and monetary
maneuvers. But these dedicated mechanicians, undaunted by this dis-
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crepancy, developed the statistical governing device of “guideposts”—
price, wage, and investment. The Council of Economic Advisers lays
great stress on the voluntary character and educational value (which
assumes their theoretical and operational validity) of the guideposts.
But a considerable array of devices for acceleration of the learning
process or for assuring voluntary compliance lay at hand and have
been put to use. These teaching aids include procurement or manu-
facturing contracts withheld, expanded, or reallocated ; stockpiles im-
pounded or dumped; Government grants and credits manipulated;
the bright glare of press and TV publicity ; and the subtle seduction of
a Presidential congarence or personal: te{ephone call. This enginery
of voluntary compliance with Executive Office directives embraces
all branches of economic policymaking and execution—Treasury, Com-
merce, Labor, Agriculture, Defense, Justice, and various lending agen-
cies—with the Council of Economic Advisers as chief of staff.

Since the application of national criteria of public interest to the
specific, complex, and fast-changing situations of administered price
making, collective wage bargaining, and industrial investment plan-
. ning (long run and international) requires either divine inspiration
or comprehensive research, suggestions are already beginning to ap-
pear in the economic press and in the legislative hopper of the Con-
gress that “the improvised nature of what the Council [of Economic
Advisers] is doing” be superseded by some sort of “institutionalization
of the guidelines” in a satellite agency either of the Council or of the
Joint Economic Committee. The next step after such an OPA for
Peacetime might logically be a Growth Mobilization Agency.

A British economist, in a wide-ranging survey of “modern capi-
talism” in Western Europe and the United States argues—or just
assumes—that a natural force of economic evolution drives all indus-
trial nations “into tightening the hierarchial structure of governments,
compelling all departments to put all the decisions which have sig-
nificant long-term consequences into a single intellectual framework,
determined at the highest level of administration.” He rates the
United States a “laggard” in this grand march.

On the contrary, I read the Employment Act as a considered repudi-
ation of any such doctrine of “natural” evolution—an updated affir-
mation of our ancient faith that intellectual pluralism and democratic
responsibility are the most powerful and dependable constituents of
national success. I venture to predict that history will adjudge the
years 1946-66 a period in which complementary governmental acti-
vism, fiscal and monetary, was broadly accepted—even measurably
understood—as an indispensable and permanent part of the structure
of our technologically ordained capitalism. But, to consolidate this
gain, the next 20 years must produce a no less revolutionary develop-
ment of private business structures of equal economic sophistication
and a new sense of national solidarity superior to class interests.
From the present Topsy-like laboristic capitalism, we need to move
forward to a uniquely productive and progressive system of tripartite
collective bargaining between private and public free enterprise.
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Experience during the 20 years since passage of the act has demon-
strated, the need for concerted private and public action to promote
full employment and. to maintain an adequate rate of growth without
adverse repercussions @n the country’s domestic price level or its bal-
ance-of-payments position. There can be no doubt that policies under
the act have helped materially in realizing these goals but in my judg-
ment certain changes are now needed to bring administration of the
Employment Act more fully in line with current conditions and re-
quirements. These changes can be grouped under three headings:
more flexible short-term policies; a clearer, more carefully formulated
ordering of long-term goals; and a more effective mix of policies when
the economy is close to full employment. They are taken up in order
below.

1. There are many facets to the question of the need for greater
policy flexibility under the Employment Act. Nonetheless, almost all
attention has centered on the one proposal that Congress should yield
some of its prerogatives over Government spending and taxation to
the executive branch, a step it apparently is quite unprepared to take.
Other possibilities, accordingly, should be explored. First, if more
detailed and complete data could be developed and made available to
policymakers more rapidly, the administrative agencies and Congress
could achieve greater flexibility without any change in existing rela-
tionships. The collection and dissemination of up-to-date informa-
tion on the number of job vacancies as well as on the number of job-
seekers would be particularly -helpful in this regard. More refined
data on the components making up the gross national product would
help clarify current changes in economic conditions. A eritical re-
view of various price and cost series such as in the construction field
would likewise contribute to more flexible and more relevant policy-
making. Indeed, any move to close the information gap would con-
trilﬂlte not only to faster decisionmaking but to sounder decisions as
well.

Second, closer administrative coordination between the Council of

" Economic Advisers, Treasury, Federal Reserve, and Budget Bureau
would help implement the decisionmaking process. The advantages
of decentralizeg or independent policymaking should not be allowed to
be emphasized to the point where unified action on major policies be-
comes impossible. The Federal Reserve’s independent move last De-
cember in raising the rediscount rate before a broader governmental
decision on stabilization policy could be reached may well have been
defensible on substantive grounds but it left unanswered the proce-
dural question whether a single agency should be permitted to exercise
this degree of authority in such a vital area. ‘
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Third, a greater degree of flexibility needs to be built into the role
which Congress plays in determining the general level of Federal ex-
penditures and revenues. Various possibilities for achieving this re-
sult without infringing in any significant way on congressional pre-
rogatives should be explored. If Congress enacts a tax increase or
decrease but gives some leeway to the executive branch in setting the
effective date of its action, an important element of flexibility would
be introduced. The same would follow if Congress permitted the ex-
ecutive branch to effect minor adjustments in tax or spending levels
for a limited period and made such adjustments subject to legislative
veto. Under present circumstances the Governiment is often foreclosed
from adopting a certain course of action because economic conditions
may be altered before the policy can be reversed. Since the economic
future beyond 12 or 18 months 1s highly unpredictable, the only effec-
tive answer is to put the decisionmaking process on a more flexible
basis. The means for achieving this result without infringing on any
essential prerogatives of Congress should be made a first order of gov-
ernmental business.

2. Another aspect of the Employment Act deserving serious atten-
tion is the lack of any systematic, continuing review o% the economy’s
long-term goals and strategies. The Council of Economic Advisers
has made some efforts to bring these longer term considerations to the
attention of public policy makers but too much of its work is of an ad
hoe, firefighting variety. A mere listing of a few basic goals coupled
with some general suggestions about how they might be achieved is not
enough. The specifics of underlying choices need to be closely ex-
amined. For example, what are reasonable targets for this Nation
to set for itself for 1970 or 1975 in different aspects or areas of our
economic life? What different approaches to achieving these targets
should be investigated? What do cost estimates tell us about the
comparative feasibility of the different approaches? Wherein do the
more serious conflicts between the various goals and approaches arise?
What are the crucial choices which government policymakers have to
make in resolving these conflicts? Long-term issues of this sort tend
to be lost sight of in the press of immediate concerns and deliberate
steps need to be taken to keep them in the forefront of public discus-
sions. The Council of Economic Advisers, the Joint Economic Com-
mittee, and other bodies concerned with the Employment Act could
well provide the lead in meeting this crucial requirement. ~

3. Finally, greater attention should be centered on the special prob-
lems confronting the economy when it nears its full-employment po-
tential since it is in these circumstances that the need for both more
policy flexibility and a clearer ordering of long-term goals becomes
most compelling. This country has not had much experience with
full employment in peace time, and in contradistinction to conditions
of either pronounced slack or severe inflation the appropriate mix of
policy measures in such situations is decidedly unclear. Under these
circumstances there is reason to believe that the principles underlying
monetary and fiscal policy take on a very different character. So do
the principles underlying the price and wage decisions of the country’s
major private business and labor organizations. So do the principles
underlying the country’s international balance of payments. In a
full-employment environment, policy choices in all ofp these areas have
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to be assessed in terms of a much more complex and delicately balanced
system of relationships than in more straightforward circumstances.
The need to look at the major policy issues in this new context should
therefore be made a primary focus of study.

These are the lines of policy development.which I feel deserve major
attention in the future administration of the Employment Act of 1946.
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1. In the past few years, I have not been close to the actual admin-
istration of the act, and I no longer have an intimate knowledge of
current procedures. I have the impression, however, that the CEA
has not always used its advisory committees as intensively as would
be desirable to obtain the fullest possible understanding of, and
consensus about, proposed major new policies. I believe this is
illustrated by the use of those committees in connection with both the
original launching of the guideposts for noninflationary wage and
price behavior in 1962 and, later, the assignment of a specific quanti-
tative target for noninflationary increases in money wage rates in
industries subject to the general rule. More thorough discussion with
the labor and industry advisory committees might have helped to
obtain fuller understanding and acceptance of the guideposts by the
interest groups directly affected. This is only an illustration of the
point, which applies generally. I fully understand that, in the press
of daily business, protracted discussions with advisory committees
may appear a luxury which the Council members cannot afford, but
the effort will be worthwhile and in the long run will even save the
Council’s time if it succeeds in easing the acceptance of a new policy
direction which depends for its success on the acceptance of any of
these groups.

2. The power and effectiveness of wage-price guideposts are con-
fined to economic situations in which there is no, or little, excess
demand, and would be so confined even if the guideposts were more
widely accepted by the leadership of labor and business than they are
now. Nevertheless, as objectives of national policy, they are sound
and should be supported. I feel, however, that in seeking to make
them more effective, the Government would be wise to direct its efforts
more toward getting them understood and accepted in principle and
toward entrenching them more deeply in the national view of what
constitutes acceptable behavior than to try to enforce them by direct
action in particular cases. While it would probably be overoptimistic
to suppose that the effort to do this could succeed in a short period,
it might well succeed over a period of, say, five years or more, pro-
vided that demand conditions were not allowed to place too severe
a strain on the policy.

3. To be a valid principle over the long run, the guideposts must
take international factors into account explicitly. For international
reasons, national price levels must be permitted—indeed, will often
have to be encouraged—to move, for several years at a time, above
and below the desired long trend. The reason is that, under a system
of fixed foreign exchange rates, equilibrium in international payments
requires changes in the relationship between the general level of
costs and prices in one country and in others. Although such changes
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at some times call for increases in the general cost and price level
of the United ‘States in relation to the world average and at other
times call for decreases, they are consistent with the domestic objec-
tives of long run domestic price stability and the maintenance of high
employment. A country, when in deficit (under the “official settle-
ments” definition), could reduce its average price level as rapidly as
output per man-hour rises without making aggregate demand too
small for high employment, if money wages could be kept constant
and the genera] price level reduced at the same rate as average output
per man-hour increases. If a country did this when it was in deficit,
and when in surplus permitted money wages to rise by more than
output per man-hour, allowing prices to rise, the general level of
prices would be stable over the long run.

If the objective of longrun price stability is regarded as a hopelessly
lost cause on the ground that even gradual decreases in general price
levels are unobtainable, a gradual rise in the general level of prices
can be substituted for a stability as a longrun national objective and
as a short-run world objective. So far as my present point is con-
cerned, it does not matter whether the longrun price objective is
stability or a slow increase. Whatever it is, the restoration and
maintenance of balance in international payments under a system of
fixed exchange rates requires all countries to recognize sooner or later
that their guideposts for noninflationary wage and price behavior are
longrun norms and that in the short run the permissible movements
of their general levels of money wages and prices should be less or
greater than this norm according to whether the country is in deficit
or surplusin its international payments.

This implies that whatever the objective for the general price level,
in periods of balance-of-payments surplus the general level of money
wages should be allowed to rise by slightly more than its permissible
trend value, and that in periods of deficit, it should be restricted to
smaller rises. Changes in the general price level exceeding the long-
run target over a period of 5 or more years, if offset in subsequent years
by changes falling short of the target, would thus be consistent with
the target which, after all, is to avoid changes in prices that are both
rapid and prolonged in one direction. Deviations of, say, 2 percent
from the target which were in opposite directions in surplus and deficit
countries would involve annual changes of 4 percent in the relation
between national price levels. That should suffice to correct imbal-
ances, given time for their effects on trade to take full effect and assum-
ing that reserves and other means of financing deficits are made and
kept adequate, which is in any case necessary. :

4. To improve the Government’s ability to achieve the objectives of
the Employment Act, it would be desirable for the Congress to give
the President a limited amount of discretion to make temporary and
limited changes in tax rates and specified categories of é)overnment
expenditures. I believe that Congress could find a way to do this
without surrendering its powers and prerogatives, while giving the
President the right to choose one from a menu of a few specified and
limited changes in taxation and expenditures. The legislation au-
thorizing this Presidential discretion should state in general terms the
economic conditions under which this discretion may be exercised but
could provide for a congressional veto of its exercise and limit the
period during which the ciange was in effect.
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This suggestion is similar, broadly speaking, to the recommenda-
tions in the Economic Report of the President transmitted to the
Congress in 1962 but differs from it in several respects. I do not pro-
pose, as the President did, that the standby authority to change taxes
be confined to decreases in the individual income tax. I think it
should permit limited increases as well as limited decreases, and that
these should not be confined to the individual income tax.

‘Similarly, it may be undesirable to confine the standby authority
over capital expenditures to limited expansion and acceleration of
capital improvements. Limited reductions and decelerations may also
be desirable at times (e.g., when excess demand is concentrated on
heavy construction). Although the President already has power to
spend less than is appropriated, it might be desirable for Congress
to recognize that it is appropriate for him to use this power for sta-
bilization purposes by including it in the standby authority. It may

. also be desirable to extend the permissible authority to forms of gov-
ernment expenditure other than capital improvements, provided that
they are likely, as a practical matter, to be reversible. Although the
total amount of such reversible noncapital expenditures may not be
large enough even in the aggregate, to have important stabilizing
effects, the power may be useful as a means of combining a desirable,
if small, additional stabilization effect with good governmental admin-
istration. Every agency has many noncapital projects which need
to be carried out only on an occasional basis—for example, research
studies—which it could then be authorized by the President to under-
take during periods of general economic slack.

Furthermore, I think the authorities to change tax rates and Govern-
ment expenditures should be complementary, so that the maximum
fiscal change is both (@) limited in total amount, and (b) entirely at-
tainable through changes in either taxation or expenditure. One or
the other was possible under the recommendations for fiscal stimula-
tion made by the President in 1962, but both were not. The maximum
fiscal stimulus could be attained only by action on both taxation and
expenditure. The economic situation might make this inappropriate ;
it might make desirable a greater concentration of the stimulation on
one or the other than those recommendations envisaged.

5. Referring specifically to the issue of general noninflationary wage
and price increases, I do not think it is either necessary or desirable to
amend the act by adding general price stability to the legislated ob-
jectives of the act. The current discussion makes clear that policy-
makers are sufficiently aware of that desideratum of policy and that it
need not be incorporated in the legislation. Whether one thinks
enough or too little has been done to achieve the objective, I doubt
that more would be done; the obstacle has certainly not been lack of
awareness of the objective or inadequate appreciation of its import-
ance.

6. I also do not consider it necessary or even desirable to amend the
legislation in a manner that makes the Board of Governors of the
Federal Reserve System more directly subject to the wishes of the
President. The Board’s present degree of legal independence has
not been, and is not likely to be, exercised in a way that has a serious
adverse effect on national policy. Its present degree of independence
enforces a more thorough discussion and threshing out of issues within
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the Government than might otherwise occur. This appears to me to
be generally healthy, however inconvenient and frustrating it may
be to the officials concerned. The present arrangements have not
worked out badly, on the whole, and much of value would be lost if
the Board were placed under a tighter rein. This view does not, of
course, preclude some of the changes that have been suggested by

éhairman

others, such as changes in the timing of nominations of the
of the Board or in his term of office as Chairman.
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The Employment Act of 1946 was forged under a cloud of econoniic
pessimism, if not despair. The fear was widespread that high un-
employment, deflation, and low output would threaten after the war.

On the contrary, the problems of inflation, overutilization of re-
sources, and international payments imbalances, were not foreseen by
the act’s drafters. Consideration should be given,therefore, to amend-
ing the law to specify that among the goals should be general price
stability or slowly declining average price levels, the avoidance of
both inflation and deflation, and the maintenance of balance in our
international payments—all, however, within a free competitive
market economy.

It may be argued that the policy authorities, including the adminis-
tration, the Federal Reserve Board, and others, already seek to attain
these goals and there is no need to amend the act. But this argument
would apply with equal force to the other policy goals already stated
in the act: maximum employment, production, and purchasing power.
The goals not specifically mentionecf are easier to avoid by the adminis-
tration, other agencies and the Congress. And these unspecified goals
have indeed been neglected. "

Since the Employment Act of 1946 was enacted the Consumer Price
Index has gone from 68 in 1946 to 115 in mid-1966 (1957-59=100), a
rise of 70 percent. This represents a drastic decline in the purchasing
power of the dollar. It is a cruel punishment of pensioners, owners
of life insurance, government bonds and bank deposits, and others liv-
ing on fixed or lagging incomes. Indeed, the goals of maximum pro-
duction and employment have been quite fully attained during several
periods since 1946, at least in part by sacrificing the additional goals
stressed herein. . )

In all but 4 years since the act was passed, our international pay-
ments accounts have shown a deficit. Here again, if some reasonable
goal regarding these payments balance were specifically in the law,
neither the administration nor the Congress could so readily ignore
them. Those concerned with greater price stability and balance in
international payments under free market conditions, would have a
more powerful argument at their command. Many in both the ad-
ministration and the Congress would welcome a better balanced state-
ment on goals.

Mistakes in policy in other but related fields would be less likely
to occur. To some degree the repeated increases in the legal minimum
wages (wage and hour law, Davis-Bacon and Walsh Healey) and the
upward pressures of collective bargaining, have been validated by
more loose fiscal and monetary policies, which in turn are the major
cause (if not the sole cause) o}) the deterioration in the purchasing

power of the dollar. Had there been a clear mandate in the act re-
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quiring equal consideration of the purchasing power of the dollar, the
decline in its value, undoubtedly, would have been mitigated. Lower-
domestic prices would in turn tend to improve our international
balance-of-payments position by stimulating exports relative to
imports.

The principles underlying the wage-price guideposts as announced
in 1962 by the Council of Economic Advisers conformed roughly with
the way 1n which the free competitive market tends to function. In
time, the so-called annual productivity gain (about 3.2 percent in the
1960’s) as a guide to wage adjustments became the minimum target
instead of an average. As this occurred, particularly in 1965 and 1966,
the wage-fringe settlements tended to overshoot the productivity gain.
The result was strong upward price pressures at retail as well as at
wholesale. :

Here, again, had the avoidance of inflation and the maintenance of
a stable (or slowly falling) general price level been an official target,
fiscal and monetary steps could have been taken to prevent the rising
number of wage-fringe settlements which pierce the goal of preserving
the value of the dollar. Four years before the Council announced its
wage-price guideposts, the Council on Prices, Productivity and In-
comes (appointed by the Government of the United Kingdom in
August 1957) warned against Government announcing a percentage
figure for wage changes,

“There would thus be a real danger that the prescribed average
would always become a minimum, and the process of wage infla-
tion therefore, built into the system.” (For an analysis of this
report and the dangers see, Productivity and Wage ‘Settlements,
Chamber of Commerce of the USA, Washington, 1961.)

