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THE 1977 ECONOMIC REPORT OF THE PRESIDENT

THURSDAY, FEBRUARY 10, 1977

CoxGRess OF THE UNITED STATES,
Jornt Economic CoMMITTEE,
Washington, D.C.

The committee met, pursuant to recess, at 10 a.m., in room 1202,
Dirksen Senate Office Building, Hon. Richard Bolling (chairman of
the committee) presiding.

Present : Representatives Bolling, Moorhead, and Long; and Sena-
tors Proxmire, Javits, and Percy.

Also present: John R. Stark, executive director; Louis C. Kraut-
hoff II and Courtenay M. Slater, assistant directors; William R.
Buechner, William A. Cox, Kent H. Hughes, Sarah Jackson, John R.
Karlik, and L. Douglas Lee, professional staff members; and Charles
H. Bradford, George D. Xrumbhaar, Jr., M. Catherine Miller, and
Mark R. Policinski, minority professional staff members.

OPENING STATEMENT OF REPRESENTATIVE BOLLING, CHAIRMAN

Representative Boruing. The committee will be in order.

I just learned that the Democrats in the Senate are having a caucus
to decide on committee assignments. I think I will go ahead while
Senator Proxmire is here. He will have to leave but will be back.
Normally on this committee people wander in after we get started.

We are very pleased to have as our witnesses this morning Mrs.
Juanita Kreps, Secretary of Commerce, and Mr. Ray Marshall, Sec-
retary of Labor.

I want to welcome both of you on your first visit to this committee
in your new official capacities. I want to thank you for coming here
to testify on the state of the economy and on the President’s economic
program.

Our witnesses up until now have been able to provide us with some
general ideas about the impact of the President’s economic proposals.
Our two witnesses today are in the unique position of being able to
testify not only on the overall impact but also on the structure and
effectiveness of some of the proposed job creaticn offorts. This ad-
ministration has done a remarkable job in presenting major economic
programs within a week of taking office. Our questions and criticisms
today should not be allowed to detract from the basic fact that we wel-
come the prompt and intensive way in which the new administration
is approaching the urgent challenge of bringing down unemployment.

(311)
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We think the administration has a good program. We want to see
if we can make it even better.

First we will, hear from Secretary Kreps. You may proceed pre-
cisely as you wish. You may summarize or read it all.

STATEMENT OF HON. JUANITA M. KREPS, SECRETARY OF COM-
MERCE, ACCOMPANIED BY LUCY A. FALCONE, STAFF ASSISTANT

Secretary Kreps. Thank you. Mr. Chairman and members of the
committee, I appreciate the opportunity you have afforded me to tes-
tify on the President’s economic recovery package. I trust that this
meeting today will continue a long and fruitful relationship between
the Department and the Joint Economic Committee.

Thank you, too, for your remarks regarding the administration’s
economic package which we will discuss in some detail ; Ray Marshall
and I are here, as you indicated, primarily to talk about those jobs
programs within our Department.

First, I have some preliminary remarks on the state of the economy.
The recovery as you know from the 1978-75 recession has now passed
through three different stages: The very brisk, if somewhat irregular,
growth from the first quarter of 1975 through the first quarter of 1976;
a somewhat slower growth after the first quarter of 1976; and finally,
a very modest pickup at the end of 1976.

To avoid a prolonged period of unsatisfactory growth, the President
has recommended a package with which you are so familiar now,
$31.2 billion, spread over 2 years.

We feel that the costs of failing to achieve the full potential of our
economy in the last several years have been enormous.

In 1976, the U.S. economy operated $132 billion below its high em-
ployment potential, based on estimates of the outgoing Council of
Economic Advisers. The $1,800 lost by the average household as a
result of his economic waste dwarfs even the most pessimistic esti-
mates of the impact from the extreme cold temperatures of the past 6
weeks. Unlike the added expenses associated with this cold weather,
however, the economic costs of underutilized resources are a continu-
ous drain on our economy.

Even the stimulus package recommended by the administration will
not result in the economy operating near its potential until the end of
the decade. We must try now to create an economic climate that will
maintain output equal to the economy’s potential in the decade of the
1980’s and beyond.

You have already received testimony on the overall impact and
timing of this stimulus package. This morning, I want to focus on two
aspects of the recovery which are of concern to the Department of
Commerce : The outlook for business investment and the implementa-
tion of an expanded local public works program.

First consider business investment.

Early last year, business fixed investment expenditures had been
widely expected to provide a major stimulus to continued economic
growth in the second half of 1976 and in 1977. However, due in part
to the more moderate rates of economic growth experienced after the
first quarter in 1976 and only moderate improvement in the rate of
capacity utilization, the acceleration in investment expenditures has, as
you know, failed to materialize.
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For 1976, business fixed investment increased in real terms by
slightly less than 4 percent, a remarkably low rate of growth for the
second year of an economic recovery. Both major components, that is,
nonresidential structures and producers durable equipment, grew at
low rates. In the final quarter of 1976, expeditures in real terms re-
mained about 12 percent below the peak rates reached in early 1974.
This is in sharp contrast to overall economic activity, which regained
its previous peak in the first quarter of 1976 and by the fourth quarter
had increased by another 3 percent.

One of the major contributing factors to the disappointing recovery
in business investment has been%agging consumer demand. Consumers
are spending a high proportion of their income, but the recovery in
consumer income in 1975-76 has been only a little more than half as
large as the average for previous postwar recoveries.

Significant portions of this country’s physical capacity remain
idle. The Bureau of Economic Analysis estimates that in September
of last year, the capacity utilization rate in manufacturing averaged
only about 80 percent. The low rate of growth in the fourth quarter
of last year suggests that December’s estimate, when it is released, will
show little change. Let me emphasize that during the period from
early 1973 to early 1975, the utilization rate declined by 11 percent-
age points, from 86 to 75 percent. In the economic recovery to date,
only 5 of these 11 percentage points have been regained. It should come
as no surprise, therefore, that investment expenditures are growing
only modestly.

Another factor which may have contributed to the sluggish recovery
of investment last year is the continuing concern of business about
long-term inflationary impact.

These factors dictated the major thrust of the President’s economic
program. To create jobs and a demand for products that will provide
the stimulus for continued growth and capital expansion. At the same
time, to avoid the possibility of future capacity bottlenecks as the
economy expands, the President also has proposed an optional in-
crease in the investment tax credit to 12 percent.

The size of the recovery package reflects dual priorities—one, to pro-
vide enough stimulus to put the economy on a solid recovery path:
the other to avoid excess stimulation that would trigger higher rates
of inflation.

A question before us is this: How rapidly will real investment ex-
penditures grow in 1977% The Bureau of Economic Analysis conducts
two surveys of capital spending plans at the end of each calendar year
to assess likely trends.

According to these surveys conducted in late 1976, in 1977 business
expects to spend about $135 billion for plant and equipment, an in-
crease of 11.3 percent over 1976. If prices should increase at the same
rate as in 1976, this would imply a 6.5-percent increase in real ex-
penditures.

This real growth is, however, distributed unevenly through 1977. In
the first half of 1977, real investment expenditures are expected to
increase very little, but they are expected to accelerate sharply in the
second half.

Spending plans may be revised upward this year, because the sur-
veys were conducted in November and December—before the admin-
istration’s tax incentives to business were announced and before it
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was generally realized that the slowdown in economic growth was
ending. Recent energy problems may stimulate additional capital
spending for alternate fuel capability.

The economic stimulus package coming on top of a moderate eco-
nomic recovery, will soon beost the level of output and increase capital
utilization. This, combined with the added incentive of a larger invest-
ment tax credit, should accelerate the recovery.

The President’s economic program will take an important step in
the direction of stimulating investment expenditures, not only to in-
sure a more rapid rate of economic growth in the immediate future,
but also to provide a foundation for addressing the long-term needs of
our country. Further actions to strengthen business confidence in the
outlook, including regulatory reform, and increased emphasis on re-
search and development will reinforce the expected acceleration.

I turn now to the area of local public works. That component of the
stimulus program for which the Department of Commerce is respon-
sible is, of course, the expansion of local public works (LPW). As
part of the administration’s economic recovery package, the President
has recommended a $4 billion inerease in authorization for local pub-
lic works projects.

This program offers the President and the Congress an ideal vehicle
for alleviating the extremely high levels of unemployment in many
communities and in the construction industry by creating jobs in the
private sector. At the same time, it provides an opportunity for con-
structing vitally needed public facilities which will result in meaning-
ful benefits to many of our Nation’s communities. I know of no
stronger testimony to the need for this program than the overwhelm-
ing response received by the Economic Development Administration
to the first round of appropriations for LPW—where, as you know,
we received $24 billion in applications for the $2 billion we had
available,

The evidence of need for additional stimulus to local public works
is corroborated by the decline in construction by State and local gov-
ernments in the last 2 years, as falling tax revenues reduced local cap-
ital budgets. As shown in attached table 1, expenditures for State and
local construction in real terms declined 6.5 percent in 1975 and 9 per-
cent in 1976.