Clearly, we had adequate warning from the so-called three wise men
f(ic?élStituting the British Council) against error of policy in this key

eld.

Government has taken numerous extra-legal steps to restrain the
wage-price spiral and to reduce the international payments deficits.
While these steps have been labeled “voluntary,” they have had an
extremely uneven impact. Union officials have quite uniformly an-
nounced that they would not feel constrained by the guideposts. Ina
few cases Government threats have possibly reduced the level of wage-
fringe settlements. In numerous price restraint situations the Gov-
ernment has requested price rollbacks, in others the raw material stock-
piles have been used to control prices. Procurement and other threats
have been used by Government.

Such reliance on direct price surveillance may serve as an excuse
for not employing more impersonal but effective broad monetary and

. fiscal policies. When resources are fully used, as in much of 1965 and

well into 1966, price rollbacks tend to underprice resources ahd encour-
age overuse of them. Thus precisely when prices are conveying sig-
nals of pressure, voluntary controls are likely to be least effective and
to do damage. Even if a few prices are restrained, the demand may
merely spill over into some other markets. .

Thus whether our problem is inflation or deflation, sole, or at least
primary, reliance should be placed on the broad fiscal and monetary
policies. Were the maintenance of overall or average price stability
a clearly stated goal in the act, those wishing to avoid seeing the Gov-
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ernment’s hand intervening in a growing number of price and wage
situations could urge effective control via traditional fiscal and particu-
larly monetary policy. This would be in harmony with the “free
competitive enterprise” specified several times in the act.

A slowly declining average price level as a goal, rather than merely
a stable level, has several advantages. We have already noted that in
practice the goal of stable prices is likely to lead to rising prices,
pushed in part by above-average productivity wage-fringe increases.
A slowly declining price level as a target or goal might in fact result
in stable overall prices, or at least restrain the upward price pressures,
whether pressures on costs or demand pulls.

Slowly declining general prices would expand purchasing power
to those on fixed and lagging income.

In a competitive economy, the gains in productivity due to improved
processes, technology, and materials as well as enterprise, will go
mostly to the employees as consumers. In fact, competition may pre-
vent a rise in profits or in interest rates. The Council’s proposal that
wage-fringe increases be limited to the overall productivity gains puts
the stamp of approval on the idea of wage-fringe juggling every year,
for nearly every employee. There is no theoretical or practical rea-
son why the productivity gains could not be passed on to them through
lower prices. In turn this would greatly reduce the enormous costs
of wage and salary administration. :

After the current superboom has run its course, unemployment of
resources, including human resources, will again become a problem.
Pressures to utilize palliatives (such as shortening the workweek and
the input of labor and productive agents) will recur. The Joint
Economic Committee should continue its work in the field of under-
utilization, so that when problems arise, we will not be stampeded
into unwise action.

The standard workweek, for example, should be reduced when a
consensus clearly opts for more leisure, rather than more goods. It
should not be reduced merely to share employment and create dis-
guised unemployment. The widespread use of cost-of-living escalator
clauses may create indifference to the slide in the value of the dollar.

Finally, the Joint Economic Committee should engage in further
followup work on the economic impact of the budget. It should
explore ways and means by which the Congress could in a more busi-
nesslike way and unified manner handle the multifaceted aspects of
the budget: revenue raising, authorizations of expenditures and ap-
propriations for expenditures. Innumerable committees and sub-
committees (in both House and Senate) have a part of the responsi-
bility for fiscal affairs and operations. A more uniform and better
informed approach could reduce the tax burden and promote higher
grade cost effectiveness. The committee should give high priority to
this aspect of the Government business.



STATEMENT BY. RICHARD N. SCHMIDT

PROFESSOR OF STATISTICS, STATE UNIVERSITY OF NEW YORK AT BUFFALO,
BUFFaLO, N.X..-

InTRODUCTION

The following statement is divided into five parts. First is a com-
ment on the symposium itself. Second is an indication of the apparent
consensus of the symposium. Third are some definitions of five levels
of economic data. These definitions are needed in the fourth part.
Fourth is a statement concerning the concept and potential for the
Joint Economic Committee of a national computer network and a
proposal for its establishment. Fifth is a proposal for a postdoctoral
program for economists. Last is a brief summary.

Sympostom

Every once in a while the Government publishes a gem, a classic that
one recognizes immediately as being an enduring and potent contribu-
tion to the literature. Certainly, the printed symposium of February
23, 1966, must fall in this category, and its merit recommends itself
for the required reading list of all advanced students in economics.

CoNsENSUS

There is little doubt that there was a general consensus that the Em-
ployment Act of 1946, having set up noble goals and having facilitated
the establishment of control mechanisms to aim for these goals, must
be reckoned with as a power of the first magnitude. There was an
agreement that, on several occasions since 1946, the statistical indi-
cators appeared to require action of a monetary and fiscal nature,
and after action was taken, the economy righted itself properly.

However, there are many economists who, if asked, would maintain
that the 20-year period from 1946 to 1966 would have been but little
changed even if the Employment Act of 1946 had not existed. This
assertion would follow flx)‘om the well-known high correlation of time
series data. If, in some quantitative way, one could calculate a cor-
relation between “the state of the economy” and the “time imple-
mentations of the act,” he would find its value to be very high over
the 1946-66 period. However, this high value really might not have
great meaning. In other words, these people who feel that the econ-
omy would have behaved much the same with or without the act en-
vision the people who see the act as having a dominant role in control-
ling the economy as being misled by spurious statistics.

"The general consensus, consequently, although it was on the high
positive side, is not universally accepted without question. It appears
that it will be the next two decades in which the power of the act will
face its first serious tests. If indeed the combination of fiscal/mone-
tary policy manipulation permits central control to attain the goals
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for employment, production, purchasing power, and trade balance,
then these tools of control are far more powerful than most thoughtful
Eeople will presently credit. There is, unfortunately, no high proba-
ility that these basic tools can do the work needed in maintaining the
goals over those periods in which there would have been runaway in-
flation or unresponsive depression without them. Thus, whereas most
people would have to admit, by looking at the apparent evidence, that
the first two decades have been an unqualified success, the real tests will
first appear in the next two decades. '
Although there is considerable optimism that the outcomes will be
successful, there is no real assurance that the tests will be met. Because
of this uncertainty, we must consolidate our position by further plan-
ning, experimentation, testing, and evaluation. The section after the
next contains some ideas for this consolidation.

LevELs oF Data

Before coming to the main idea of the statement, it is necessary to
define what may be called the five levels of data.

. (1) Routine data—The basic structure of all economic data consists
of individual items of routine data which are customarily not broken
into finer parts. A simple example could be the number of employees
working in a plant on a given day. ‘

(2) Control totals—Ordinarily the bits and pieces of routine data
have little interest for economic activity and they must be totaled for
further use. Thus, the employment in a single plant may not be use-
ful, but the total for all plants in a given geographical area might be of
value in decisionmaking.

(8) Control ratios—In that control totals are often more easily
understood when they are converted to ratios, ratios of control totals
have a prominent place in statistical analysis. Thus, the ratio of
employment between two time periods may be more meaningful than
the mere totals. Unfortunately, ratios of this kind are of limited
usefulness. : .

(4) Mathematical models—The fourth level of data consists of
mathematical models that have been tested statistically to validate
their structure. Econometric regression models are good examples
of this fourth level of data. .

(5) Integration of mathematical models with actual data—The
fifth level of data consists of a working relationship in which actual
data (routine or totals) are being processed and at the same time
they are compared with the standards as prescribed by the model.
Thus, when the employment for the plant, or the total for a geographi-
cal area are examined, they are compared with the standards for them
as given by the model. A control and decisionmaking apparatus in-
herent in the model would report any deviation whether significantly
high or low.

These are the concepts concerning economic data that are relevant
in the following discussion.

CoMPrUTER NETWORK

Throughout the symposium there were statements that expressed the
great problem of economic data, decisionmaking under uncertainty,




DIRECTIONS FOR THE FUTURE 137

and the difficulty of assessing the overall and structural reactions to
given decisions. In essence, the problem is one of being able to obtain
meaningful and timely data, to compare the data with estimates based
on some kind of statistically tested mathematical model, to make
decisions under the uncertainty inherent in the data and the model, and
then to ponder the outcome of the decisions on the overall performance
and the structural components of the economy.

Several years ago Russia announced a concept involving regional
economic data being continually fed into regional computer centers
where the data would be screened and validated. Once the data have
passed all of the validation tests and are suitable for transmission, the
regional computer centers are to forward the data to a central com-
puter center where they will be used for national purposes. Here they
will be used in conjunction with national mathematical models for
overall decisionmaking. The significance of this plan is that the
time between the birth of the data and their use in the national center
1s to be very short indeed. Certainly some of the data will be born
in a local area, forwarded to the local computer center, validated,
transmitted to the national center, and used for electronic decision-
making all within a second. Other data may take more time, but even
here the time will be short.

This plan may seem farfetched to people who are accustomed to
delays of weeks, months, or even years from the birth of economic data
to their use. Nonetheless, the present state of development of com--
puters, data transmission facilities, econometric methods, systems anal-
ysis, and programing will support such a system, both on an economic
as well as a physical basis.

However, people who have been intimately involved with business
and economic data, with systems development, with mathematical
models, and with computers realize that the development of the system
as outlined above is a large, long, and expensive proposition. In the
years since Russia announced the master plan there has been little
detailed information of progress; mainly, one hears rumors of delays
and problems. Nonetheless, someday in the future the West is going
to be startled by a new sputnik—an administrative and control sputnik
made possible by computers.

It would seem to be most appropriate for the Joint Economic-Com-
mittee and the Council of Economic Advisers, who wield the mas-
sive tools of fiscal control and monetary control, to have continual
access to outputs as could be afforded by such an information and
decisionmaking system. « To plan and implement such a network and
to make it function at an acceptable level of sophistication may take a
decade. The Russians have been working on such a system for about
half of that time. We have not yet really begun. I recommend we
begin as soon as practical.

PostpocToral. EpucaTioNn

The development of the system envisioned in the previous section
will require a continual stream of highly motivated and highly edu-
cated economists, statisticians, and computer scientists who have their
doctorate. Part of the design of the plan would be facilities for the
attraction of such people on postdoctoral fellowships. The best
present example of a related method is in the National Bureau of




138 THE EMPLOYMENT ACT OF 1946

Standards. Its postdoctoral program for statisticians in the physical
and mathematical sciences is recognized as one of the best in the world.
The list of distinguished statisticians who have had postdoctoral ex-

erience at the Bureau constitutes one of the peer groups in this-

iscipline. Not only does the Bureau benefit by the intermixing of
these fresh young minds as they come from the intensity of their
graduate study, but the country as a whole benefits when these gifted
people, who have been educated to the realities of the problems that
remain to be solved, go to their chosen academic, governmental, or
industrial occupations.

A plan for such postdoctoral education on a continuing and rotating
basis can be implemented by the Joint Economic Committee
immediately.

SuMMARY

It is my belief that the real test of the Employment Act of 1946 is
yet to come. We should not merely wait for this test, which under
resent circumstances might not be met, but rather we should plan
or a better national information computer network incorporating
the data-to-mathematical-model-system outlined briefly above. An
important aspect of the plan should call for postdoctoral educational
facilities for people in suitable disciplines, primarily statistics, com-
puter science, and economics.



STATEMENT BY MARTIN SCHNITZER

PROFESSOR OF BUSINESS, VIRGINIA POLYTECHNIO INSTITUTE, BLACKSBURG, VA.

The Employment Act of 1946 represented a major landmark in
Federal Government policy toward employment. The act involved
acceptance by the Government of responsibility to aid in creating
and maintaining conditions under which useful employment oppor-
tunities, consistent with a free enterprise system, would be provided
for all those who were able and willing to work. The rationale for
the Employment Act was provided by the depression of the 1930’
in which unemployment remained at a high level. There was con-
cern that unemployment would revert back to this level after the de-
mobilization of approximately 12 million U.S. servicemen.

It seems to me that the present and future objectives of the Employ-
ment Act should center around the subjects of price stability and the
impact of technological change on the American economy. Price sta-
bihty should be a major desideratum of the Employment Act. The
sacrifice of price stability for the sake of securing full employment
(defined more in the European framework of 2 percent or less) re-
dounds to the disadvantage of economic growth. An inflationary
economy is not consonant with a stable ecoriomy. It is inconsistent
with the objective of maintaining a favorable balance of payments
internationally. .

The impact of technological change on employment may well turn
out to be the most significant problem of the next decade. It is con-
tended that one of the most serious consequences of cybernation will
be the displacement of a large percentage of the labor force by ma-
chines. A priesthood of technocrats will arise to control the lives of
the disenfranchised masses.’ _

Although this is probably a rather unrealistic picture of the econ-
omy, particularly in the next decades, nevertheless, the fact remains
that technological progress has been accelerating. This will mean
displacement of some jobs and the creation of others. It also means
that job requirements will change and the level of skill requirements
will move upward. Persons who have no skills will become
unemployable.

The acceleration of technological progress implies that structural
unemployment will increase. This means that monetary and fiscal
measures aimed at stimulating a high level of a,%grega,te demand will
be only partially effective at creating a high Ievel of employment.
More concern should be given to attending to the causes of structural
unemployment and to policy measures aimed at promoting the occupa-
tional and geographical mobility of labor. More emphasis should be

laced on job retraining (the human investment bill as proposed by
gena,tor Aiken merits serious consideration). A Federal program of
relocation allowance to move unemployed workers is desirable. A na-
tional public works program to support many persons who are cur-
rently unemployable should also receive consideration.
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The guaranteed annual income may well become an important policy
issue within the next 5 years. It has received support from a wide
variety of groups and persons, ranging from left to right on the po-
litical spectrum. It may well be that the guaranteed annual income
is the most efficacious and pragmatic way to solve the problem of
poverty. It may well be that technological change will cause a spin-off
into the ranks of the unemployed of workers who cannot be reabsorbed
into productive employment. Through no fault of his own, the
worker no longer can secure employment. Would not a guaranteed
income become both necessary and desirable? Certainly, the subject
is worthy of consideration.

Finally, with respect to the Employment Act of 1946, I would favor
the creation of a council of economic advisers for the minority party.
The creation of a minority council would, in my opinion, have the
following salutary effects on American society.

1. It would provide the minority party with the necessary expertise
to develop alternative programs to those advanced by the majority
party. It is necessary to provide effective alternatives to foster the
development of the best solutions to all problems. The role of a
minority party should be constructive rather than obstructive; this
can be accomplished through provision of the minority council.

2. The transitional time period between changes in the positions of
the parties is shortened. In other words,the minority council becomes
the majority council. The expertise has already been gained; there-
fore, the changeover becomes more smooth.

In the British Conservative Party, there is a party organ called the

Research Department. This is, in a sense, the Conservatives’ answer-

to the Fabian Society : a body of expert researchers who advise party
leaders on policy and who brief Conservative M.P.’s on issues before
Parliament.

In conclusion, it is apparent that policymaking emanating from the
directives of the Employment Act must be concerned with problems
of today and the future. It is my opinion that these problems are the
maintenance of price stability and attention to the problem of struc-
tural unemployment created by rapid technological change.




STATEMENT BY:’ BERYL W. SPRINKEL
Vice PRESIDENT AND EcoNomisT, HARRIS TRUST & SAVINGS BANK, CHICAGO, ILL.

Clearly, the Employment Act ‘of 1946 and its subsequent implemen-
tation has made a significant contribution to the welfare of our citizens
and to an improved performance of our market economy. No longer
must we plan in the shadow of fear of another economic collapse com-
parable to the great depression. In contrast to the situation prevail-
Ing in 1946, all segments of our citizenry, including the business com-
munity, now agree thatthe Federal Government has both the responsi-
bility and the tools necessary for romoting economic stability and
growth., Furthermore, it is generally recognized that the most impor-
tant tools available to the Federal GGovernment for discharging this
responsibility are monetary and fiscal policies.

Postwar moneta,ry-ﬁscg policies have been far from perfect, but
they have been much improved over earlier periods. Policymakers
continue-to learn from past experiences and the record of accomplish-
ment from 1960 through the middle of 1965 was indeed outstanding.
It is my view, however, that the record during the past year has 12%
much to be desired and that much of the deterioration is due to a
subtle change in the techniques used for achieving economic stability
and growth. Instead of relying primarily on monetary and fiscal
policies as a regulator of total demands, increasing emphasis is being
placed upon implementation of the so-called guidelines which affect
the symptoms of demand while deflecting attention away from the
important variables. It isone thing to launch an educational program
designed to impress upon the public the long-term relationship be-
tween productivity increases and wage increases as was attempted in
the 1962 Economic Report of the President. It is something quite dif-
ferent to lay down an edict that actual wage and price changes in the
marketplace must be governed by the 3.2-percent increase in labor
productivity. The attempt to apply guidelines and guideposts in an
Increasingly large segment of the total economy will inevitably lead to
serious distortions, and rather than contributing to the achievement of
the goals of the Employment Act of 1946, the so-called voluntary re-
straints will prove to bea positive hindrance.

In summary, it remains my view that the Federal Government can
and should influence the economic environment in such a way as to
promote achievement of the universally accepted goals of full em-
ployment, price stability, and economic growth. This can best be
achieved by confining Federal influences to the monetary fiscal policy
area and avoiding direct interference in particular wage and price
markets. Itismy view that both monetary and fiscal policies have been
much too stimulative since the middle of 1965 and that these policies
promise to hasten the deterioration in the value of the dollar. An
attempt to compensate for permissiveness in the monetary-fiscal policy
area by imposing various guideline and guidepost constraints will not
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prevent inflation but will do positive harm to the efficiency of the
economy through preventing relative price changes from performing
their indispensable allocative function. .




STATEMENT BY HERBERT STEIN

DIRECTOR OF RESEARCH, COMMITIEE FOR ECONOMIC DEVELOPMENT,
WASHINGTON, D.C.

“The Congress hereby declares that it is the continuing policy
and responsibility of the Federal Government to use all practicable
means consistent with its needs and obligations and other essential
considerations of national policy, with the assistance and coopera-
tion of industry, agriculture, labor, and State and local govern-
ments, to coordinate and utilize all its plans, functions, and
resources for the purpose of creating and maintaining, in a
manner calculated to foster and promote free competitive enter-
prise and the general welfare, conditions under which there will be
afforded useful employment opportunities, including self-employ-
ment, for those able, willing, and seeking to work, and to pro-
mote maximum employment, production, and purchasing power.”

This long and turgid sentence, taking seven-eighths of a step back-
ward for every step forward, capable of meaning everything or noth-
ing, is the heart of the Employment Act of 1946, signed by President
Truman on February 20,1946. Twenty years latdr this sentence stands,
asno shorter and simpler one could, as a relevant catalog of questions—
not answers—about current economic policy.