The projects approved during the first round of LPW, authorized
and funded by Congress late last year, reflect a wide range of local
priorities. Almost 2,000 projects were approved throughout the coun-
try, the largest percentage being in public buildings and water, sewer,
and drainage projects as shown in attached table 2.

As many members of this committee are aware, the allocation of
assistance for local public works projects resulted in some inequities.
A few local governments with significant needs were bypassed, while
projects of some local governments with lesser needs came to be
funded.

The Economic Development Administration, at my direction, has
just completed a thorough review of the legislation, regulations, and
the implementation of the existing LPW program. We have com-
pleted our specific recommendations for change in the program and
have made these available to the public works committees.

We look forward to working with Members of Congress in improv-
ing the legislation, formulas, and the regulations for allocating the
second phase of the program.
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In the past, the use of public works as a countercyclical tool has
sometimes been criticized because of the long leadtimes involved in
construction. I do not believe that this criticism is valid with respect
to the current program for these reasons:

1. The legislation requires that onsite construction begin within 90
days of grant approval.

2. The 20,000 projects in EDA’s inventory are, so to speak, on the
shelf. Local governments in most cases have already completed archi-
tectural plans for these projects and therefore, the leadtimes should
be minimal.

3. A 2- to 3-year construction period is not disadvantageous at the
present time since unemployment is expected to be at higher than ac-
ceptable levels for several years. Thus, we need long-term stimulus.

T will direct the Economic Development Administration to proceed
with any expansion of this program as quickly and efficiently as pos-
sible. Furthermore, I can assure you that EDA will make every effort
to maximize the countercyclical impact of LPW by close monitoring
of the construction process.

Mr. Chairman, that concludes my prepared remarks. I would be
pleased to answer any questions you may have.

[The tables attached to Secretary Kreps’ statement follow ;]

TABLE 1.—STATE AND LOCAL GOVERNMENT PURCHASES OF GOODS AND SERVICES
[In billions of 1972 dollars)

Total Structures
Percentage Percentage
change from change from

Dollar amount previous year Dollar amount  previous year

$151.0 3.9 $26.4 —4.7
155.9 3.2 26.2 -.8
161.1 3.3 26.1 —.4
165.2 2.5 24.4 ~6.5
167.5 1.4 22.2 -9.0
162.2 1.3 23.5 -12.0
163.8 1.5 23.6 ~12.6
166.9 3.5 25.7 —.4
168.0 4.0 25.0 4
166.6 4.4 22.7 -3.4
167.7 2.4 22.6 —4.2
168.2 .8 22.4 —12.8
167.7 -2 20.9 —16.4

Note.~~1976 4th quarter and ;n,nual figures preliminary. Quarterly data at seasonally adjusted annual rates,
Source: U.S. Department of C , Bureau of E ic Analysis.

TABLE 2.—EDA SCORED, SELECTED LPW PROJECT TYPES FINANCED UNDER TITLE | OF THE PUBLIC WORKS
EMPLOYMENT ACT OF 1976

Category and description of projects Amount Percent
1—Public buildings (e.g., town halls, court houses, minicipal offices, libraries ... .._._. $481, 112, 645 24.6
2—Water, sewer, and drainage. . ... oo 405, 664, 549 20.7
3—Schools e o ccaaeeot e - 372,846,575 19.1
4—Streets, roads and/or bridges - 179, 228, 619 9.2
5—Pubtic safety detention facilities. ... 97, 681, 176 5.0
6—Recreation buildings and parks. ..o 78,771,824 4.0
7—Hospitals .o _ - 62, 365, 658 3.2
8—Industrial development. _______________ .- —— 50, 225, 560 2.6
9—Miscellaneous or multiple civil works._.. ... _.ocee 119, 354, 303 6.1

10—Miscellaneous or multiple building._ __ ——— 91, 378, 624 4.7
11— Miscellaneous or muitiple not classified elsewhere. . .- 16,767, 109 .8
Total. 1, 955, 406, 642 100.0

Note.—$2,000,000,000 already funded in 1977,
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Representative Borrixeg. Thank you very much.
Secretary Marshall,

STATEMENT OF HON. F. RAY MARSHALL, SECRETARY OF LABOR,
ACCOMPANIED BY WILLIAM B. HEWITT, ACTING ASSISTANT
SECRETARY, EMPLOYMENT AND TRAINING ADMINISTRATION

Secretary MarsHALL. Thank you, Mr. Chairman and members of
the committee. I welcome this opportunity to participate in your an-
nual hearings on the state of the economy. The influential role played
by this committee in providing leadership and perspective on the Na-
tion’s economic outlook is well-known. While this is my first appear-
ance as Secretary of Labor before the committee, I look forward to a
long and continuing relationship with you.

Accompanying me today is Mr. William B. Hewitt, Acting Assist-
ant Secretary of Labor for Employment and Training. I would like
to concentrate my attention primarily on the part of the economic re-
covery package that is the responsibility of the Department of Labor;
namely, the employment and training component of that package.
Other members of the administration have testified on other parts.
Secretary Kreps has just concluded her discussion of the Public
Works component. Other members have talked about the tax and
other parts of that package.

The perspective to be taken by the Department of Labor is that
unemployment is a serious problem and that we ought to do every-
thing that we can to effectively diminish it. We are not persuaded by
arguments that because the composition of unemployment might be
new, that there is therefore any less of a problem. We are well aware
of the significant material and human impacts of unemployment.

We also know that the impact of unemployment on people varies a
good bit according to place and according to particular groups within
the population. We believe that the best way to bring unemployment
down is to concentrate and to target our activities in those areas with
the highest unemployment and among those people with the highest
level of unemployment. Qur programs are, for the most part, based
on that assumption, that we need to establish priorities and to concen-
trate on those groups with the highest levels of unemployment.

To be more specific, we need to concentrate on minorities, young
people, veterans, and especially Vietnam era veterans, and on rural
and urban areas with inordinately high levels of unemployment.

I might say just a bit about the economic outlook. Others have dis-
cussed that with some precision, and I have some comments on that in
my paper. I think it is sufficient to make the point that while there
might be some doubt about the precision of the estimates on the eco-
nomic outlook, there is no doubt about the need for stimulus; and that
economic growth will not be fast enough to reduce unemployment by
very much without this stimulus.

Let. me turn to the emplovment and training part of this package.
The first part of this particular component is public service employ-
ment. We base our public service employment program on a number
of assumptions. One is that the most important way to reduce unem-
ployment in quantitative terms, is in the private sector; and that
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public service employment for the most part is seen as a temporary
approach to the problem of unemployment. However, we also recog-
nize that because there will always be some structural unemployment,
that is that there will be cases where people have trouble finding
work, even when unemployment is very low; there will be the need
for some continuing, relatively small level of public service employ-
ment. We hope that it will be a relatively small component.

We also recognize that in all of our employment and training ef-
forts in the Department of Labor, it is very important for us to in-
volve the private sector as much as we can and to attempt to establish
linkages between public service employment and public training pro-
grams and the private sector, because clearly, since five-sixths of all
jobs are in the private sector, 1f we are going to make a lasting impact
on unemployment, we must concentrate on measures to get more jobs
and get more people employed in the private sector.

Another consideration that we have in our public service employ-
ment program is that we are trying to do everything that we can to
see that the public service jobs provide meaningful employment and
that useful things are done.

It is our view that it is unnecessary to have make-work when so
many things need to be done in our society. We are endeavoring to see
to it to the extent that we can that we accomplish this objective and
that the work done is meaningful and that the programs are admin-
istered as efficiently as we can cause them to be administered.

We think that if we do that, the public service employment compo-
nent of the package provides rich dividends for society. As I men-
tioned, one dividend is that we target on the high levels of unemploy-
ment and among people with high unemployment rates. Another divi-
dend that the society gets from public service employment is that we
reduce other public expenditures. We believe that 1t is much better
where possible and practical to have people involved in public service
employment than to have them on extended unemployment insurance
or on the income maintenance program. It is better for them and better
for society if we can provide meaningful jobs and meaningful output.

We also recognize that these programs cannot be expanded over-
night. This is one of the most important concerns that we have. It is
because we are frequently asked if public service employment has all
the advantages that we say, then why don’t we expand the program
much faster than we have?

Well. the answer to that is that we wanted the work to be meaning-
ful, and we wanted the programs to be well administered so that we
did not want to expand faster than we thought our delivery capability
could carry us.

We are proposing to expand the program very rapidly. We are pro-
posing to virtually double the public service employment program in
about 6 months, which means that we are increasing at the annual rate
of quadrupling the program. It will have gone from 310,000 jobs cur-
rently authorized to 600,000 by the end of this fiscal year; and then in
fiscal 1978, to 725,000, which is a fairly rapid increase in the public
service employment program. We think that with the best estimates
that we can make, that this was about as fast as we could prudently go
with that program.
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Another component of our package is training; and here again we
are trying to target our training programs on people with special
Teeds. We are proposing some special initiatives. One is a new youth
‘initiative which we think we can do initially within the CETA Act
:as 1t currently exists. What we hope to do 1s to collect a number of
Jyouth prograins to provide kind of an umbrella for—in order to give
greater visibility and greater coordination of youth programs while
We are preparing a long-range youth initiative.