For example, the Government tries to hoyl,d down the price of alu-
minum. Is this necessary to create a condition in which those “able,
willing, and seeking work” can find employment without inflation that
might make the employment unsustainable? Or is it part of an effort
to push employment beyond its “maximum”? Is the sale of aluminum
out of stockpiles one of the “plans, functions, and resources” of the
Government to be used for the purposes of the act? What about threats
of antitrust action, statements that the President is hopping mad
or is not, invitations to White House dinners? Are they legitimate
functions or arrogations of power? Are they means of obtaining the
“assistance and cooperation of industry,” in “a manner calculated to
foster and promote free competitive enterprise?” Are they “practi-
cable” or window,dressing ?

Or, to raise another current issue, is the Federal Reserve System
part of the Government, to be guided by the objectives of the act?
If so, whose responsibility is it to “coor%nate” the plans, functions,
and resources of the Federal Reserve System with all the other in-
struments of Government? Who is to define “maximum employ-
ment, production, and purchasing power” for the guidance of the
Federal Reserve System, or is the Federal Reserve to define those
standards for itself, and possibly in a different way than the President
defines them ?

The act does not tell us how to answer these questions, but it should
remind us to ask them as we enter the third decade of operation
under it. :
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Every phrase in the act is a monument to a battle of the yearlong
legislative war that preceded its passage. The biggest guns of 1deology
and pressure, conservative and liberal, business and labor, had been
engaged in the fight. There has been in our generation no other con-
frontation on so massive a scale over the basic character of the Ameri-
can economy.

‘When the smoke cleared it was impossible to tell who had won. The
sponsors of the bill had wanted a firm Government commitment to
assure everyone willing and able to work his right to employment.
They had named their bill the “full employment act,” and the word
“full” meant a great deal to them. Moreover they had wanted to
commit the Government to assuring full employment by a specific
means—by spending as much as might be necessary to achieve the
result, the spending being euphemistically called Government in-
vestment. /They didn’t get either the commitment to the “full” ob-
jective or to the specific instrument, and as a result some of the dis-
appointed sponsors of the bill regarded the act as a meaningless scrap
of paper. Senator Barkley said of the Senate bill that it “promised
anyone needing a job the right to go out and look for one.” The final
act promised less.

On the other hand the opponents of the Full Employment Act as
originally proposed—or at least many of them—would have preferred
no legislation at all. They did not want the elevation of anything
about employment to a preeminent position among national objectives.
They did not want Government to assume any active responsibility
for this objective. They recognized that Government inescapably had
an influence, positive or negative, upon the level of employment as
upon other aspeécts of the economy. But they thought this influence.
would be most beneficial if Government kept hands off. The president
of the NAM said of the bill that “there could be no greater discourage-
ment to business.” The dilution of the original bill that they achieved
reconciled them only in part. While the red flag “Full Employment”
was removed, the act remained clearly a recognition of special concern
with the state of employment. Government spending was no longer
singled out, in the act that passed, as the primary instrument by which
the employment objective was to be achieved, but it was not rejected
and remained as one of the instruments available to be used, with due
regard for other means and ends.

Twenty years later the verdict probably would be that both sides
won. Each got what it wanted most, or should have wanted if it had
understood the problem and the facts as they have become clearer in
the past 20 years.

While the liberals who sponsored the original bill nailed the “Full
Employment” flag to their mast, of course they did not literally mean
zero unemployment. They meant two things by a declaration for
“Full Employment.” First, the avoidance of anything like the de-

_pression of the 1930’s, when unemployment averaged about 18 percent
for a decade, was a national objective of absolutely top priority. Sec-
ond, the prevention or reduction of even much lower rates of unem-
ployment is very important, although it may have to be accommodated
to other objectives that are also important. The words “Full Em-
ployment” were not necessary to establish those points. Moreover,
once these points were established, a legal commitment to assure “Full
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Employment” could only have been a nuisance to responsible authori-
ties trying to use limited instruments to advance a number of objec-
tives, some of which have turned out to be more critical than was
expected in 1946.

In addition to the dilution of “Full Employment,” the deemphasis
of Government investment in the act as passed was a disappointment
to the bill’s supporters. But probably many of them woulg now agree
that their original concentration on this instrument was excessive and
that their picture of how the instrument would be used was naive.
We have since learned that Government spending decisions are too
sluggish, involved with too many and varied objectives and therefore
too gilvisive to be good instruments of employment policy. We have
learned that tax decisions have many advantages from this standpoint,
and relearned, what was commonly denied 20 years ago, that monetary
policies have something to contribute. Harnessing employment policy
to Government spending would probably have been a bet on the wrong
horse.

What the initiators of the bill really wanted, or at least should have
wanted, was an opportunity for the best available economic analysis to
get a hearing at a high level of decision making. This was provided
by the establishment of the President’s Council of Economic Advisers.
It was not necessary, and would not have been helpful, to prescribe by
law a particular brand of 1946 economics.

Just as the proponents of the measure were better off with the act
that passed than with the bill they introduced, so the opponents were
better off with it than with no act at all. Whether they are regarded
as businessmen or as enthusiasts for the free economy—not always the
same thing—high employment was not against their interests. In
general, business profits are high when employment is high. Also,
the survival of the free economy requires that 1t performs effectively for
most of the people, which it certainly isn’t doing when unemployment
and the risk of unemployment are large. Furthermore, the acceptance
by the Government of responsibility for maintaining high employment
would not necessarily conflict with the interests or principles of the
conservative opponents of the bill. Everything would depend on how
the %overnment tried to discharge that responsibility—and how high
was high. ’

Opposition to the bill was in large part based on error. While the
error antedated the New Deal it was undoubtedly reenforced by an
association in the minds of conservatives between New Deal deficit
spending and a long list of other New Deal measures against which
they had more legitimate grievances. The extremism and naivete of
many of the early followers of Keynes in America probably also con-
tributed to the hostile view of conservatives toward the use of Govern-
ment spending to achieve high employment.

The act as passed mainly confirmed the state of affairs that existed
in the country. It confirmed that we expected the Government to take
responsibility for achievement of a fairly high (but not “full”) level
of employment and to behave reasonably in the choice of means for
doing that. This being the case, one can ask whether the act really
accomplished anything. Passage of the act obviously did not make a
Keynesian out of George M. Humphrey ; even passage of the original
bill would not have done that. On the other hand, failure to pass
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the act would not have made a Calvin Coolidge out of John F. Ken-
nedy. So things may have turned out pretty much as they would
have even if there had been no act.

There is a good deal to that, but not everything. Even if the act
only expressed the prevailing postwar consensus, it took the debate
over the act to disclose what the consensus was. “Merely” to confirm
the existing state of affairs was an achievement, and permitted us to
move on. :

The act, however, did more than declare certain intentions. It estab-

lisied a Council of Economic Advisers to the President and a Joint
Economic Committee, with a staff of economists, in the Congress.
Now these bodies have no authority except to talk. The Council of
Economic Advisers administers no program. The Joint Economic
Committee cannot initiate legislation. But we should not underesti-
mate the influence of talk. Just as the power to write the Nation’s
songs is a great power, so is the power to write the President’s mes-
sages. People generally tend to believe what they have said, even if
someone else wrote it, and this is probably true of Presidents.
. Even without the Employment Act, Presidents would have obtained
economic advice somewhere. The Employment Act does not prevent
the President from listening to other economic advisers or require him
to listen to the Council. ’I%lere is competition for the President’s ear.
But the Employment Act gives the Council a better start in that com-
petition than professional economists would otherwise have.

Presidents choose their own economic advisers and they naturally
choose advisers who are congenial. The six Chairmen of the Council
in the first 20 years of the act cover as wide a range—in the priority
they give to various objectives, in their view of the way the economy
operates, and in their concept of the role of Government—as the four
Presidents of the same period. Nevertheless, despite their ideological
differences, the economic advisers, as competent professional econo-
mists, have all brought something similar to the discussion and deter-
mination of economic policy. T%lis is a “functional” attitude, which
evaluates policies in terms of their expected real effects rather than in
terms of conformity to traditional or symbolic rules. It also involves
recognition that any policy action almost always affects more than
one objective, that almost any objective can be affected by more than
one kind of policy, and that the chain of events between action and
results may be long and indirect. This adds up, as is often complained,
to a complicated view of the world. It ma lead to a certain short.
sightedness, expressed in the dictum of John Maynard Keynes, the
hero of-modern economics, that, “In the long run, we are all dead.”
And it can provide convenient rationalizations for almost any desired
policy. On the whole, however, the creation of the Council of Eco-
nomic Advisers has raised the intelligence level of the national con-
sideration of economic policy.

The influence of the congressional Joint Economic Committee has
been in the same direction but probably less strong. The eight Sen-
ators and eight Representatives who serve on the committee are un-
doubtedly egucated by their experience, but the spillover from this to
the rest of Congress or to the congressional leadership is generally
small. The hearings and reports of the Joint Economic C%mmittee
have a high visibility, as such things go, in the public discussion of
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economic policy and the chief influence of the committee on action is
exerted through this indirect route.

However, the interesting and important question is not how effective
the Employment Act has %een but how well we are doing in maintain-
ing hi % employment—-whether or not that performance can be
ascribed to the Employment Act. To ask “How well are we doing?”
immediately invites the question “Compared to what?”

Certainly, compared to the fears that were present when the Employ-
ment Act was drafted—the fear of relapsing to the condition of the
1930’s—we have done well. In the 20 years, 1946-65, unemployment
averaged 5 percent, compared to the 18 percent of 1930-39.

But doing better than the 1930’s is probably too easy a test, unless
one accepts the idea that in 1929 we entered a period of “secular stag-
nation” in which, barring wars, the economy would tend to massive
unemployment. If this was our prospect, then we have indeed done
well to avert it. However, if the depression of the 1930’s was not the
opening of a new era, but an isolated episode occurring once in a
century or two, avoiding it for 20 years may not prove much. In fact,
we cannot even say that we have been doing better than in the past.
For example, from 1900 to 1929 inclusive, unemployment averaged 4.5
percent as compared with 5.1 percent in the last 20 years.

There are good reasons for confidence that a depression on the scale
of the 1930’s will not recur. These reasons lie in improved under- -
standing, by economists and the general public, of the way monetary
policy and the Government budget works, and in much stronger finan-
cial institutions. Anyone who remembers the optimistic statements
made not only in the 1920’s but even after the depression of the 1930’s
was underway, must worry a little as he says this. But it would be
pure superstition not to say it, even though the economic and politi-
cal assumptions on which present optimism rests have not had a long -
period of historical testing.

We are entitled to feel reasonably confident about the minimum
objective of the Employment Act—the prevention of a 1930-style de-
pression. What about the maximum objective—symbolized by the
word “full” in the original bill or the term “maximum employment”
in the act as passed? Discussion of the question today is hampered by
the same difficulty that perturbed the legislation 20 years ago. We
don’t know what “full employment” or “maximum employment” is
and therefore don’t know whether we’ve had it or how far away we’ve

In the postwar period the figure 4 percent had a certain currency as
a standard of “fuﬁ employment.” The 4 percent is supposed to allow
for the number who are inevitably between jobs, or seasonally unem-
ployed, or just entering the labor force. By this standard we have
averaged full employment in only 6 of the 20 postwar years, the most
recent being 1953. But if 4 percent is really par for the course, we
should probably not be disappointed at falling short, if we don’t fall
short too far and too often. Some people think the gap is serious—
the 5 percent actual average unemployment of the postwar target
exceeding the 4 percent target by 25 percent. But others say that
we've employed 95 percent of the labor force, as against a target of
96 percent, which is a gap of only about 1 percent. At this level of
discussion obviously no answers are possible.
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Moreover, the 4 percent itself has no serious claim to be a standard
of optimum performance. We know that it is possible to get unem-
ployment below that rate, at least for significant periods, and unem-
ployment was actually below 4 percent in several years of the post-
war period. And we also know that to get unemployment down to 4
percent is likely to entail some consequences that are undesirable,
such as rising prices. To take 4 percent as a standard only means that
we are willing to pay the cost of getting down to 4 percent but not the

cost of getting below it.

* This su%gests what is the most significant meaning of “How are we

doing?” 1t is simply “Could we have done better ?” or “Could we do
better now ?”—and without undesirable consequences that are worse

than unemployment. This is not the same as asking whether we made

mistakes. Of course, mistakes were made in the past and will be made
in the future. The question is whether we made mistakes we might

reasonably have expected not to make.

Without trying to second-guess the economic policy of the past 20
gears in detail one can point to three major mistakes that could have

een avoided, with a consequent reduction of unemployment and with-
out fully off-setting costs of other kinds.

1. We were slow to recognize the importance of measures to train
and retrain workers, to assemble and disseminate information about
available jobs and workers, and to help jobs and workers to find each
other. In the closing days of the war there was concern about the
“readjustment” problem, for veterans and war workers. Generous
educational benefits and readjustment allowances were provided for
the veterans. But we were surprised, in 1946 and 1947, by the speed
with which veterans and war workers were reabsorbed into civilian
employment. We eongratulated ourselves on the mobility and educa-
tion of the American worker, and on the ability of the American em-
ployer to provide training, and we forgot about the problem for a
dozen years.

The congratulations were justified up to a point. Most Americans
are highly mobile and literate. Most workers and employers will find
each other if they need each other. But if we are talking about get-
ting unemployment down from 5 to 4 or 3 percent we are not talking
about “most workers”. We are talking about the least mobile, least
educated and least informed, including a large proportion who are the
victims of racial disecrimination. Every stugy of unemployment, back
to that initiated by Secretary of Commerce Hoover in 1921 and proba-
bly earlier, had pointed to the need for some measures to improve the
labor market. Moreover we had the examples of other countries,
notably Sweden, where labor market measures were being adopted and
showing success. ~But it was not untjl the late 1950’s that we began
to move on this front—with the Area Development Act, the Manpower
Training and Development Act, the revision of the Vocational Train-
ing Act, the Appalachia program, and relevant parts of recent educa-
tion and antipoverty programs. It will still be some years before
the results of these measures are visible. We should have been able
to see the need and to start earlier. . :

2. We were slow, by about a dozen years, to recognize the possibility
that the United States might encounter balance-of-payments diffi-
culties that would interfere with high employment policy. We
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recognized this for everybody else, but not for us. The International
Monetary Fund, established in 1944, with the United States putting
up one-third of the money, had as one of its main purposes the provi-
sion of credit to countries in balance-of-payments trouble so that they
would not have to resort to restrictive, unemployment-creating
measures at home. Moreover, the United States was a supplementary
source of assistance—aside from the Fund—and was often called upon.
Also the right of a country in persistent difficulty to devaluate interna-
tionally rather than deflate at home, was accepted. We had all seen
one country after another in the 1920’s and 1930’s go through the
wringer at home in order to defend its currency internationally. We
didn’t want it to happen again.

But nobody, or hardly anybody, thought that it could happen to us.
We had, at the end of the war, two-thirds of the free world’s gold, and
hardly any foreign liabilities. The world outside the United States
was short of dollars; the possibility of foreigners acquiring so many
dollars that they would convert them into gold at an embarrassing
rate seemed unthinkable. And so there was %ittle provision for meet-
ing a persistent U.S. deficit. The size of the International Monetar
Fund did not contemplate that the United States would be a large-scale
borrower. It was not thought that the United States could ever devalue
the dollar, as other countries could devalue their currencies. Probably
.most significant, the United States assisted the rest of the world in ob-
taining gold and dollars from us without a commitment to similar help
when we might need it. We made grants rather than loans to Europe
and Japan, in the expectation that they could never repay loans. We
undertook commitments for dollar expenditures in the defense of
Europe, without provision for a readjustment if and when the balance-
of-payments position changed. And we followed, or acquiesced in,
trade policies of similar effect.

Since 1958 the United States has been struggling to slow down the
growth of its foreign liabilities and the outflow of gold. To say that
the American economy has been put through the wringer on that ac-
count would be a gross exaggeration. But concern about the balance
of payments contributed to the restraint of fiscal and monetary policy
between 1959 and 1963, when a more expansive policy would have re-
duced unemployment. Better use of America’s bargaining power in
the first postwar decade, when dollars were scarce, could have strength-
ened our international position in the second decade and given us more
freedom to maneuver in domestic, high employment policy.

3. We were slow to recognize that after 1959 the Federal budget had
become too restrictive, and slow to correct the condition after it was
recognized. After the 1958 recession, and perhaps in reaction against
the big deficit that it caused, a determined effort was made to hold
down Grovernment expenditures in order to balance the budget. The
increase in revenues that would result from economic recovery and
growth was not sufficiently appreciated. By early 1960 we had reached
a point where, if there had been high employment, the Federal sur-
plus would have run around $13 billion a year. The economy could
not advance with the Federal Government taking out so much more
than it put in and the recovery stopped short of high employment.
We entered several years of excessive unemployment, which were only
brought to an end when the 1964 tax cut drastically reduced the poten-
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tial surplus. The Government was inclined to follow a cautious
budget policy after 1959 anyway, because of the balance of payments
and because of the desire to avoid another spurt of inflation. But the
Government seems not to have recognized how restrictive its policy
was, at first. And after that was recognized, correction was delayed
by fear of violating budget-balancing rules.

How much better the employment record would have been in the

past 20 years if we had avoided these three mistakes is impossible to.

say. The main effects would probably have been felt in the years 1960-
63. These were the years in which demestic policy was most inhibited
by balance-of-payments considerations and when the fiscal drag of ex-
cessive potential budget surpluses was most in evidence. Also, if an
active program of matching jobseekers to jobs had been started early
in the postwar period, the full benefits would not have emerged much
before 1960, because some of the most important improvements needed
were in the education of children. In the 4 years 1960-63 the national
rate of unemployment averaged about 6 percent. It is probably not
too much to expect that with achievable foresight we could have re-
duced this figure to 5 percent (the 1955-58 average) or even a little
less. This would not have made much difference for the national aver-
age of unemployment during the 20 years of the Employment Act, but
it would have made a significant difference for some people. It prob-
ably would have made a lifetime difference for young people who en-
tered the labor market when jobs were hard to find.

The key error was failure to give enough attention early to improv-
ing the labor market by improving education, training, retraining,
and information. There are two reasons why this was, and still is,
critical.

First, when unemployment is in the ranges that now concern us, 4,
5, or 6 percent, the consequences of the unemployment depend over-
whelmingly on its distribution. If 4 percent unemployment meant
that every worker was unemployed 2 weeks a year and 6 percent meant
that everyone was unemployed 3 weeks a year, this would not be a
major problem in a country where average income is as high, and rises
as rapidly, as in the United States. The real problem is that the un-
employment is heavily concentrated, some people being unemployed
for long spells with others experiencing no unemployment at all for
years or even for a working lifetime. The incidence of unemployment
in some categories of the population is far above the national average.
For example, when the national average rate of unem%loyment is 5
percent the rate among young Negro females is likely to be 25 percent.
It is these people with long durations and high risks of unemploy-
ment who are the chief objects of concern when the national average

is at the levels of our recent experience.