As part of that process, we propose a doubling of the Job Corps,
roing from 22,000 slot now to double that number. This will mean, of
course, many more individual participants in the Job Corps program,
because each of these slots is used for about two participants, since the
average duration is about 6 months.

Another new initiative in this area is to expand apprenticeship
training. Our evidence shows very strongly that apprenticeship train-
ing is good training, that people who complete apprenticeship pro-
grams have higher earnings, less unemployment, and are upgraded
much faster than people who do not finish apprenticeship programs.

The basic rationale behind apprenticeship is that people learn the
theory of their trades as well as practical-on-the-job training, and that
this makes them more flexible and produces well-rounded craftsmen.

We think it unfortunate that the on-the-job training component of
the Labor Department’s effort declined under CETA. Therefore, we
want to try to do some things to increase on-the-job training. We think
one of the most important things we can do is to get the private sector
involved. The reason that we are concerned about on-the-job training
is that it is a more effective training procedure for many kinds of
training than institutional training. In addition, it is relatively inex-
pensive training. It is good from both of those perspectives. But in
order to have an adequate on-the-job training program, we must have
the involvement of the private sector. The President has proposed to
do that, to meet with leading business and union people in order to get
their involvement in our employment and training efforts.

We also have launched a new veterans’ initiative. As you know, un-
employment rates among veterans, particularly Vietnam-era veterans,
all much higher than among nonveterans in the same age group. We
don’t know all the reasons for this, but we know it is a serious problem
and that the country has an obligation to do something to help veterans
catch up to their age groups who did not serve in the Vietnam War or
who were not in the armed services during that period.

Our veterans’ program has three major initiatives to it. One is what
we call a “HIRE” program, to try to involve the private sector in hir-
ing and training Vietnam-era veterans.

A second component is to try to establish public service employment
hiring goals under CETA for the Vietnam-era veterans. We also pro-
posed a special program for disabled veterans, who suffer much more
than other veterans, to establish a veterans’ outreach program in em-
ployment service offices in major cities. We propose putting about 2,000
disabled veterans to reach out to other disabled veterans to make em-
plovment and training services available to them.

What we found from our experience is that you cannot simply make
services available and assume that people who need them will get
them. What you frequently have to do is to take the message to the peo-
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ple who are supposed to benefit from the program and be sure that they
know about them and that they are able to participate in the program.

In addition, we have some other considerations which are men-
tioned in my prepared statement. One is that we propose a 1-year
extension of the CETA program rather than making any major
changes in it. OQur basic reason for that is to give us time to think
through more thoroughly than we have been able to do by this time
the kinds of changes that ought to be made in the act. We think that
we can do most of what we propose within the framework of the
present law.

Second, we are proposing an extension of the Federal supplemental
benefits progran. We are thinking about a 9-month extension with a
3-month phaseout, at a maximum not to exceed 52 weeks of benefits.
The reason for our request for the extension is not because we believe
that unemployment insurance is the best way to deal with the prob-
lem of long-term unemployment. We do not believe that it is. We
believe that it would be much better to have the long-term unemployed
n jobs and training programs than on unemployment insurance pro-
grams; better for them and better for the country.

But we also recognize that since we are not likely to be able to bring
unemployment down to where we would like to see it, that we nced to
have some safety net under unemployed workers to be sure that they
have some income when they exhaust their regular unemployment
insurance eligibility.

The supplemental benefits program did provide that for them, and
we think 1t ought to be extended while we try to bring the unemploy-

ment down.
Thank you, Mr. Chairman.
[The prepared statement of Secretary Marshall follows:]

PREPARED STATEMENT OF HoN. F, RAY MARSHALL

Mr. Chairman and members of the committee; I welcome this opportunity to
participate in your annual hearings on the state of the economy. The influential
role played by this committee in providing leadership and perspective on the
Nation’s economic outlook is well-known. While this is only my first appearance
as Secretary of Labor before the committee, I regard it as the beginning of a
continuing and important dialog.

Before discussing the economic outlook and the administration’s proposals, I
would like to make a few, very brief, observations.

First, a major source of this Nation's strength is its labor force. During periods
of high unemployment, substantial portions of this vital human resource are
wasted. Unemployment means lost time, and we are never going to be able to put
unemployed workers back to work yesterday.

. Moreover, during periods of high unemployment, the disproportionate repre-
sentation of certain segments of our population among the unemployed con-
tinues, and in some respects worsens. Any progress which may have been made
among such groups as minorities, youth, and Vietnam-era veterans, is jeopar-
dized if the economy falters. The longer that high levels of unemployment persist,
the more acute becomes the loss in human terms and in terms of economic impact.

Second, to utilize our human resources, there must be jobs—productive em-
ployment harnessed to a healthy economy.

Third, and finally, I must emphasize that the economic and employment outlook,
together with any assessment of the administration’s proposals, involve only our
best judgment in the light of available evidence. This assessment is complicated
by the unseasonably cold winter and the shortage of natural gas in some regions
which have led to widespread business curtailments and layoffs. In the face
of this uncertainty the strength of the administration’s economic package is that
it provides a stable framework, offering the continuity of a 2-year program of tax
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and spending measures. At the same time, it is flexible enough to adapt to changed
circumstances. Moreover, the proposals, particplarly in the employment area,
enable us to target many of our activities to those groups within the labor force
in greatest need.

Economic outlook

In discussing the economic cutlook. I will focus on the employment situation.

Generally, there is a consensus that, without fiscal stimulus, employment will
continue at unacceptably high levels. Last year, the total labor force grew by
approximately 2.6 million ; the total number of employed workers grew by slightly
more than 2.8 million. Thus, the total growth in employment little more than
offsets the labor force expansion. Available indications point to the possible
addition of more than 2 million workers to the labor force during 1977. This
means that over 2 million jobs must be added to the ecoonmy in 1977 just to
keep up with labor force growth during the year.

The latest figures published by the Bureau of Labor Statistics offer a mixed
economic picture. Moreover, they were based on data compiled during mid-
January, prior to the intensification of problems created by our sustained harsh
‘winter, the lack of natural gas, and the rise in layoffs generated by business
curtailments.

Therefore, any assessment of the employment outlook must be guarded, at best.
Much depends on the impact of the future winter weather, the supply of natural
gas, and the resumption of businesses presently disrupted by those factors. In
addition, we must be wary of problems that may be created by such other factors
as the lack of precipitation in the west this winter, with the potential for adverse
impact on irrigation and hydroelectric power later this year.

One thing remains clear, however, the labor force will continue to grow, and
economic growth must be stimulated if we are to make inroads on overall
unemployment.

In addition particular segments of our working population continue to bear
disproportionate burdens of unemployment. The trends there are not very encour-
againg. Unemployment decreased only slightly among such groups as teenagers,
blacks and other minorities, and veterans, during 1976. The unemployment rate
for teenagers is presently 18.7 percent (compared to 19.4 percent a year ago). The
unemployment rate for black and other minorities is 12.5 percent (compared to
13.2 percent a year ago) ; for minority youth, however, the rate of unemployment
is presently 36.1 percent (compared with 35.0 percent a year ago). For veterans
aged 20-24, the unemployment rate is presently 16.8 percent (compared with 18.3
percent a year ago). The situation for women improved during the year, but their
unemployment rates are still significantly higher than for men.

The continuing waste of human and economic resources represented by these
figures requires immediate attention.

The administration package

1. General

It appears that attaining a real growth rate of 6.0 percent and the achieving of
substantial reductions in unemployment will be difficult. Strengthening the
present recovery will require a careful mix of stimulation measures. Accordingly,
the administration’s proposals include tax measures designed to stimulate the
economy in general, and in revenue sharing designed to make this program more
sensitive to the unemployment rate and its fluctuations. The spending programs
are geared to the capabilities of Government to realistically absorb new or
expanded responsibilities.

The economic impetus provided by the proposed $11.4 billion tax rebate may
create indirectly several hundred thousand jobs by the end of calendar 1977.
Business tax reductions may have little effect on employment in 1977, but in
the longer run, will encourage increased hiring in labor-intensive industries and
more investment in capital-intensive industries, meaning more jobs and increased
productivity. Emergency public works programs, appropriations of $2 billion
for each of fiscal years 1977 and 1978, will be targeted towards areas of high
unemployment. This will especially help the severely depressed construction
industry.