" Generally expansive measures to raise the demand for labor can re-
duce unemployment where it is most concentrated as well as else-
where. In recent years there have been some who maintained the con-
trary. They argued that expansive fiscal and monetary policy could
not reduce unemployment in the groups where it was highest—the
unskilled, the young, the Negroes, et cetera. This argument has been
proved wrong by the decline of unemployment in the hard categories
in the past 2 years, as the national average has also declined. But a
serious concentration of unemployment remains and is unlikely to be
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significantly reduced without concentrated measures to increase the
employability of the kinds of people who have high unemployment
rates.

Second, improvement of the labor market holds out hope of re-
ducing the tendency for prices to rise more rapidly as average unem-
ployment declines. A more expansive policy to increase the demand
for labor after 1959 would have reduced unemployment somewhat, but
would soon have run into the difficulty that as unemployment fell price
rises accelerated. This occurs partly because of the uneven incidence
of unemployment already discussed. Just as, when the national
average unemployment rate is 5 percent there are some categories of
workers for whom the rate is 15 percent, there are also some categories
for whom the rate is 1 percent or 2 percent. These ‘workers are scarce.
The range of categories that are scarce increases as average unemploy-
ment declines from 5 percent to 414 percent to 4 percent and so on, even
though other kinds of workers are plentiful. The wages of these
scarce workers tend to rise and so do the prices of the things they pro-
duce. An effective labor market policy would, directly or indirectly,
shift workers from the surplus categories into the shortage categories.
It would even out the distribution of unemployment and reduce the
tendency for price-raising shortages to appear in parts of the economy
before labor on the average was scarce. _

Improvement of the labor market will reduce the conflict between
high employment and price stability. However, it will not eliminate
the problem, because at the end the problem is, like all economic prob-
lems, insoluble. 'We cannot simultaneously have as much of every-
thing as we would like. We cannot simultaneously have as little un-
emp%oyment, as little inflation and as little Government control of
the economy as we would like. This fact was at the bottom of much’
of the more serious discussion of the Employment Act 20 years ago.
Some feared that the act committed us to try to get unemployment
down to a level at which either inflation or price and wage controls
would be inevitable. Others wanted to make sure, by the act, that the
fear of inflation was not used to restrain full employment policy be-
fore such restraint was necessary. The act did not resolve this issue,
and doesn’t even mention price level stability. Everyone who has
been responsible for national economic policy in the past 20 years has
accepted price level stability as an objective, even though it is not
specified in the act. But no one has wanted to prescribe the conditions
in which more employment would or would not be accepted for the
sake of less inflation.

-The problem of the unemployment-inflation-controls combination
is likely to be the central problem of employment policy in the third
decade of the act. The country is apparently not going to insist that
any one of these three evils be held to zero. There may be dispute
about the unemployment goal, which may be 4 percent or 3 percent,
but no one thinks it is zero. We have come to accept annual increases
of the consumer’s price index by, say, 1 percent as price stability for all
practical purposes. Probably only a few purists object to occasional
Presidential sermons on holding prices and wagés down, although
these sermons are intended to interfere with the free market.

-But even by these relaxed standards we have too much unemploy-
ment, too much inflation and too much control. Unemployment is
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a little over 4 percent, consumer prices rose by about 2 percent in the
past year, and the Government effort to control prices has proceeded
beyond general admonitions to direct and specific pressures. We do
not seem to know how to make progress on one of these fronts without
losing ground on one of the others. Moreover, there is considerable
difference of opinion about what to sacrifice for what. The admin-
istration’s preference seems to be to push for lower unemployment,
while trying to contain the risk of inflation by direct but informal
pressures on wages and prices. Others emphasize the dangers of in-
flation and would prefer to reduce it by softening the pressure of de-
mand, even at some cost in unemployment. To others the great evil
is the Government’s interference in the market, and the threat they see
of more controls. To avoid this they would be prepared to sacrifice
something in employment and price stability if necessary.

Working out a satisfactory compromise within the corners of this
unemployment-inflation-controls triangle will be the task in carrying
out the mandate of the Employment Act in the years ahead. To show
success in this will be more difficult than it was to show success during
the first two decades of the act. This is not because conditions are
more difficult but because ambitions are higher. After all, to improve
on the economic performance of the 1930°s was not hard. To improve
on the much better performance of the postwar period will be another
matter. -



STATEMENT BY H. CHRISTIAN SONNE
CHAIRMAN OF THE BOARD, NATIONAL PLANNING ASSOCIATION, WasmiInGToN, D.C.

In appraising the Employment Act of 1946 and its accomplishments
nearly all groups may have a tendency—in Senator Douglas’ words—
po,:‘not only accept the measure, but also believe that they originated
it.

We, in the National Planning Association would have fallen for
that very temptation but for our conviction that the need for an em-
ployment act was recognized—in wide circles—several years before its
enactment, on moral, political, and economic grounds.

The public will not forget the splendid work performed by out-
standing Members of Congress, and Representative Patman’s opinion
expressed as early as January 1944 to the effect that: “Employment
is the most serious postwar problem ahead of us.”

In a joint statement entitled : “Declaration of Interdependence by
the Agriculture, Business, and Labor Committees of the National
Planning Association,” dated April 1943, we pointed out:

“If when the fighting is over, we have ex-soldiers selling apples
on the street, or masses of workers idle in present production cen-
ters, or people starving in one 1Em,rt of the country while food sur-
pluses rot in other parts, we shall have lost this war. It will be
too late to plan.”

Asbelievers in action we added :

“We must prepare now for full and continuing employment
under a peacetime economy.”

With this in mind the NPA had already started—in-cooperation
with a number of economic technicians who were invited to partici-
pate—to prepare three basic “economic models” of our economy, each
of which in time should be able to sustain a high level of income and
employment; namely :

(1) The Government model denoting an expansion in public
works and other government activities.

(2) The business model implying much larger investments
and business activities—and

(3) The standard of living model in which consumers use a
higher proportion of their income.

The following comments were added :

“We need not necessarily choose one of these models—each sug-

ests a policy that may be apgropriate for specific situations * * *
%ong—range policy may include from time to time some elements of
each. * ¥ * It is the use, the distribution, not primarily the size,
of the Nation’s output and income that counts.”

This study was presented to a selected group in a Preview of June 8,
1944, as “Model T” of “National Budgets for Full Employment,”’
published in final form in March 1945. ]

It was largely based on a Western European technique which was
found useful as a protection against the competition in the 1930s

1538
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of Hitler’s Germany and without which the surrounding countries
would have remained as helpless as groups of amateurs competing
with professionals.

Armed with this basic concept of a nation’s ability to influence its
economic and employment problems, we had good reasons to believe
that a high employment policy safely could be adopted.

The study has subsequently formed the basis for national economic
projections that continue to be of inestimable value both to Govern-
ment and private enterprise.

These are some of the any reasons why we, of NPA, right from the
beginning have welcomed the fairminded spirit of the Employment
Act and %ollowed its development with profound interest.

On the occasion of the celebration of the 10th anniversary of the act,
when the NPA had the pleasure of acting as host, the atmosphere was

“encouraging and complimentary, although it was generally felt that
a 10-year period was too short for a fair appraisal—particularly be-
cause the Korean war and its aftermath undoubtedly added complica-
tions during a period when efforts should be concentrated on perfect-
ing the organization. '

%ince the second decade has been more normal—judged by what
one may expect nowadays—the full 20-year period lends itself better
to a full appraisal of accomplishments, for which reason the initiative
of the Joint Economic Committee in arranging for an economic sym-
posium has been greatly and widely appreciated.

This is only one of many actions for which the Joint Economic
Committee—one of the two entities established as a result of the Em-
ployment Act—deserves praise for having succeeded in the difficult
and important task of disseminating widely, and in a bipartisan
manner, a clear understanding of the social and economic issues which
face the country.

When attempting to analyze what actual progress has been made
“in the employment and economic field we shall be concerned mainly
with the second creation of the Employment Act, namely :

Tae CouncitL oF EconoMIc ADVISERS

We may well take pride in having accomplished the apparently
stupendous task of reducing the percentage of unemployed to approxi-
mately 4 percent from over 6 percent some 5 years ago, in the face of a
yearly addition to the labor force of 1 million young workers.

But that does not mean that we can rest on our laurels; for we must
recognize—as I believe the Council does:

First: That this accomplishment has taken place during a period
when most industrial, developed nations have experienced a shortage
of labor and in many cases have found it necessary to actually import
foreign workers.

Second : That we have developed boom conditions, and it is not, or
should not be, a new experience to find that a temporary boom is bound
to develop when enough money is spent for its creation. The question
is, how long can it last without further artificial stimulation.

If, for instance, some Government officials early in 1929 had pointed
with pride at the high employment and well-being of the Nation
during 6 years of prosperity, they might have felt somewhat humili-
ated by subsequent events.
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Our Council members unquestionably are aware of that and may
ask themselves:

Third: What has this development really cost us? A superficial
answer might be that the Federal Government’s debt has risen by
about $40 billion since 1955, and if you add State and Jocal government
debts, you may arrive at an increase in total public debts of about
$95 billion. A

Some decades ago there was an inclination to look upon such debts as
a mere domestic matter—during a period when our purchasing media
were amply covered by goods or commercial liquid loans and/or gold.
However, that is no longer the case and—though it is tempting to do
so—we must not overlook that our short-term international financial
position has deteriorated by approximately $18 billion since 1955 and
by about $10 billion since the expansion of the 1960s.

This, then, may be said to have been the price we have paid, and at
a time when we can ill afford it, because our net short-term obliga-
tions now exceed our short-term assets, including gold, by $8.5 billion,
which makes it doubtful that under critical world conditions we could
pay our debts. (True, our long-term investments have meanwhile
mncreased considerably on paper, but the financial world’s previous
experience and commonsense, provide ample reasons why it would be
irresponsible to expect relief from that source—particularly during
periods of stress.)

In the long run such a price for high employment would not be
consistent with “the needs and obligations and.other essential con-
siderations of national policy.” -

Since it clearly is the wish and obligation of our Nation to find a
sound and practical way of implementing the Employment Act, we
must, in good time, prepare ourselves for possible changes in methods.

Of the three basic models which NPA prepared in 1945, the Council
has by and large proceeded along the lines of the “Standard of liv-
ing”—and the “Business” models in that it has relied primarily on
fiscal and monetary policy to enlarge consumption and stimulate
business enterprise.

Since recent experience and prudence demand that such measures
be used only occasionally, it is no wonder that Council members them-
selves express regret that their small resources constantly are strained
in an effort to put out “fires” that are likely to develop when we try
to make fiscal and monetary policy perform in a manner that can
combine “full employment” with “rapid growth,” “price stability,”
and “balance-of-payments equilibrium.”

Increased spending in a given year—based on the concept of fiscal
or monetary policy—to stimulate consumption and activities, hel
relatively little to the creation of a more permanent structure which,
by itself, should contribute to an increase in employment during future

ears.

Y Something more realistic and lasting is needed, which the NPA felt
would be found by using the Government model. At that time we
worked on a model which resulted in a deficit and put the burden on
the Government of spending $7.9 billion on “something, presumably
public works.” We found it necessary to add to this “courageous”

conception: . . )
“The first working mode]l contains two features that will be
held objectionable by many people—a Federal deficit of $6.3
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billion, and Federal expenditures at levels high enough to require
a rather drastic readjustment of our concepts of appropriate
government activities In peacetime.” “How could this enormous
sum be spent—without extending far over into fields of private
enterprise?”

Since then there has been a revolutionary change of attitude, not
only on what the Government should be permitted to do but on what
its function really ought to be.

This led to the NPA’s joint statement of December 1964, entitled
“Modernizing the American Economy” in which we pointed out that
most of our apparent failures—inadequate growth, unemployment,

-etc.—are not the cause of our difficulties, they are but symptoms of
structural maladjustment arising from changing patterns of job op-
portunities and national needs. :

Our needs have been rising fastest in areas in which private and
government services are interwoven, such as education, research,
atomic energy, etc. New forms of government—business cooperation
in operations and financing must be developed further.

We concluded, therefore, that the necessary next step in modernizing
our economy was for our Government—Federal, State, and local—to
Initiate, or undertake on a more adequate scale, programs which are
essential to our economic growth and which are not likely to be per-
formed by private enterprise alone.

Another proof of our potential shortage of manpower is evident from
the studies of the NPA.

CENTER ¥OR PRIORITY ANALYSES

Using the report of President Eisenhower’s Commission on National
Goals as a point of departure a “pricing” was undertaken by the center
of the various national goals, using specific alternative criteria of what
should be achieved within a 10-year period.

The result showed that the costs of attaining our goals would con-
siderably exceed the resources which would become available.

A translation of the costs of goals from dollar terms into terms of
manpower would also show an expected scarcity of manpower.

These are just a few examples to show that if the problems are
tackled intelligently there should be no need to worry about inability
to find ample jobs, at any rate for several decades.

But skillful handling and planning are required.

It is this relatively new situation which caused us to adopt a joint
sta,tgglent of the NPA entitled : “More Long-Range Planning,” which
stated:

“At the root of our failure to develop our full strength at home
and abroad, is the general absence from our public life, and to a
lesser extent from our private life, of long-range planning.”

This lack of planning has in the past led to violent swinging of the
economic pendulum and to jumping to conclusions of one extreme or
the other, based on what I call “pendulum thinking.”

Planning is essentially a function of democracy—it has not been
invented nor can it be monopolized by totalitarian States.

Our Government’s organization for efficient long-term planning is
far behind the times. e do not yet have a real efficient planning
* body in government which considers our economic program as a whole.
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Without it, a well-balanced full employment program is extremely
difficult to develop and—almost impossible to maintain.

True, we have at present several planning bodies attached to vari-
ous Government departments such as the Bureau of the Budget, the
Labor Department, Department of Defense, etc., which are efficient
in their special fields and should be encouraged. They would be
useful in support of a new central planning organization which—
while keeping in close touch with current events such as the Federal
and State budgets, the domestic and international liquidity problem,
the employment outlook, the raw material expected to be available—
would study the various goals of the Nation. Such an organization
might choose to place these goals in order of preference with due
regard also to the most practical way of financing them and to wheth-
er the manpower that would be needed is of the kind most likely
to be available at the time.

Continuity could be assured by a top permanent managerial body
combining theory with practical experience; and profound knowledge
of the various fields, to be explored, could be obtained by an associated
larger group of outstanding leading citizens with specific practical
experience in the particular %elds that are most likely to be considered
in the immediate future.

Continuity, supplemented by the combining of the direct knowl-
edge of responsible leaders and the finding of research, is an essen-
tial feature of successful planning.

There are several ways of building such an organization which
would assure the country that the plans and proposals made represent
the best nonpolitical appraisal of the various choices available—both
from a theoretical and practical point of view. The effort and cost
may be great but would be repaid many times over.

How, one may ask, could such an organization be introduced as
a us&;ful additional means of implenienting the Employment Act of
19467

Speaking for myself, T have followed with great admiration the
excellent work of the bipartisan Joint Economic Committee, which
Ishould like to see continued undisturbed.

Moreover, it seems clear that the provisions of the Employment Act
rightly placed the Council of Economic Advisers in the Executive
Of{ipe as an arm of the President for developing national economic
policy.

In consequence, it is and should remain an adjunct of the party in
power.

Iam also satisfied that within its limited resources, frequent changes
in personnel and the general conditions under which it has operated,
the Council, on the whole, has performed as well as could be expected.

There is therefore no criticism which would induce me to propose
any changes in the present setup.

As a separate issue, however—in view of the political, economic,
and international changes that have taken place during the last 20
years—I strongly recommend that for the benefit of the Nation and
for the use of the President, the Council of Economic Advisers and
the Joint Economic Committee—a really efficient. first class, respon-
sible, bipartisan central planning organization be created.

Such an organization would develop medium and long-term pro-
grams that have a bearing on all important economic problems that

66-221 0—66——11
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affect the Nation, including the employment problem, and cooperate
closely with already existing specialized governmental planning bod-
les.
The central planning organization should also be prepared to ex-
plain from time to time why specific programs have been chosen in
preference to other alternatives.

Private planning organizations may continue to be useful, par-
ticularly in their efforts to break new ground.

In summary—looking back over the last two decades, we have no
reason to regret our performance under the Employment Act.

Looking ahead, we must recognize the profound changes that have
taken place and are taking place, to deal with which we need both
to improve the tools that are placed at the disposal of those who are
responsible for the implementation of the act and at the same time
find additional means of assuring the public of the soundness of the
steps that are being recommended.



STATEMENT BY PHILIP TAFT AND GEORGE H. BORTS

PROFESSOR OF ECONOMICS, BROWN UNIVERSITY, PROVIDENCE, R.I.

The Employment Act of 1946 has served the country well. Tt has
alerted the country to its economic needs and problems, has provided
us with goals, and made us aware of dangers tﬁe economy faces. The
Employment Act does not contain specific objectives to be reached by
the application of given methods. Its purpose is to encourage policies
which assure maximum employment. Wisely, the sponsors avoided
outlining in detail methods to be used or the problems to be solved.
The Employment Act is a warning against allowing our society to be
overwhelmed by massive unemployment. The maintenance of high
level employment will certainly not bring us to the promised land of
utopia. We know from our more recent experience that many prob-
lems will exist and persist even if unemployment were reduced to a
fraction of its present magnitude or even erased entirely.

The Council of Economic Advisers, founded under the Employment

Act, has continually drawn the best minds from the economics pro-
fession. Its annual inventory of economic performance and expecta-
tions has been a major source of public education and has increased
public sophistication in important economic areas. Its value to four
Presidents is incalcuable. '
- Yet, progress in understanding proceeds through examination of
claims and proposals. Many of the goals of the act are ill defined and
and dimly understood. Circumstances as well as problems are ever
changing, and some problems are directly traceable to past remedies
applied to one or more economic ailments. The intellectual conflicts
which have been generated cannot be glossed over by reference to
such broad commandments as feed the poor and eliminate unemploy-
ment. In the hope of clarifying some of the issues raised by the
speakers the following comments are offered.

1. The reader is struck by the absence of suggestions for integrat-
ing monetary and fiscal policies. Indeed many speakers failed to
mention monetary policy at all. In part this may be due to a lack of
scientific knowledge of the precise effects of central bank actions. As
an examf[l)le, Dr. Heller regards the monetary experience of 1965 as indi-
cating the Federal Reserve System was tightening the money market.
He infers this from the fact the Federal Reserve raised interest rates
twice during the period, with the result that market yields of many
types of financial assets rose. In fact, the money supply was grow-
ing at a very high rate during this period, much higher than in 1963
or 1964. As reflected in Professor Saulnier’s remarks, many ob-
servers regard this higher rate of growth as an indication of a relatively
easy monetary policy, not a restrictive policy. This conflict simply
indicates the fact that economists have not yet agreed precisely on
what constitutes a restrictionist monetary policy. :

Nevertheless, monetary policy must be considered and controlled
when attempting to stabilize the economy. Monetary policy must
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be brought within the framework of policy tools and made responsive
to the same goals as a stabilizing Government fiscal policy. This is
not to argue for any particular monetary policy at any particular
moment, but to recognize that policy tools cannot be operated in-
dependently if they are to be effective.

2. Second, the reader was struck by the lack of agreement on what
constitutes the right level of unemployment. None of the speakers
indicated what is the proper policy goal with respect to unemployment
and the price level. Our own feeling is that we can live with the 2 per-
cent per year inflation of the last 10 years. A higher rate of inflation
would be undesirable because of the burden imposed upon individuals
holding fixed interest securities and working in fixed income occupa-
tions.

3. None of the speakers attempted to analyze the relationship be-
tween aggregate demand, the level of unemployment, and the growth
of wages. In fact, there was a considerable amount of confusion
among the speakers as to what causes wage inflation. Many hung
their 1deas on the Phillips relation between wage growth and unem-
ployment. This reveals a lack of scientific knowledge and a willing-
ness to grasp at straws. The Phillips curve is an empirical relation-
ship whose underlying structure is ill understood. While it has been
quoted by many individuals as a basis for policymaking, the Phillips
curve should be dropped as a policy tool until we understand the me-
chanics of wage determination in a competitive economy. As an ex-
ample, one could not use the Phillips curve to explain the experience
of the late 1950’s when wages rose quite rapidly while aggregate de-
mand was anything but high. One possibility which may have been
overlooked is that the growth of money wages depends upon the
growth of the labor supply in addition to its presumed dependence on
the state of aggregate demand and the level of unemployment. Labor
supply is growing more rapidly in the 1960’s than in the 1950’s, and
will continue to grow more rapidly for the rest of the decade. On
this account we might expect less wage inflation for the remainder of
this decade than we observed in the previous decade. The fear of wage
inflation for the remainder of the 1960’s may be overstated.

4, We were surprised at the extreme orthodoxy of all of the speakers
with respect to the problems of the balance of payments. In part, our
economic problems today are self-imposed because of the fundamental-
ism of economists and public officials with respect to the dollar price
of gold. Direct Government interference with the outflow of long-
term capital or central bank pressure on the structure of interest
rates will not be enough to handle the balance-of-payments problem.
There may have to be adjustments in the terms of trade through the
exchange rate, unless we want to use deflation as a means of solving
our balance-of-payments problem. In the first 5 years of the 1960’s
we were lucky that the Europeans inflated more rapidly than we did.
‘We may not be so lucky for the next 5 years of the 1960’s. A reex--
amination of the fixed gold price would be very useful in the context
of stabilization policy. It would be a terrible mistake for economists
to impose the dead weight of the 1933 gold price around the necks of
public officials who are attempting to maintain full employment.

5. Dr. H. C. Wallich appears to be overconcerned with the dangers
of inflation, and regards a good monetary system as part of our social
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fabric, like our system of laws. 'The comparison is an appropriate
one, but the conclusion is misleading. Neither our legal system nor
our monetary system was handed down from Mount Sinai. Both
must reflect a consensus as to the type of society in which we wish to
live, and our major social goals. %r. Wallich evidently regards a
stable price level as a prime social goal for he tells us: “Lack of trust
in st,ab{)e money means lack of trust in economic relationships. It has
been well said that an inflationary economy is like a country where
nobody speaks the truth.” Price stability is not an end in itself and
Dr. Wallich is too cavalier about unempfoyment. If choice must be
made between price stability and 5 percent unemployment, or between
2 percent inflation and 3 percent unemployment, equity and prudence
eloquently speaks for the latter policy. The danger of high rates of
unemployment to social stability—a much more 1mportant objective
than a stable price level—should always be kept in mind. Even the
beneficiaries of a stable price level might find the resulting political
and social environment (fangerous and uncertain.

6. Dr. Arthur Burns focuses on the structural aspects of the unem-
ployment problem. He argues that:

“We need * * * better ways of determining whether, when,
or to what degree unemployment can best be attacked by overall
monetary and fiscal policies. * * * If aggregate .output falls
short of its potential the gap may have nothing to do with any
weakness of demand. It may instead reflect obstacles on the side
of supply or the failure of the constituent parts of demand and
supply to adjust sufficiently to one another.”

In support of this position, Dr. %urns agrees that the volume of unem-
ployment has tended to rise secularly as intermittent workers become
an 1ncreasing portion of the labor force. This is a dangerous and mis-
leading point of view. We have many examples of structural unem-
ployment which have disappeared after aggregate demand rose. The
unemployables of 1939 became sought after workers in 1941. The

- same phenomenon has been observed in the last 2 years with the disap-

pearance of a number of depressed area labor markets from the Bu-
reau of Labor Statistics reports. One of the fascinating aspects of
unemployment in specific sectors is that it is multicausal. New fac-
tors may cause its emergence in the future in new places. This is one
of the many reasons that flexible policies are necessary to combat un-
employment, but one must always guard against diagnosing general
ills in terms of their peculiarities.

There is some question about the utility of job vacancy data which
Dr. Burns stresses. New information should always be welcome to
the profession. However, job vacancies do not add much to our knowl-
edge beyond that given by figures on labor turnover. In addition, it
would be a serious mistake to use the data on job vacancies in the man-
ner suggested by Dr. Burns:

“What really matters for the purposes of the Employment Act
is not what figure on unemployment appears to correspond best
to the concept of full employment, but how the amount of unem-
ployment that actually exists compares with the number of job
openings. When unemployment exceeds job vacancies at prevail-
ing wages, the demand for labor is clearly insufficient to provide
emp]ioyment for everyone who is able, willing, and seeking to
work.
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At such time a deficiency of aggregate demand exists. * * * On
the other hand, when the num%g of vacant jobs is equal to or
larger than the number of the unemployed there is no deficiency
of demand. A government that is seriously concerned about
inflation will not seek to expand demand at such a time, but will
instead concentrate its efforts on securing better matching of the
men and women who seek work with the jobs that need to be
filled.”
This is a dangerous policy. We have little information on the cyclical
behavior of job vacancies data. Dr. Burns is apparently willing to
construct an employment policy based on an unknown relationship
between job openings and the numbers of unemployed. There are
many reasons why the number of job vacancies might exceed the
number of unemployed in periods when the level of unemployment is
too high, and could be reduced by fiscal measures. As an example,
consider the recent experience which we had, where the level of unem-
ployment hovered in the neighborhood of 414 to 514 percent nationally,
with certain depressed regions experiencing rates up to 9 and 10 per-
cent. It is quite possible that the number of job vacancies exceeded
_the number of unemployed in this period, due to the fact that job
vacancies open up in expanding occupations. While it is true that
long-term government retraining efforts might conceivably convert
unemploye§ textile workers into aeronautical engineers, this does not
seem to be an immediate or satisfactory solution of the unemployment
problem. Many of those who might be considered to suffer from
structural unemployment can be put back to work by adequate levels
of aggregate demand. In addition, this will enable workers to shift
into higher skills.

7. A number of the speakers were justifiably defensive about the
Federal Government’s enforcement of the wage price guidelines. The
Federal Government using its powers of political pressure and per-
suasion has attempted to discourage excessive wage demands and in-
creases in other prices. It is recognized that the effect of such Gov-
ernment pressure is likely to be spotty and uneven. Small bargains,
those involving few workers of moderate sized employers, escape
notice and consequently any pressure to conform to guidelines. A
sufficient number of small bargains may have the same effect as one or
several large ones. The enforcement of guidelines are more effective
in industries where the employing unit or the bargaining unit is of sub-
stantial size. It is easier to restrict a price rise or wage increase in a
large steel or automobile company than in a moderately sized con-
struction job or garment shop. Yet, a number of increases in small
sized firms may have the same inflationary potential as in one or two
large enterprises. Use of guidelines may have undesirable allocative
effects. An expanding firm that cannot exceed the guidelines may not
be able to attract needed labor or other resources essential to its pro-
gram of expansion. In addition, the absence of any pressure except
exhortation places a premium upon evasion also more easily effected
by small and medium sized firms. The Government has available
other methods of limiting price increases for productive resources.
Guidelines seem to be the least desirable and efficient alternative and
indicate the failure of monetary and fiscal policy. If it is seriously
argued that wage and price increases are imposed upon the economy
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by organized monopolistic elements, and would not be imposed in more
competitive market structures, then the direction of public policy is
clear. It should attempt to reduce monopolistic power in markets
where prices and wages are set. This issue is raised simply to point
out the fact that those who propose the guidelines should investigate

more effective and equitable methods of insuring the stabilization of
prices.




STATEMENT BY WILLIAM W. TONGUE

PROFESSOR OF ECONOMICS AND FINANCE, UNIVERSITY OF ILLINOIS, CHICAGO, ILL.

Twenty years of experience under the Employment Act of 1946
offer assurance that we will avoid the wide fluctuations in employment
and production which characterized U.S. economic history prior to
World War II. Through the automatic operation of our built-in
stabilizers and deliberate action in the monetary and fiscal areas,
fluctuations have been contained within narrow limits relative to the
past and stimulation has been applied to keep the economy moving up-
ward. Yet the record is by no means unblemished, especially from
the standpoint of overall price stability, and much opportunity re-
mains for still further accomplishment 1n the future. Three subjects
seem worthy of particular attention by the committee: (1) techniques
for narrowing still further the range of fluctuation in employment and
production, (2) methods for restraining the upward course of prices
as the economy attains high employment, and (3) reconciling the ob-
jectives of the Employment Act with our international economic and
political responsibilites. :

Narrowine THE RaNGe oF FLrucruaTion

Among the obstacles to further narrowing the range of fluctuations
in employment and production is the time needed in the legislative
. process to consider, debate, and modify proposals for action. To short-
circuit this process, it has been suggested that the President be given
authority to vary tax rates within limits of extent and duration. There
are a number of objections to this. In the first place, the tax system
affects virtually every citizen and variation in rates, particularly of
the income tax, will almost certainly affect the distribution of the
tax burden among groups of the population. Secondly, it is difficult
to disentangle temporary from long-run needs for tax changes, so that
action that 1s thought to be temporary at the time it is taken may need
to be continued beyond the expiration of some limited period, as has
happened often in the past with “temporary” legislation.

These factors alone suggest that the Congress should be very cau-
tious about surrendering any part of its responsibility in fiscal affairs to
the President. It should continue to represent the voting public in
these matters. But there is still a third reason, perhaps more com-
pelling than the previous two. This relates to what has been called
the “recognition lag,” i.e., the time required to recognize that the econ-
omy has departed from a state of high employment equilibrium and
is likely to continue on a destabilizing path in the absence of deliber-
ate action. It is sometimes assumed, at least implicitly, that the recog-
nition lag and the legislative lag are independent of each other. This
is far from true. If there should be general agreement that the econ-
omy is in a recession, for example, there would appear to be little
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problem in obtaining quick action from the Congress on an across-the-
board tax cut, for example, if that should be recommended by the
President. With the posited general agreement, and with 20 years of
experience under the Employment Act behind us, there can be little
question that the electorate would demand and get speedy action.

This illustrates that the difficulty is not one of obtaining speedy leg-
islative action when there is a consensus ds to what the problem is;
the difficulty lies in not being able to reach an agreed-upon diagnosis
of the problem, how serious 1t is, how it may develop in the absence of
deliberate action, and just what the consequences of different. actions
might be. Obtalning a consensus on these maftters, even among the
experts, is the heart of the problem. For if there is no consensus,
swift action is unlikely whether the authority to act is lodged in the
Congress or the Presidency; witness the hesitation of the President
over recommending a tax increase in 1966 which parallels the hesita-
tion of the Congress over a tax cut in 1963. In both cases, the precise
outlook was far from clear.

In view of the varying degrees of uncertainty and the differing
mix of short-run and long-run considerations bearing on decisions
at specific moments, I believe it would be most unwise for the Con-
gress to abrogate any of its authority over fiscal matters. The Joint
Economic Committee can best further the objective of narrowing
fluctuations by continuing to study actions that might be taken on
both the tax and expenditure side under different eventualities and
by fostering the widest possible dissemination of information on tech-
niques for evaluating the economic prospect. In particular, the Com-
mittee might wish to keep a careful watch on the success or failure
of the newer quarterly econometric forecasting models, such as the
one at the Wharton School of the University of Pennsylvania, the
Department of Commerce version of this, and the Brookings Institu-
tion model.

TraE Prace ForR MoNETARY Poricy

Fiscal policy is not alone in the arsenal of weapons for economic
stabilization. There isalso monetary policy. And whereas the weak-
ness of fiscal policy may lie in the slowness with which it can be
brought to bear when the outlook is uncertain, this is the area of
special strength of monetary policy. For monetary policy is in action
every business day in the capital markets. Whether the Federal
Reserve System follows a policy aimed at securing a continuous in-
crease in the money supply at a tolerably modest rate (which one
might infer from the history of the past 5 years) or whether it merely
“leans against the wind,” it will be acting almost automatically to off-
set destabilizing tendencies in the economy as and to the degree that
these develop and are reflected in the capital markets. Monetary
policy is thus a device uniquely adaptable to operating in a world where
the economic outlook is not certain.

The great weakness of monetary policy at present is that there is
little agreement on the degree of its effectiveness, and hence there are
no sure guides for its operation. This in turn stems from a lack of
understanding about just how money affects economic activity. Even
the new quantity theorists, typified by Milton Friedman, have done
little to enlighten us on this beyond demonstrating impressively high
correlation coefficients between changes in money stocks and economic
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activity. They don’t explain why these high correlations exist. The
Joint Economic Committee could perform a constructive service by
exploring linkages between monetary and output changes, supple-
menting the work now going on in the Federal Reserve System on this
subject. To the extent that we can increase our understanding of the
monetary weapon and use it with more confidence of its effectiveness,
we will be given more leeway for the deliberate consideration.of
changos in our fiscal system for their long-run consequences in promot-
ing “free competitive enterprise” and “maximum employment, pro-
duction, and purchasing power.”

Tae PersisteNT UPCREEP IN THE PRICE LEvEL

Turning to the problem of stabilizing the price level, which might
broadly be labeled promoting “maximum purchasing power,” an
even larger role can be envisaged for the Joint Economic Committee
in clarifying and bringing to public consideration the numerous
issues involved. At the moment we are relying heavily on the guide-
posts to contain inflationary pressures. Apart from the question of
their effectiveness-—-and one may forecast that they will be severely
tested in 1967—there remains the question of whether the guideposts
are consistent with the objective of the Employment Act “to foster
and promote free competitive enterprise.”

In theory, the guideposts allow wide variations in individual wage
and price changes which result in an overall average change consistent
with longrun price stability. These variations are hard to spell out
in practice without abandoning the yardstick objective of the guide-
posts, and hence the overall average tends to become the standard ap-
plied in specific cases. Alternatively, a particular price change ma
be related to a change in productivity from some past period which
may have little correspondence to the situation in being or in prospect.
In any case, it is not clear that the guideposts promote the efficient
allocation of resources fostered by the free market.

Discussion of the guideposts has done one thing, however. It has
called attention to the fact that price level stabilization has a dimension

- beyond the simple one of overall demand relative to supply. Market
power is also a factor. The Joint Economic Committee has already
made extensive studies of this subject, but the need for further explora-
tion remains in light of experience under the guideposts, to date and in
prospect. The year 1967 might be propitious for conducting an evalua-
tion of the guideposts, for exploring alternatives to accomplish the
same result, and for creating the widest possible public awareness of
the questions involved.

InTERNATIONAL EconoMic Poricy CoNTROLS

Finally, we turn to the most difficult problem of all: our interna-
tional economic and financial relationships and the bearing of these
on domestic employment policies. Here one can only point to the
problem and urge extensive public discussion of ways to solve it “in
a manner calculated to foster and promote free competitive enterprise”
and “maximum employment and purchasing power.” At the moment,
we seem to be moving away from the first of these twin objectives, as
we have been for some time. First there was the interest equalization
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tax, which made only minor inroads on our free institutions. Then
there were the restrictions on bank transfers overseas. Next followed
the limitation on foreign investment by businesses within guidelines
which have become more and more restrictive with the passage of time.
No basic solution to our adverse balance of payments seems a near-
term prospect and one even has doubts about the long run short of a
wholesale realinement of currency parities. Even such a step might

rovide no permanent solution unless acceptable means should be

ound for coordinatini——-or, more accurately, conforming—the mone-
tary, fiscal, and even the “incomes policies” of the major nations. It
is obvious that these nations will not and should not subject them-
selves to the capricious discipline of the gold standard if this should
conflict with internal objectives. The alternative of floating exchange
rates appears equally unacceptable. International institutions, with
multinational powers over major instruments of economic policy, stand
forth as the inevitable outcome in the long run.

Merely to state the problem in this way is to indicate that no easy
nor early solution is likely. It will require years, possibly decades, of
consideration, discussion, and debate. The committee can again play
a most constructive role in clarifying the issues for the Congress and
the general public in ways which at this point must be left undefined.

The Em ﬁ)yment Act of 1946 states that the American people will
be satisfied with nothing less than the combined benefits of competi-
tive free enterprise and maximum employment and purchasing power.
Experience of the first 20 years under the act suggests that these twin
objectives are attainable and that we are progressing along the road to
their attainment. The joint committee has fostered this progress by
clarifying economic problems and possible solutions for the benefit
of the Congress and the public at large. Obstacles loom in the road
ahead, however, and it is a safe prediction that the committee will be
presented with opportunities for service in the decades to come at least
equal to those of the past 20 years. .




STATEMENT BY ROBERT TRIFFIN

" PELATIAH PERIT PROFESSOR OF POLITICAL SCIENCE, YALE UNIVERSITY,
NEw HAVEN, CONN.

I deeply regret being so overcommitted already for the next few
months as to feel really unable to forward you the comments which
you are inviting from me. A perfunctory piece would be unworthy of -
the occasion and a thoughtful one would certainly require far more
time than I can possibly find at the moment.