2. Department of Labor Components

Many of the administration’s proposals deal with overall stimulation of the
economy, with resulting expansion of employment to be created in the private
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sector. Other components of the administration’s recovery package, such as those
administered by the Department of Labor, are designed to supplement the over-
all effort and to focus selectively on particular problem areas. In this regard,
Department of Labor activities involve new and expanded efforts in the areas
of public service employment and employment training.

a. Public Service Employment

The primary source of new jobs must remain the private sector of our econ-
omy ; this is where five-sixths of the jobs are located. However, a general economic
upturn cannot by itself solve structural unemployment. We cannot ignore those
whom the private sector is not ready or able to absorb. Therefore, programs of
meaningful public service employment are a vital supplement.

We want public service employment to be useful and meaningful. There is no
need for make-work when so much needs to be done in so many areas, such as
energy conservation and weatherization, local emergencies such as those created
by the harsh winter, repair and renovation programs, rehabilitation of blighted
urban and rural areas, and many other activities.

Moreover, meaningful public service employment opportunities provide
abundant dividends. They can be targeted to areas of greatest need. They can
move people from welfare and unemployment rolls. This can result in a lowered
net cost to government, and provide meaningful services from which we can all
benefit.

At the same time, large scale expansion of public service employment pro-
grams, as well as new initiatives in training programs, cannot be accomplished
overnight. We will move at an accelerated pace, but at one which is within our
capacity to administer efficiently.

The number of federally funded public service jobs, under the administration’s
proposals, will be raised from the level of 310,000 to 600,000 during fiscal year
1977 and to 725,000 during fiscal year 1978. For Fiscal Year 1977, this represents
almost a doubling of such jobs in the next 8 months.

b. Employment Training

The training aspects of the stimulus package provide both new and expanded
efforts to combat structural unemployment through developing job skills. These
efforts will both supplement general economic recovery by providing more trained
workers to meet expanded employer meeds, and concentrate many programs on
the needs of those with problems in obtaining the skills required to obtain jobs.
At the heart of these programs will be increased efforts to establish better link-
ages between job training and private employers, with increased employer
participation a key goal.

OQur proposals include special measures targeted to special groups such as
youth, veterans, migrants and Indians. Within and for these groups, there must
be carefully tailored programs to develop marketable skills and to encourage
private industry to hire them.

With regard to youth training and employment, we must recognize that
unemployment among the Nation’s young people is particularly severe.

The Nation’s young workers represent our future. Their attitudes and work-
force attachment are given shape and direction early in their working lives.
Yet a substantial proportion of the young population continues to be plagued
by persistent unemployment which may have long-term adverse consequences.

Latest available figures indicate that there were more than 3.2 million unem-
ployed jobseekers among those -aged 16-24. In percentage terms, we have an
18.7 percent unemployment rate among youth aged 16-19, and an 11.4 percent
rate among those aged 20-24. Even more significant, these figures are little
different from corresponding figures for the same age groups a year ago. We
have a problem which is not only severe in magnitude, but chronic in duration.

To date, progress in meeting the employment problems of young people has
been negligible. Overall high unemployment still places the young in competition
with more experienced workers for those jobs which are available. In many
cases, young workers still lack marketable job skills; in too many cases,
their training and education have not fitted them for jobs which are available.

For these reasons, I believe the administration’s proposals for dealing with
youth are among the most important aspects of the entire recovery package.
The administration’s proposals represent a first step along the road of what
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we can do to improve the situation of our younger workers. We propose expansion
of youth-oriented programs using the authority in titles III and IV of the
Comprehensive Emplcyment and Training Act (CETA). Youth training program
under CETA would increase by 72,000 slots by the end of fiscal year 1977, with
a further increase of 82,000 slots by the end of the fiscal year 1978, for a total
increase of 154,000. For Job Corps activities, we propose a doubling of the
present 22,000 capacity by the end of fiscal year 1978.

‘Within these overall expansions, we intend to concentrate on developing
marketable job skills, where none presently exist. We will make every effort to
improve linkages with private industry, seeking a more active role for the
private sector in developing training programs which are tailored to jobs which
need to be filled. There will be increased emphasis on a broad range of job
training efforts—apprenticeship, on-the-job training, and institutional education.
All of this will enhance the ability of many young people to operate more
effectively in the labor market. We also seek to implement innovative measures
to expand the horizons of our young unemployed workers through their participa-
tion in innovative programs related to conservation and service activities.

Our proposals represent measures which can be implemented promptly,
within existing program frameworks. It is our intention to move toward a com-
prehensive attack on the chronic problems of unemployment among our young
workers, We intend to give prompt and active consideration to the develop-
ment of a comprehensive legislative framework within which the employment
problems of youth can be addressed. In this effort we will work closely with
those members of Congress who have a special interest in this important area.