May I, however, express very briefly the main point which I would
like to present on the subject? The general philosophy of the act
was very much influenced by the closed economy framework that
dominates economic theorizing. Tt was written also at a time when
our balance-of-payments worries were directed exclusively at our huge
and persistent surpluses rather than at the opposite plight which has
emerged since then. In the last few years our balance-of-payments
deficits have greatly influenced policies in a different direction and
served as justification for relatively contractionist policies much more
than for the basic institutional reforms which might have been helpful
in preserving the spirit of the act itself under the new circumstances
that have arisen. This, I think, is a topic that will continue to deserve
considerable attention in the future.
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STATEMENT BY G. J. VIKSNINS*

ASSISTANT PROFESSOR OF ECONOMICS, GEORGETOWN UNIVERSITY, WASHINGTON, D.C.

The Employment Act of 1946 asks the Federal Government to cre-
ate and maintain “conditions under which there will be afforded use-
ful employment opportunities” for all those who are able, willing, and
seeking to work. While this preoccupation with the avoidance of a
return to the unemployed economy of the 1930’s is the heart of the
act, a number of other interesting features are also present. The part
most often quoted in elementary texts is the last clause—“to promote
maximum employment, production, and purchasing power.” Yet, the
Government is beseeche(g) to seek such favorable conditions “in a man-
ner calculated to foster and promote free competitive enterprise.” A
rhetorical question seems to be in order (or a faint wave of the in-
visible hand) : Has the bewildering tangle of regulations, taxes, credits,
directives, and guideposts that we have created in the past 20 years
served this objective of the act? There is a persistent irreversibility
in the activities of the state; once begun, they are seldom discon-
tinued. If truly dismal failures, they will probably be reinforced by
further activity: a new law will be passed and a new agency estab-
lished. Dispassionate evaluation of existing programs and coordina-
tion of such efforts are surely not as attractive politically as activism;
the GAO has somewhat fewer press releases than the OEQ. While
the maxim “that government which governs least, governs best” is
not true, is the one that governs most the best ?

The promotion of maximum employment, production, and purchas-
ing power involves marginal tradeoffs. The next 20 years of
experience with the Employment Act should, hopefully, make us
better informed in two basic areas. First, we do not know very well
what the trade-offs actually involve insofar as these three goals are
concerned. Second, we have relatively little information of a quan-
titative nature regarding the proper Government policies to reach
any given set of targets. It isthe intent of this brief paper to consider
these two very broad questions.

To rephrase the objectives of the 1946 act, they are low unemploy-
ment, price stability, and economic growth. It'is well to remember
that any two of these goals involve at least a possible contradiction
at the margin. ‘The most obvious conflict exists between the first two.
This fact was recognized by virtually all of the participants of the
February symposium. In the words of the first “witness,” Professor
Blough, of Columbia :

“The most difficult problem concerning the major objectives
of the Employment Act continues to be how to maintain stable
prices at high levels of business activity. * * * To the extent that
what is involved is a choice among objectives, one can accept more

1T should like to express my, appreciation to Prof. Henry Briefs of Georgetown for con-
siderable help with the issues involved; he escaped coauthorship by a narrow margin, 1
am also indebted to Ed Murphy Yor similar assistance.
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than frictional unemployment and make provision to minimize the
resulting hardships; and/or, one can accept some degree of in-
flation and make provision for minimizing the resulting injury.”

TaBLE 1
Unemploy- | Absolute an- Unemploy- | Absolute an-
ment as nual change ment as nual change
percent of in the Con- percent of | in the Con-
civilian labor | sumer Price civilian labor | sumer Price
force Index force Index
3.9 9.8 4.3 3.3
3.8 6.0 6.8 2.7
5.9 —.8 5.5 .8
5.3 .8 5.6 1.6
3.3 6.7 6.7 1.1
3.1 2.0 5.6 1.2
2.9 .7 5.7 1.3
5.6 .4 5.2 1.4
4.4 -.3 4.6 1.8
4.2 1.4

Source: ‘‘Economic Report of the President,” January 1966, table C-20, p. 232, and table C—43, p. 261.

The next 20 years of political economy should be concerned with
spelling out fairly precisely the costs and benefits associated with trad-
ing off a given amount of price change for a given gain in employ-
ment. In addition to this much-needed increase in our knowledge
about the relationship between these goals, efforts should also be made
to reduce substantially their apparent inconsistency. Table 1 shows.
the unemployment rate and the absolute annual change in the CPI for
the 1947-65 period. The pattern that emerges from an examination
of both series is by no means clear. On an annual basis, we have had
a number of low unemployment years with little price change: 1952,
1953, 1955, and 1956 are examples. In 1958, the highest unemploy-
ment rate for the period is coupled with an above-average price rise.
Taking the 196065 expansion as probably being most relevant for
any discussion of near-term trends, we can note a persistently high
unemployment rate being associated with a steady upward “creep”
in the Consumer Price Index. In the current year, the long-awaited
piercing. of the 4-percent unemployment barrier has fproduced at least
a great deal of discussion of and even some signs of significant infla-
tionary pressure. To put this slightly differently, the aggregate sup-
ply curve seems to be relatively inelastic through a range considerably
below what might be termed “reasonably full employment.” Surely 4
percent of the Iabor force is a bit too large a fraction of the labor force:
to be ascribed entirely to frictional causes. The upshot of this dis-
cussion is quite simple—we should bend our energies to the task of
changing the supply curve so that prices do not rise appreciably be-
fore 3- to 3.5-percent unemployment is reached.

Generally speaking, this involves at least partly some improvements
in our manpower policy. We should seek an improved matching of
f'obs and skills through the whole process of education and increased
abor mobility. The role of the Federal Government in manpower
policy is not easily defined. It should certainly be a positive one—
encouragement of education and assisting of mobility. However, it
is difficult to ascertain whether the direct efforts that have been made
by the Government in this field in the last 3 or 4 years have been suc-
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cessful or, more important, whether it is most efficient to have the
Government do this. The Federal Government has a number of pro-
grams in this field—the Manpower Development and Training Act
efforts, programs in vocational education, other education-relate pro-
grams, vocational rehabilitation, and—last, but certainly not least—
certain parts of the war on poverty. Without discussing these pro-
grams in detail, it seems that there is considerable variation in costs
and benefits. For example, the cost per trainee in the MDTA pro-
gram is about $1,000 pgr year, while that of a Job Corps trainee is
somewhat more than eight times that amount. Although a great deal
more information is needed on the “success” of all the programs, in
terms of benefits the “on-the-job” training programs of the Manpower

Administration are preparing the majority of participants for skilled

or semiskilled jobs compared with less than half of the participants
of institutional projects.> In this connection, we should really men-
tion the alternative embodied in the Human Investment Act of 1965,
originated by Senator Prouty of Vermont (and cosponsored by a num-
ber of other Senators), and introduced in the House by Representative
Curtis and 43 other Members. Without going into details, this bill
would provide a 7-percent tax credit for certain training expenses
incurred by an employer hiring presently unemployed or upgrading
the job skills of presently employed workers. The major premise of

- the bill is that private business has, over the years, learned how to

obtain the most results per training dollar, and should now be en-
couraged to expand its training programs to meet this national need.
It may be that political consigerations influenced the amount of at-
tention that this bill received in the 89th Congress.

In addition to the much-needed improvement in our knowledge
about reconciling high employment with price stability, we should
also seek more information about the relationship of both these goals
to economic growth. The amount of information on the sources of
growth is woefully inadequate. Price stability, in a relative sense,
1s surely a prerequisite for the functioning of a capitalistic system,
but at what point would inflation seriously impede growth in real
output? Reasonably full utilization of plant and equipment probably
spurs technological change, but, if the full employment is reached
through direct intervention, does public investment not act as a sub-
stitute for private investment? Surely full employment created b
“spread the work” schemes (double time for overtime, for exam leg’
is detrimental to increased output. These are issues which shoulg be
faced by economists and policymakers in the near future. Yet, the
major problem is still likely to be the alternative battle against infla-
tioll} and unemployment—primarily carried on by fiscal and monetary
policy. .

- MonETARY PoLICY

Future stabilization policy is likely to rely considerably on the use
of monetary controls. There are a number of advantages to the uti-
lization of monetary policy. The most important of these is that of
flexibility. Although it is true that discount rate and reserve require-

2For a further discussion, see George J. Viksnins, “The War on Poverty and Federal
Manpower Policies,” Congressional Record, Jan. 20, 1866, pp. A265-A267.
2 Congresstonal Record, Sept. 9, 1965, p. 22402.
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ment changes are made by fairly large discrete amounts, there is really
little reason—save some bookkeeping convenience—why this should
be the case in the future. Of course, the primacy of open-market op-
erations is well established and purchases or sales of securities can
be adjusted almost infinitely to the vagaries of the situation. In addi-
tion to the possibility of making exceedingly fine adjustments of the
screws of credit, another advantage is that monetary policy may well
be considerably less discriminatory than other alternatives. Since
this statement may be shocking to some, a brief elaboration is in order.
Crudely speaking, in an inflationary period (a situation in which
monetary measures are customarily thought to be effectively de-
ployed) there are three major policy alternatives available to the
policymaker. The first that might be considered is some variant of
direct control of prices and wages—voluntary coercion of some sort,
of which the celebrated guideposts are an example. There can be
little question that the “jawbone rule” must be discriminatory in its
application. Large companies in large industries are just so much
more visible and can be handled by intense pressure involving stock-
piles, government contracts, and the like. Tﬁe service industries, con-
struction, and agriculture may have the same “administered” or “un-
fair” pricing potentialities in a local market, but escape entirely all
but the most comprehensive sort of direct action against increasing
prices. Second, restrictive fiscal policy is probably more likely to n-
volve tax increases rather than expenditure cuts, and these are not
likely to affect everyone equally. The third alternative, of tighter
credit conditions, does generally favor lenders rather than borrowers,
but beyond this general discrimination, further evidence is hard to
find. Very much part of the current discussion is the charge that tight
money discriminates against homebuilding (and hence all the benefits
of homeownership and even the American way of life). As has been
pointed out, much of the trouble in this area is associated with various
legislatively established ceilings for which the Federal Reserve Sys-
tem can hardly be blamed.* There is also the customary contention
that discrimination exists against small borrowers. Yet, statistical
evidence does not support this belief—in the words of one of the major
pieces of research in this area:

“* * * Discrimination amongst borrowers was apparently
largely on traditional banking standards of credit-worthiness and
goodness of borrowers, with differing changes in loans to various
borrower groups reflecting primarily differences in loan demands,
rather than discrimination by lénders on other grounds, once
standards of credit-worthiness were met. Widespread criticisms
of tight money as unfairly discriminating against small borrowers,
both in availability of loans and interest costs, are not supported
by the data.” ® o

In general, then, there can be little question that the stabilization
role of monetary policy in the near future will be important—pri-
marily due to its ggxibility. But, certainly another reason for pre-
ferring monetary policy to “voluntary coercion” is the problem of dis-

<« See James Schlesinger, “Monetary Policy and Its Crities.” Journal of Political Econ-

omy, December 1960.
6 G. L. Bach and C. J. Huizenga, “The Differential Effects of Tight Money,” American
Economic Review, March 1961, p. 79,
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crimination. Despite this preference for the use of “traditional tools,”
there are a number of most interesting questions regarding their utili-
zation and efficacy that the future will need to consider.

In the field of monetary policy these questions can be conveniently
grouped in the political and the economic categories. The main one
in the first group is the relationship of the Federal Reserve System to
the rest of éfe é:)vernment. The glstmgmshed chairman of the Joint
Economic Committee has some fairly definite views on this question.
In this connection, Congressman Patman introduced H.R. 11 in Jan-
uary 1965, a bill to make the Federal Reserve System responsive to
the best interests of the people of the United States and to improve
the coordination of monetary, fiscal, and economic policy. The bill
involves retirement of Federal Reserve bank stock, the reduction of the
number and the term of office of Federal Reserve Board members,
coterminous appointment of the Chairman by the President, GAO
audit, and congressional appropriation of Federal Reserve operating
funds. Lastly, but most important in the present context, H.R. 11
seeks to provide the coordination of monetary and executive branch
policy in keeping with the provisions of the Employment Act of 1946.

The issue is the independence of the Federal Reserve, which hinges
on just what we mean by this term. Congressman Patman apparently
sees no justification for independence in the sense of autonomy in
decisionmaking :

. “* * * An independent Federal Reserve means something that
is not in the framework of our constitutional system, which says
gllat (,);ongress will make the laws and the President shall execute

em.” @ '

On the other side of the fence, Mr. William Kelly (of the ABA)
defines independence as :

“* ¥ % the insulation of the monetary decisionmaking process

" from narrow public or private pressures that would interfere
with the application of monetary policy consistent with long-
range economic goals.” ?

There can be little question that there is a grain of truth in both
of the sharply differing views. There definitely does exist a poten-
tiality in the independent Federal Reserve for largely frustrating the
golicy of the executive branch. A tax cut, say, could be la,r§ely nulli-

ed by a restrictive monetary policy and under present legal arrange-
ments there is really little that could be done to stop the Federal
Reserve if it were bent on a destructive or even a definitely undersir-
able policy. On the other hand, it can be argued fairly persuasively
that the executive branch is politically quite sensitive, which means
considerably more attention to ern(Floyment than prices. To support
every expenditure program and deny every tax increase constitutes
demagoguery, which is too often politically profitable, however.
Since the Federal Reserve need not respond to moment-by-moment
political pressure, it may be one of the last few checks against de-
magoguery. While this argument may seem antidemocratic, in the
last analysis the System is a creature of Congress and a destructive
credit policy wouldy surely not be tolerated for a long period.

¢ Congressional Record, 1964, p. 17255.

* SBubcommittee on Domesic ance of the Banking and Currency Commitee, House of
Refraesentatlves, “The Federal Reserve System After Years,” 88th Cong., 2d sess., 1964,
Vol p. 1808. K
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In this general area, a useful point has been by the Commission on
Money and Credit: )

“, . . The need for coordination, however, is very important.
Isolation may mean weakness, and Presidential support can be
very helpful at times. The real ability of the System to in-
fluence national economic policy might well be increased rather
than diminished if its ties to the President were closer.” ®

To this end, the Commission made seven fairly specific recommenda-
tions for changing the organization of the Board of Governors (in
addition to a recommended change in Federal Reserve bank stock-
ownership and a weak plea for better reporting of System decisions).
These included Presidential appointment of the Chairman and Vice
Chairman for 4 year terms coterminous with the President’s; reduc-
tion of membership to five, with overlapping 10-year terms (although
reappointment would be possible) ; elimination of occupational and
geographical qualifications; a broadening of representation on the
Federal Advisory Council; and a few others. To conclude, the Com-
mission’s most restrained recommendations should serve at least as
a basis for the consideration of the political question in the near
future.

MonEeTarY PoLicy : MEASUREMENT AND EVALUATION

The second question regarding the Federal Reserve involves eco-
nomic considerations to a greater extent. At present, there exists con-
siderable disagreement concerning the historical policy record and,
more important, there is controversy about just what is meant by tight-
ness and ease. In many cases, when measuring the Federal Reserve'’s
performance over a given period of time, the evaluator has criticized
the System for failing to use his “magic indicator” as an exclusive
guide for its policy.

The most _influential and vocal group of critics has adopted the
money supply as their basic indicator and has succeeded fairly well in
gaining public acceptance for it. As a first example, the Commission
on Money and Credit urged :

¢« % * that the average rate of growth of the money supply
should be consistent with the continued maintenance of high
employment at stable prices and adequate economic growth, but
it recognizes that it may be appropriate for the money supply to
grow more or less rapidly than the output of the economy at high
employment.” ®

Representative Patman has gone somewhat further. His bill (H.R.
11, mentioned earlier) requires that the President establish “* * *
guidelines concerning monetary policy, domestic and foreign—includ-
mg the growth of the money supply, as defined by him” (emphasis
added).® Mr. Patman’s last phrase highlights a serious difficulty with
the appealingly simple money supply approach. First, what sort of
a definition do we use for the supply of money? Prof. Milton Fried-
man has defined money as “claims or commodity units that are gen-

:i‘ggney and Credit” (Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1961), p. 86.

, p. 61.
10 See “}Ehe Federal Reserve System After 50 Years,” Subcommittee on Domestic Finance,
Committee on Banking and Currency, House of Representatives, 88th Cong., 24 sess., p. VI.




"o

DIRECTIONS FOR THE FUTURE 175

erally accepted in payment of debts at a fixed nominal value,” ** but
he uses currency plus all deposits in commercial banks for his empirical
work.*> One can certainly wonder why other fixed-value redeemable
claims should not be included. Or should monetary conditions be
gaged by some broader series—perhaps a weighted average of some
sort—which would include virtually all financial claims?

A second and related point is the question of the proper rate of in-
crease in whatever stock of claims we choose. Futhermore, should
such a growth rate be constant—perhaps fixed by law for all time? A
number of economists, mainly associated with the so-called Chicago
school, have argued that a 3 to 4 percent annual increase in the stock
of money would minimize economic instability and maximize personal
liberty (all in one fell swoop, so to speak). A few statistical attempts
ha,vci been made to test the former contention; with sharply differing
results,

A third important question is the alleged lag in monetary policy.
Without being able to treat the issue in the detail that it deserves, we
can mention that little agreement exists regarding the existence and
the length of such a lag. Professor Friedman has argued that the
rate of change in the money stock reaches a peak about 16 months be-
fore a peak 1s reached in overall economic conditions and that on the
downside the average leadtime for the money supply is about 12
months. The existence of such a lag has obvious consequences—since
we cannot forecast accurately what sort of policy will be called for a

ear or a year and a half from now, the Federal Reserve should cease
1ts “stop-and-go” actions and follow a “rule” growth rate in the money
stock.?* This conclusion can hardly be accepted in light of some
more recent work. By combining a distributed lag in investment and
one in the demand for money, Professor Tucker has found that “* * *
(slow) lagged response of investment to interest rate and income
changes is not a sufficient condition for monetary policy to work
slowly.” ** Although Tucker’s approach to the question is considerably
different from Friedman’s, their contradictory conclusions regarding
the effect of monetary policy point up the need for further work in this
important area.

. Probably the major rival to the money supply as the one relevant
indicator of “tightness” or “ease” is the concept of free reserves or net
reserves. Based largely on the hypothesis that commercial banks are
reluctant to borrow from the Federal Reserve System, this measure
uses the algebraic sum of positive excess reserves and negative member
bank borrowing to signifg)r whether conditions are tight or easy. In
its crudest application, positive free reserves are an indication of ease

1 Milton Friedman (editor), ‘‘Studies in the Quantity Theory of Money” (Chicago: The
University of Chicago Press, 1936), g 5.

13 See Milton Friedman and Anna J. Schwartz, ‘“A Monetary History of the United States,
1867-1960"" (Princeton: Princeton University Press, 1963). There is a most interesting
footnote on the 5th page of this 860-page volume dealing with the stock of money, which
refers the reader to a forthcoming work which will explain just why the stock of money
has been thusly defined. )

13 See M. Bronfenbrenner, “Statistical Tests of Rival Monetary Rules,” the Journal of
Political Economy, February 1961, but also Franco Modigliani, “Some Emfirical Tests of
Monetary Management and of Rules Versus Discretion.” the Journal of Political Economy,
June 1964. Rules win over discretion for Mr. Bronfenbrenner but not for Mr. Modig-
lani,

14 See U.S. Congress, Joint Economic Committee, ‘“The Relationship of Prices to Economie
Stablility 28.2(1 ggg;vth: Compendium of Papers Submitted by Panelists” (Washington, D.C.,
1958, pp. 241~ .

5 Dggald P. Tucker, “Dynamic Income Adjustment to Money Supply Changes,” American
Economic Review (forthcoming).
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and a negative value means tightness. Economists within and outside
of the System have realized the shortcomings of such a crude appli-
cation. A path-breaking statistical study of the use of free reserves
noted two main problems: first, free reserves are more influenced by
interest rate changes than by open-market operations and, second,
“there is no actual volume of free reserves associated with a particular
rate of deposit expansion.” ¢

Others have suggested the stabilization of total reserves for monetary
control,’” or some expanded formulation based largely on total mem-
ber bank reserves.’®* Still other alternatives involve the use of interest
rates, bank credit, or asset ratios for specific portfolios (say, the loan
deposit ratio for commercial banks).

Generally speaking, the evaluation of monetary policy has involved
considerable confusion and more debate than analysis of the various
indicators. The confusion may be clarified somewhat by remember-
ing a simple distinction between monetary conditions and monetary
policy. It is certainly possible for conditions to change without con-
scious policy and the reverse also holds—as an example, the Federal
Reserve may buy securities and lower the discount rate (“easy policy”),
but not in sufficient magnitude to satisfy rapidly rising credit demands
(“tighter” conditions.) In trying to measure both monetary policy
and monetary conditions in the future, the following conceptual
schema may be of value. .

The Federal Reserve System has a number of tools at its disposal.
There probably would be general agreement that open-market opera-
tions are of primary significance, whereas the discount. rate, reserve
requirements on demand and time accounts, the rate ceiling on time
accounts, and “moral suasion” have less importance. It is ridiculous
to speak of monetary policy changes without considering these tools.
Monetary policy is tightening if the Federal Reserve decreases its port-
folio over a given period of time, after accounting for defensive ma-
neuvers. Our starting point, then, can probably be the System’s port-
folio of Government securities, adjusted for reserve requirement
changes. The next stép would be to modify this index for discount
ra,fig and regulation Q changes and we would possess an indicator of
policy.

The second step is not very far: we need to look at some sort of a
“high-powered money” concept—total bank reserves plus currency
(or, alternatively, Brunner and Meltzer’s “extended base”). It should
be one of our first tasks in the near future to specify the relationship
between Federal Reserve policy and this sort of a monetary base con-
cept. There are problems here. Changes in float, changes in the
gold stock, changes in the currency, and changes in the time-demand
deposit ratio all complicate the question. Given some information
about the behavior of these variables, we would be able to predict the
impact on member-bank reserves of a given open-market purchase.

10 A, James Meggs, ‘“Free Reserves and the Money Supply” (Chicago: the University of
Chicago Press, 1962, pp. 87-88). However, much of this was realized within the System
at that time. See Peter D. Sternlight and Robert Lindsay, “The Significance and Limi-
iaétggns of Free Reserves,” Monthly Review, Federal Reserve Bank of New York, November

17 See Willlam G. Dewald, “Free Reserves, Total Reserves, and Monetary Control,” the
Journal of Political Economy, August 1963.

18 See Karl Brumner and Allan H. Meltzer’s study for the Subcommittee on Domestic
Finance, Committee on Banking and Currency, House of Representatives, 88th Cong., 2d
sess.
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The third step is the more familiar problem of the deposit-expan-
sion multiplier. Although we know in theory on what the relation
between an increase in reserves and a change in deposits depends, the
statistical values need further study. At this point we would be able
to judge supply conditions in the commercial banking sector and, given
some Information about demand, have a preliminary judgment about
whether monetary conditions are easy or tight.

The fourth and final step would be to evaluate monetary conditions
in the economy in the light of our general economic goals. Basically
this involves looking at interest rates and the availability of credit.
About all that we can presently say in this connection is that interest
rates should be low and probably falling in a situation of excess ca-
pacity and unemployment and the reverse in a period of inflation.
The relation of rates to growth and international financial stability
is not very well specified, nor for that matter do we know the precise
contribution that, say, restrictive monetary conditions make to arrest-
ing price rises. But, the most important point to keep in mind is that
there is a difference between monetary policy and monetary conditions.
Rising interest rates may be coupled with tight, neutral, or easy mone-
tary policy. We can judge the appropriateness of these three policy
possibilities only in terms of the contribution that they make to tight-
ening or easing of the credit markets. And, we can judge the appro-
Eriateness of monetary conditions in light of the general goal that we

ave in mind.

To return to our earlier argument, in summary, the near future
should enable us to have considerably better information for the
evaluation of Federal Reserve policy. It is to be hoped that we would
be able to trace the impacts of, say, a billion-dollar sale of securities
through bank reserves, money supply, interest rates, and national in-
come to its ultimate one on the three or four goals. More formally,
our task should be the specification of both the economic structure
and an appropriate utility function for the decision-makers.

TuE RorLE oF Fiscar Poricy

Considerations of brevity prevent a full treatment of this interest-
ing area of public policy, but a few problems—questions needing seri-
ous evaluation—can be indicated. First, there is the general problem
of flexibility. The effects of the recent tax cut were beneficial due
largely to fortunate circumstances; it took approximately 2 years
from serious consideration to congressional approval, and In this pe-
riod of time the situation might easily have changed to one call
for fiscal restraint. Although so-called formula flexibility has been
advocated for a long time, nothing has been done in this field. Sec-
ond, there is relatively little general information regarding the impact
of fiscal policy. The full employment budget concept is an obviously
useful one, but in need of considerable refinement. The question
of the regional and the industry-by-industry impact of particular
fiscal policy measures needs to be considered as does the relationship
between fiscal policy and monetary-debt management policy.

In terms of more specific issues of a budgetary nature, the overrid-
ing issue is the question of defense expenditures. Just what to do in
the case of rapid demobilization is a question worthy of more attention
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than it has received and, further, there should be a deliberate integra-
tion of academic discussion and political planning. Still on the ex-
penditure side, the nuisance and the burden represented by interest
payments on the public debt should receive more attention and, as
an article of faith, the costs and benefits of other expenditures should
be estimated. The issue of government economy sgould not be con-
fined to periodic spot checking of criminal waste.

On the revenue side, the question of sharing between the Federal
and State-local governments 1s important. Also, the present personal
income tax structure probably needs continuing evaluation. A direc-
tion very little considered has been that of simplification—why not
a proportional or a mildly progressive tax on gross income after a
personal exemption of some reasonable amount (say $1,000)? The
present crazy quilt system of decisionmaking for tax treatment needs
to be an ever-present consideration and serves to support a perfectly
needless class of tax sharks on both sides of the net. There are also
thorny issues in the corporate income tax and capital gains area which
have received relatively little attention. A number of reforms have
recently been suggested in the estate and gift tax field and the tangled
excise tax situation was not improved by the recent changes.

In summary, we should look for more and better information re-
garding both instruments and targets in public policy. Although
we have been quite successful in reaching the goals of the Employ-
ment Act, or, at least moderating both the extent of inflation and
unemployment, more remains to be done in defining the targets more
precisely, formulating their costs and benefits, and knowing the opti-
mum nix of policies required to reach them. :




STATEMENT BY JERRY VOORHIS

EXECUTIVE DIRECTOR, THE COOPERATIVE LEAGUE OF THE UNITED STATES OF
AMERICA, CHICAGO, JLL.

The Employment Act of 1946 marked a milestone in the develop-
ment of social and economic policy in the United States. It set for
our country a middle course between the impracticality and the injus-
tices of laissez faire capitalism and the rigidity and denial of freedom
of an authoritarian state. The act recognized officially that it is in our
times a primary duty of government to create an economic, social, and
political climate within which maximum employment opportunity
for the people shall persist in a reasonably stable economy. "It recog-
nized mass unemployment as a social injustice of tremendous magni-
tude and it placed responsibility primarily upon government to pre-
vent it. But the act did not contemplate unilateral action by the (gov-
ernment with imposition of its will upon an unwilling people. Rather
it called for cooperation among Government, business, labor, agricul-
ture, and all other elements in our national economic life for the
?chievement of the basic and essentially noble objectives which it set

orth. ’ ’ -

The act requires long-range planning, in the best sense of that word,
based upon constant, thorough research and fact gathering by the
best economic minds of the Nation. It.calls also for the taking of
such measures, in its proper field, as Government can take to advance
the objectives of the act. Among these are social insurance, educa-
tion and training, public works, taxation, monetary and fiscal policy.

‘When one considers the almost incalculable complexity of the Amer-
ican economy, the tremendous change that has been and is taking
place, and the stress and strain of the past 20 years, the accomplish-
ments achieved under the Employment Act of 1946 have been very

reat indeed. So basic and so ?ar-reaching are its objectives that per-
ect performance within the context of economic freedom is hardly to
be expected. But certainly as the 20th anniversary of the act is ob-
served, its authors and those who have had to do with its implementa-
tion deserve the most profound gratitude of their fellow American
citizens.
- Tae Furture

What the future holds is, of course, conjecture. But a few facts, in-
timately related to the basic objective of the Employment Act, seem
altogether clear.

Automation has drastically reduced employment in manufacturing,
mining, railroad transportation and, in general, in what have been re-
garded as productive industries. Even in agriculture the trend to-
ward less employment of people has been strong.

Thus far the slack in employment caused by these changes has been
taken up, and jobs provided, either in so-called service industries or

179
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by Government itself. Tragically, most of the increase in employ-
ment opportunity resulting directly from Government action has been
due to war or preparation for war.

But, as we look ahead, it seems evident that—unless all our hopes
are to be consumed in the final military conflict—continuing achieve-
ment of the objectives of the Employment Act will require far more
sweeping changes in the pattern of employment than we have yet seen
or than most of us have even seriously contemplated.

For reasons inherent in the nature of man we cannot seriously con-
sider permitting our Nation to become one where vast numbers of
people are maintained in one way or another in their right to life but
denied opportunity to make constructive contribution to the growth
and welfare of their country and the world. '

We must therefore revise and greatly enlarge our conceptions of
what constitutes “productive employment.” We must see that that
which makes possible a better life for people is “constructive employ-
ment” in the truest sense whether or not it results in the creation of
physically useful or desired things.

Every moral resource of Government, education, religion, and other
social agencies will have to be brought to bear to accomplish this.

For we must begin—and soon—to see clearly the vast amount of
work that needs to%)l:done if life in our own country and in the world
is to be a “good life” or, indeed, a kind of life sufficiently in accord with
the eternal purpose of life to be either worthy or capable of survival
in a crowded world.

Much of this new work which the conditions of the world today and
tomorrow will demand is in what may be termed the “public sector.”
Our society as a whole must, in its own interest learn to accept this fact
and to adjust to it.

For high upon the list of the fields in which employment must be
greatly expanded are the following :

(1) Education: Even now, were our children receiving the
quantity and quality of education which they need and deserve, the
number of teachers would need to be doubled and possibly trebled,
and great numbers of men employed in school construction.

(2) Health care, sanitation, and the conquest of physical
disease.

(3) Family counseling, youth guidance, and the conquest of
delinquency and mental disease, as well as solution of the problems
of population.

4) Slum clearance, urban renewal, home construction for
middle and lower income families, and the rehabilitation of core
cities. This alone—adequately done, could employ millions of
people for many years.

(5) Improved rapid mass transportation, especially to facilitate
andkreduce time and cost of carrying people to and from their
work.

(6) Air and water purification and control and prevention of
pollution.

Beyond all these, and not primarily in the public sector of employ-
ment lies the danger of widespread hunger in the world and the chal-
lenge this presents to what is perhaps the most efficient single industry
in the world—American agriculture. We have become accustomed
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to assume that the decline in the number of people employed in agri-
culture in our country would continue. This assumption 1s subject to
probable drastic revision. Unless present trends in population and
in food production in other parts of the world are suddenly to change,
there will be need in the foreseeable future for a steady if not dramatic
increase in agricultural employment in the United States. If, how-
ever, this is to be achieved, then the rewards to farmers and to farm-
workers must be brought into line with the rewards accorded to other
segments of our population and with the primary importance of their
work.

The future success of our national efforts under the Employment
Act appear to depend upon our ability to make the adjustments in our
thinking and our action and above all in our national attitudes and
reactions which will facilitate the changes in patterns of employment
which the days ahead seem so clearly to demand. - :
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STATEMENT BY CHARLS E. WALKER

EXECUTIVE VICE PRESIDENT, AMERICAN BANKERS ASSOCIATION,
NEw YoORK, N.Y. '

Two decades is an appropriate period after which to review the
actions taken under the Employment Act of 1946. The passage of
this act reflected a significant change in the relationship between the
Federal Government and the economy. Prior to the passage of the
act, the Government had, at various times and in various ways, inter-
vened to influence the American economy, to regulate some of its
activities and to alleviate some of the hardships resulting from exces-
sively wide swings in business activity. The Employment Act com-
mitted the Government to the development of a program to achieve
and maintain a high level of business activity; it was a broad rather
than a piecemeal approach to economic problems.

This is the basic difference between the Employment Act and the
specialized legislation which preceded it. It was the determination
that, following the war, the American economy could not be permitted
to return to the depressed prewar conditions that led to the passage
of the act. It should, moreover, be emphasized that economic theory,
adjusted to the lessons of the great depression, had developed rapidly,
and leaders in both the private and public sectors of the economy were
convinced that the new understanding of economic forces could, if
called upon, provide highly useful assistance in the formulation of
public policies for economic progress.

For the first time, the Government of the United States accepted
the responsibility of attempting—

to coordinate and utilize all its plans, functions, and resources
for the purpose of creating and maintaining, in a manner calcu-
lated to foster and promote free competitive enterprise and the
general welfare, conditions under which there will be afforded
useful employment opportunities, including self-employment, for
those able, willing, and seeking to work, and to promote maximum
employment, production, and purchasing power. _

T'he Economic Report of the President for 1966 raised the question
of changes that should now be made in the Employment Act, and the
Joint Economic Committee conducted a symposium on February 23,
1966, on “The Twentieth Anniversary of the Employment Act of
1946.” To supplement those analyses of the act, Representative
Wright Patman, chairman of the Joint Economic Committee, has
asked a number of individuals and organizations to submit recommen-
dations and comments. The Department of Economics and Research
of the American Bankers Association is grateful for the opportunity
of expressing its opinion on this important subject.

The 1966 Report of the Council of Economic Adwvisers contained a
number of recommendations concerning the future administration of
the Employment Act, and in “Comments on the President’s 1966
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Economic Report” the American Bankers Association endorsed them.
The association stated :
We share, of course, the view of the Council that the essential
rerequisites of successful economic policy are firm and timely
owledge of where the economy st,angs, intelligent processing of
the information gathered, and public understanding of how pro-
' d economic measures intend to further desirable objectives.
We believe that these recommendations are extremely important.
Both the Government and private organizations are attempting to
speed the collection of information showing the trends of the
economy—trends which may shift so rapidly that speed and accuracy
in securing data are vital. The basic data are being accumulated
through improved sampling techniques and more frequent censuses.

-Private industry, also recognizing the need for accurate and current

information, is cooperating. Electronic equipment is being employed
to speed the processing of this information.

Freedom for Economvic Research and Analysis. As more informa-
tion becomes available, economists are learning more about the com-
plex relationships within our economic system. These improvements
In economic theory and analysis result not only from the efforts of
Government economists, but also from those in business, labor, trade
associations, private research foundations and, of course, the academic
community. The necessity of maintaining the traditional freedom
of academic economists to engage in whatever research they deem
important is widely recognized and supported; what is not always
realized is that economists employed in grovernment must also be able
to carry out their analyses ancF studies within a similar atmosphere of
freedom—in this instance, freedom from partisan considerations or
influence. It is only through this type of research and -analysis—
supplemented, of course, by the important contributions of labor,
business, and trade association economists—that economic theory and
analysis can keep pace with the changes that take place in our economy
and the increased information we are gathering about the economy.

The economist at the policymaking l%evel in Government is in a
difficult position. This is especially true of the members of the Coun-
cil of Economic Advisers, who must be prepared to defend, before
the Congress and before the public, the policies they recommend to
the President. Although a case can be made for maintenance of a
strictly confidential relationship between the President and his Coun-
cil, in practice no such relationship would be feasible. Moreover,
an articulate group of Council members, well versed in both the
principles and practice of economic policy, can help greatly in pro-
viding logical support for a given set of policies.

The danger of such a relationship is, of course, that political (not
necessarily partisan) considerations may impinge unduly upon the
formulation of policy—perhaps against the specific advice of the
economists—and the economic advisers will find themselves confronted
with a dilemma: whether to defend the politically motivated policies
or to adopt the only other alternative, resignation. To follow the
former course risks destroyinéothe credibility of the adviser’s state-
ments and positions to non-Government economists; to follow the
latter course—resignation—is to remove one’s direct influence on

policy.
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The possibility of such a conflict developing, it should be noted,
is not confined to economic policy; it can and does occur in other areas
of Government policy. And there should be no reason why the econ-
omist as a contributor to public policy formation should enjoy any
more privileged position than, say, a high defense official or any other
officer of Government. About all that can be said is that the particu-
lar economic adviser involved in any difficult situation will have to
resolve the problem in a manner consistent with his own dedication
to intellectual honesty and desire to promote the public welfare.

Need for Greater Economic Understanding. In its 1966 report,
the Council also emphasized the need for wider public understanding
of Federal economic policies. The American Ii3a.nkers Association
concurs strongly with this objective also. In a political democracy,
it is essential that the people have a fundamental understanding of
basic governmental policies. In the field of economics, it is not essen-
tial that they understand all of the subtleties and nuances of modern
theory, but it is necessary for the public to recognize the general
nature and probable results of a given set of policies. The public
should also recognize the limitations of policy and should not be lulled
by short-run successes into a feeling that all the answers to economic
problems have been found. On the other hand, the public should
not be frightened continuously by the specter of failure in economic
policymaking. Understanding of the objectives of economic policies
as well as their limitations will enhance public acceptance of restric-
tive measures to keep booms within bounds as well as acceptance of
expansive policies to combat recession or inadequate growth.

nfortunately, at this stage of our political and economic develop-
ment public understanding of economic policies leaves a grea,t deal
to be desired; much has been said of the widespread “economic
- illiteracy” among the American people. Consequently, special burdens
are imposed upon both the economist and the political leader. The
economist must take special pains to emphasize to the politician the
limitations of economic analysis and economic action, and the politician
must not demand too much of economics. Moreover, economists must
strive to recognize the limitations surrounding the politician. It is
no disparagement to political leadership to observe that the appropri-
ate economic policy of the day is not always the most popular, with
the result that the politician may be able to support such policies only
at the risk of incurring unpopularity among his constituents. When
politics and sound policies clash, the fault lies primarily with the con-
stituents and not the politician. This doubtless results in part from
the impact of self-inferest in shaping the views of individuals and
voting blocs. But to a great extent lack of public understanding of
economics is the fundamental problem.

The answer to this problem is, of course, to adopt effective techniques
for reducing economic illiteracy—a task which the independent sector
of the American economy, but not the Federal Government, has tackled
vigorously in the years since World War II. The activities of the
Joint Economic Committee and the Council of Economic Advisers
have, in some degree, sparked public interest in economic matters, and
the public discussion leading up to the large income tax reduction n
1964 was also most helpful in this respect. Still, the Federal Govern-
ment has engaged in no concerted or organized effort comparable to
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that underway in the independent sector, most notably under the
leadership of the Joint Council on Economic Education.

Thus it is to be hoped that in the years ahead the Joint Economic
Committee and the Council of Economic Advisers will join together
in helping further these worthwhile organized efforts to increase
public understanding of economics. In the long run, the survival
of representative government as we know it may well be at stake.

Stabilization Policies and the Future. Any discussion of the Em-
ployment Act during the next 20 years would, of course, be incomplete
if it did not include at least some reference to some of the more trouble-
some aspects of stabilization policy today and in the future. No one
can foresee problems that will emerge as time goes by, but it is useful
to outline some of the problems that past and recent experience points
to as the most pressing.

Experience during the two decades of the Employment Act strongly
suggests that simultaneous attainment of our multiple economic ob-
jectives—sustained growth, low unemployment, price stability, and

alance in our international transactions—is an exceedingly difficult

task. During the first 10 years, unemployment remaineg relatively
low (except during the recession of 1948-49), but prices rose con-
siderably and growth fell short of its potential primarily because of
recessions. With dollars in short supply in international markets, the
balance-of-payments deficits that emerged during the decade were no
cause for concern but in fact were welcomed as a means of redistribut-
in%this Nation’s huge gold supply. .

ater in the 1950’s price inflation was brought to a halt and, more
importantly, the strong inflationary psychology engendered during
the 1940’s and 1950’s was erased. However, large payments deficits
emerged and economic growth was slow. Growth speeded up in the
early 1960’s as unutilized resources were drawn into use and tax policies
spurred productive business investment. Still, unemployment re-
mained above politically acceptable levels and the balance of payments
stayed in deficit. :

inally, unemployment declined to the Kennedy-Johnson admin-
istration’s interim goal of 4 percent or below in early 1966. Economic
growth continued %ut rice pressures became exceedingly strong and
the goal of balance-of-payments equilibrium slipped away.

It is therefore clear tga,t only temporarily during the period since
World War IT have our multiple economic goals been satisfactorily
reconciled. Is the outlook for the future more encouraging? Surely
we know more about stabilization policies today than 20 years ago
but, unfortunately, such knowledge does not in itself assure sound
policymaking.

One of the fundamental problems seems to be that the politically
established goal of 3 percent or less unemployment of the labor force
may not be achievable without severe upward pressure on prices.
Surely this view is supported by experience in 1965 and 1966 when,
with unemployment ranging from 3% to 5 percent, strong price pres-
sures came into play. Better education and training og workers is,
of course, the fundamental answer to this problem, but such measures
are difficult to implement and, in any event, take a relatively long
period of time.
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Some observers, concluding that the politically defined unemploy-
ment goal must be maintained but believing that inflation will un-
doubtedly result, argue for accepting some gegree of “trade-off” be-
tween declining unemployment and rising prices. The inequitable
impact of such a deliberate public policy should be abhorrent to all,
in that the real incomes of people living on fixed incomes would be
gradually eaten away. But even if such inequities did not exist or
could be offset, there is grave doubt that the so-called “trade-off”
approach would work. In the first place, those in a position to do so
would try to hedge against the impact of the rising price level, and
the inflation expected to occur would be discounted into current con-
tracts. Labor leaders, in negotiating wage settlements, would insist

upon contracts which allowed for the expected escalation in the cost-

of living. Similarly, lenders would attempt to obtain interest rates
sufficiently high to offset, in addition to the regular costs and returns
included 1n interest rates, the expected diminution in the purchasing
power of the dollar.

Such escalation of wages and interest rates would represent a sig-
nificant increase in costs of doing business, necessitating either a faster
rise in prices to offset the higher costs or a cut in profit margins. In
either case, the sustainability of economic growth would probably
be impaired.

Some observers believe that the threat of excessive wage increases to
the sustainability of a business advance can be offset by the application
of some type of informal incomes policy, such as the Kennedy-John-
son administration’s wage-price guideposts. Experience both here
and abroad lends little support to this view; forces of self-interest are
simply too strong to be overcome through exhortation. And, if ex-
hortation is backed up by the exercise of Executive power, as in the
steel-price incident of 1962, business confidence may be impaired, with
a consequent dampening impact on investment.

In spite of stability of unit labor costs during the business advance
of the 1960’s the wage-price guideposts can in our judgment do little
more than provide a useful marginal influence on wage and price deci-
sions. In fact, the relatively high unemployment of that period—
reflecting the absence of overheating in the economy—was probably
the major factor accounting for stability of such costs. Experience
during the 1950’s, when unit labor costs consistently rose during periods
of business expansion, strongly supports this view. If correct, it
would seem to follow that one of the greatest threats to the achieve-
ment of sustained high employment and growth is the acceptance of
unemployment goals which, although politically desirable, are not
achievable without generating strong cost and price pressures.

To make this statement is In no way to endorse a permanently high
level of unemployment as a means of assuring a high rate of economic
growth. As noted earlier, efforts to improve the level of knowledﬁe
and skills in the labor force provide the fundamental attack on the
f)roblem. In addition, if, as seems likely, the market power of large

abor unions creates a bias toward overall money wage advances at a
faster than productivity increases, then a case exists for steps to
reduce the market power of those unions. Surely this approach is
preferable to any formalization of the wage-price guideposts which, in
effect, would convert them into a system of wage-price controls.
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Some observers believe that the prospects for sustained noninfla-
tionary growth would be enhanced 1f price stability were specifically
m:.mf;('i7 as a goal of public policy in the Employment Act. Perhaps
this is so, and there would seem to be little valid objection against such
an amendment. A strong case can also be made for including balance-
of-payments equilibrium as an explicit policy objective. Still, most
observers would probably agree tga,t these two objectives, if not ex-

licit in the language of the statute, are strongly implicit, and they are
Eoth iven close attention by policymakers. No change in the word-
ing of the statute is likely to add to success in achieving our economic

Indeed, if there is a bias toward inflationary policies in our Nation
(and the same can probably be said for other free world industrial
nations), the cause stems not so much from statutory language as from
the manner in which representative government operates. The simple
fact is that the policies necessary to control inflation when economic
activity is strong are not popular policies; they involve such distaste-
ful steps as higher taxes, reduced Government s%ending, and rising
interest rates. In the long run, this bias, although surely never com-
pletely subject to elimination, can no doubt be reduced by continuing
strong efforts toward the reduction of economic illiteracy.

It is clear that the problems discussed above are primarily problems
of “topping out” a business expansion. The fact that such problems
dominate today’s economic thinkin% reflects primarily, of course, the
long period of expansion and the in a,tionar{) problems that now exist.
But the presence of such problems probably also reflects the fact
that existing moneta,ry-ﬁscaf)economic theories, while adequate to sup-

ort policies for stimulating the economy during recession, or for a
onﬁ period of expansion when unutilized resources are being brought
back into use, are much less helpful in providing policy recommenda-
tions for maintaining sustainable high-level employment, without in-
flation, once it has been achieved. ,

In conclusion, it is useful to reemphasize one of the most important
but seldom quoted phases of the Employment Act; namely, the pro-
vision that requires the Federal Government in its efforts to promote
economic stability to do so “in a manner calculated to foster and pro-
mote free competitive enterprise * * *.” By and large this structure
has been honored during the first two decades of the act; efforts to re-
duce the scope of competition and individual initiative and enterprise
generally have been repressed. In addition, except for recent balance
of payments policies and certain actions to induce “voluntary” ad-
herence to the wage-price guideposts, the path of selective and direct
cont_;ggls toward economic stabilization has, most fortunately, been
avoided.

Sill, the path of selective interference is indeed tempting to the
harried policymaker trying to deal with an intractable problem. But
that course must be avoided if the next two decades of the Employ-
ment Act are to be as prosperous and progressive as the first 20 years.




STATEMENT BY MURRAY L. WEIDENBAUM
ASSOCIATE PROFESSOR OF ECONOMICS, WASHINGTON UNIVERSITY, ST. Louis, Mo.

The hearings on the 20th anniversary of the Employment Act of 1946
clearly brought out the major achievements of the act during the past
two decades, both in terms of new organizational structure for eco-
nomic policymaking and the evolution of a far better informed and
enli%htened public approach to economic problems.

The hearings also brought forth a considerable variety of sugges-
tions for changes in the Employment Act itself or in the manner of its
implementation. To avoid repetition, I would like to offer one specific
suggestion to the Joint Economic Committee. My suggestion relates
to the focus of its future work.

I recommend that the committee focus not only on the current eco-
nomic problems—such as those relating to the Vietnam military com-
mitment—but also on the “next round” of major economic problems
likely to be facing the Nation.

I would think that this next round of economic concerns might
relate to the “reentry” problem of the American economy during what -
hopefully will be the post-Vietnam adjustment period. Without fore-
casting the specific military outcome, assumptions (perhaps alterna-
tive assumptions) can be made as to the rate and timing of subsequent
reductions in U.S. defense spending and the nature of the transition of -
the American economy once again to a smaller defense sector.

Some of the specific areas of defense economic adjustment that the
Joint Economic Committee might wish to consider as part of its long-
range economic planning would be:

(1) Maintaining high aggregate levels of employment, produc-
tion, and income during the initial period of reduction in defense
demand.—The major problem of economic planning involved here
would be to identify initial policies which would be sufficiently

rompt and effective to prevent serious unemployment and excess
industrial capacity from developing; such negative influences, if
unchecked, could accelerate into a major recession. As the hear-
ings and studies of the Joint Economic Committee have amply
indicated, there is a wide range of fiscal and monetary policies
which have the necessary stimulating impact on aggregate de-
mand, but different effects on the composition of output and on
the distribution of income among the different groups in Ameri-
can society.

In such “contingency” planning, the balance struck between tax
reduction and increased Government spending would be influenced
by the inferences as to the relative importance to be accorded to
the private sector versus the public sector—to private demand for
such goods and services as food, clothing, housing, and recreation,
as against public demand for roads, space exploration, public
health, and social services.
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|
| (2) Achieving effective longrun utilization of the resources
‘ released by the defense cutback.—As is well known, the “market
basket” of defense goods and services is far more specialized than
the procurement patterns of the typical consumer, industrial firm,
or even civilian governmental umt. Contingency planning for
the American economy would need to consider the availability
of alternative productive employment opportunities for these
scientists, engineers, and other highly skilled employees of defense
agencies and defense contractors ; such opportunities may not come
about automatically and considerable leadtime may be required
to develop them. A long-range planning and analysis effort
might identify extremely useful applications in both public and
private sectors of the high technology and systems analysis ca-
pabilities of the defense industries and their employees. However,
such technological transfer may require substantial amounts of
governmental assistance and encouragement.

(3) Awoiding the creation of “pockets” of unemployed defense
workers—A. further aspect which might be considered is that any
substantial concentration of unemployed former workers in the
major defense production centers would accentuate the need to
choose promptly among alternative public policies which would
both create income for those adversely affected by the defense cut-
back and also contribute to an efficient, growing economy. In
analyzing alternative mixes of Government adjustment policies
and -actions, it undoubtedly would be recognized that, although

~ income maintenance programs might be the most rapid way of

meeting short-term needs, this approach would limit the Nation’s
ability to utilize productively the resources made available for
transition to a more peacetime economy.

If the committee does undertake the type of long-range (or con-
| tingency) economic planning suggested here, it might wish to give
\ particular consideration to some of the new tools which economic

analysis has made available for governmental resource allocation and
expenditure decisionmaking. Despite numerous technical limita-

tions, benefit/cost analysis, cost/effectiveness analysis, and.the entire
| “systems” concept lend themselves to such applications in economic

policy formulation. Although it is of necessity still quite rudimen-
' tary, the present effort in the executive branch to implement a com-
| prehensive (s)lanning-programing-budgeting system should have im-
| portant an
|

direct application to congressional deliberations and
action.




STATEMENT BY LELAND B. YEAGER
__PROFEsSOR OF ECONOMICS, UNIVERSITY OF VIRGINIA, CHARLOTTESVILLE, VA.

I admire the way the Joint Economic Committee promotes com-

munication between scholars and legislators. It wins a congressional

hearing for academic proposals even before they have become familiar
enough to appear in bills under actual consideration.

I would like to see the Joint Economic Committee stay alert to ideas
for keeping monetary policy on a steady course. Anyone who watches
the figures on the growth rates of the money supply and total bank
reserves must be disconcerted by the zigzags often occurring from
month to month or even from week to week during the past year or
two. Hardly does the monthly review of the Federal Reserve Bank of
St. Louis appear with an article about continuing monetary expansion
than the newspapers are publishing weekly figure, showing a very re-
cent downturn in bank reserves, and conversely. It is astonishing that
the country should have to guess what Federal Reserve policy is—and
revise the guesses from week to week. Business behavior would no
doubt become steadier if businessmen could base their expectations
confidently on a known and stable policy.

Along with other observers, I wonder whether the Federal Reserve,
instead of making money supply and bank reserve growth the main
criteria of its actions, may not still be induly preoccupied with “free
reserves” and interest rates. Part of the remedy for the resulting
unsteadiness is to simplify the criteria and instruments of policy. 1
agree with suggestions for abolishing the whole discount mechanism :
let the Federal Reserve determine total bank reserves through open

market operations alone, with the Federal funds and Government .

security markets taking care of the distribution of reserves among
individual banks. By specifying a fairly definite rule, Congress could
hold the Federal Reserve to a steady course in its management of
bank reserves and in turn of the money supgly. An ideal rule would
not necessarily require a rigid and unalterable monetary growth rate,
but it would try to bar sharp spurts and slumps due either to watching
the wrong indicators or to supposedly “leaning against the wind” of
future business conditions in line with frequently revised guesses
about what those conditions would be months later, when a current
policy shift would begin taking effect. (As you see, I respect the
evidence that the money supply is more crucial to total effective de-
mand than a Government budget surplus or deficit, except insofar as
the budget position itself dominates money supply policy.)

By further smoothing out the business cycle, steadiness in money
supply growth would help mitigate the apparent conflict between full
employment and price-level stability.  Experience suggests that
reducing the unemployment rate has a cost in the form of price in-

flation ; successful resisting inflation has a cost in the form of higher.

unemployment. We must learn how to cut these costs. Reforms af-
190 .
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|
|
|
fecting wage bargaining would be one way, but so would a monetary
policy that did not continually shift its emphasis back and forth be-
tween promoting full employment and resisting inflation. In one of
the most noteworthy studies ever published by the Joint Economic
Committee (Study of Employment, Growth, and Price Levels: Study
Paper No. 1, “Recent Inflation in the United States.” September
1959), Charles Schultze persuasively argued that large and rapid
shifts of demand among sectors of the economy, together with greater
upward than downward flexibility of prices and wages, intensify the
problem of the tradeoff between full employment and price-level
stability. Greater steadiness in money supply growth and so in busi-
ness activity would go far toward eliminating large and rapid
“cyclical” relative shifts of demand between the consumer goods and
capital goods industries. This would narrow the scope for demand
shift inflation. In various ways, furthermore, a steady, moderate
' growth of aggregate demand should aid the rise of productivity, so
important in easing the unemployment or inflation dilemma.: it would
’ help avoid the slumps in production that raise overhead costs per
unit of output; it would facilitate the mutual adaption of jobs and
| labor skills; it would help promote the mobility of labor and the will-
l ingness of business firms to accept the risks of competition, inno-
| vation, and fixed investment. '
| One of the worst recent obstacles to a sensible and dependable mone-
tary policy has been our balance-of-payments problem. The foreign
' trade tail has been wagging the domestic dog in an almost comic
| way. Iagree with those who deplore the widespread mysticism about
| “the discipline of the balance of payments,” the doctrine that looks
| for achievement of our price stability and employment goals as a mere
| byproduct of fiddling with a supposed gold problem. We should try
’ to achieve and to reconcile those domestic goals directly, letting the
‘ balance of payments take care of itself. For: reasons of political
} philosophy as well as of economics, I deplore the “voluntary” ex-
change controls and other humiliating expedients our Government
has been resorting to. I agree with proposals that we continue selli
gold at $35 an ounce as long as we have any left (repealing the ggﬁ
reserve requirement still in effect for Federal Reserve notes). In
line with such proposals, we should state clearly, however, that once
we have no more gold to sell, we will no longer buy it, either; we will
no longer do anything to tie gold and the dollar together. Such an
announcement would put some healthy uncertainty into the price of
gold. No longer would the belief that gold might rise in price but
could not fall spur foreigners to draw gold from us. Even so, we
might conceivably run out of gold, severing any link between it and the
dollar. What would be so terrible about that? Instead of calamities
much dreaded but never described, we would experience a welcome op-
portunity for a simpler and more consistent domestic monetary policy.
And international trade would not suffer. One main defect of the
existing international monetary order is not the wide use of the dollar
as an international reserve medium, but the precarious linkage of the
dollar to gold on a fractional reserve basis. Cutting that link would
abolish the joint use of what J. M. Culbertson has called first- and
second-class international moneys and would remove the danger of
swings in confidence and of runs from one into the other.




192 THE EMPLOYMENT ACT OF 1046

Conceivably—even probably—foreign monetary authorities would
continue pegging their own currencies to the dollar, and gold would
become just an ordinary commodity both in the United States and

abroad. In some respects, this international non-gold-dollar standard-

would be the best of all outcomes for the United States; and for for-
eign countries it would offer at least some improvement over existing
arrangements. Alternatively, foreign authorities might simply stop
pegging their exchange rates. The system of free exchange rates en-
joys growing support among academic economists, and for excellent
reasons. The supposed counterarguments offered by practical Gov-
ernment officials, central bankers, and businessmen are turning out
to be hardly more than unreasoned prejudices (or so it seems to me).
The Joint Fconomic Committee can serve the country well by forcing
“practical” men, through its studies and its hearings, to reappraise
their prejudices. ‘ :
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