With regard to veterans, the proposals involve both the private sector and
public employment and training measures. Under a new “HIRE” program,
which could eventually be expanded to include nonveterans, we will enlist the
aid of the private sector in putting unemployed Vietnam-era veterans to work.
As incentive, we propose to pay a variable amount per veteram hired—depending
on occupational level and job—to cover the extra costs of training and other
services needed to make the veteran more employable. To assure the creation -
of new jobs, Federal assistance will be available only if employment of targeted
groups does not result in displacement of presently employed workers, workers
laid off, or workers on strike. We will be undertaking other veteran-related
initiatives to increase the enrollment of veterans in expanding public service
employment programs, with a national enrollment goal of 35 percent of all
new public service jobs to be filled by veterans. We are also proposing an amend-*
ment to present law to establish a preference for younger Vietnam-era veterans
for employment in all federally-assisted public service employment. For disabled
veterans, we propose the establishment of outreach units in the 100 largest
cities, staffed by disabled Vietnam-era veterans who will concentrate on bringing
these veterans back into the mainstream of the labor market.

In addition to the measures I have discussed, the unique problems of migrant
workers and Indians will be addressed with expanded training opportunities
geared to the special needs of these groups.

The measures I have reviewed will be the vanguard of a continuing effort to
deal with the special problems of the structurally unemployed.

3. Other Initiatives

The administration’s proposals are measures to counter the most urgent ang
immediate problems as we view them. There are, of course, other near-term
actions which will be needed.

For example, the appropriations authorization for the federally-assisted public
service employment and training programs in CETA expires September 30. 1977.
Time constraints will limit the development of administration proposals for
amendments to that act.

As an interim measure, we would propose a 1-vear extension to appropria-
tions authorization for all titles of CETA. Any substantive amendments which
we would propose at this time would be limited in nature.

We also have under consideration proposals regarding extension of the current
Federal Supplemental Benefits program (FSB). Under this program, duration
of unemployment compensation paid to individuals may go to a maximum of 63
weeks when triggered in States where unemployment is especially severe. The
FSB program will terminate on March 31, 1977. In view of persisting high levels
of unemployment in many States, we must extend the program. Our present
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thinking involves an extension for another 9 months, with three months for a
phaseout, and a duration of benefits at a maximum of 52 weeks.

In concluding my remarks, I would like to emphasize that assessment of the
economic outlook is a continuing activity. We will devote our best efforts to
tracking and interpreting events as they occur over the coming year in order to
take or propose appropriate action in a timely fashion.

I appreciate the opportunity to appear today, and I am looking forward to
working with this committee and the Congress in responding to the challenges
which confront us.

This concludes my prepared statement. I would be pleased to respond to any
questions you may have.

Representative Borrixg. Thank you, Mr. Secretary.

Congressman Moorhead.

Representative MooruEAp. Thank you, Mr. Chairman.

Mr. Chairman, I would comment that it’s a great pleasure to see
both Labor and Commerce representatives here. Maybe this is sym-
bolic of the new relationship between labor and industry throughout
the country. I enjoyed the statments that both of you made. I want to
first discuss with you, Madam Secretary, the ocal public works
program.

Are you familiar in general with the bill as reported by the Public
‘Workers Committee of the House yesterday ?

Secretary Krers. In general terms, yes.

1, of course, have not seen it. Perhaps you would like to walk me
through the details?

Representative Moormeap. Well, I have only the press release is-
sued by the committee. It is a $4 billion authorization. It does make
certain changes. It eliminates the 30-percent formula which was used,
in my judgment, as an excuse rather than as a real thing for some
of the inequities.

For example, from very personal experience in my own city of
Pittsburgh which has a high rate of unemployment, received zero
out of the Public Works—first Public Works Act. One of the problems
was that some of the neighboring, more affluent suburban communi-
ties were allowed to include in their unemployment rates the unem-
ployment of adjacent communties; and the bill as reported eliminates
that provision. Of the changes the requirement of just looking at the
previous quarter, the previous 12 months. It requires the States and
localities applying for more than one project to list them in order
of priority and prohibits the States and localities from using their
own employees, requires letting of jobs—projects on a competitive
bidding project. _

There’s a percentage for Indian tribes, and there are other provi-
sions that I don’t think are as important. Based on your gencral
knowledge of the legislation and your intentions, do you believe that
you can administer the legislation so as not to have the inequities
which existed, unfortunately, under the previous administration?

Secretary Kreps. Yes, I think we can; may I just say parenthet-
ically, sir, that T am acutely aware of the failure to send any funds
on the first phase of the program to Pittsburgh. I am sure you know
that EDA people have met with your staff and with the mayor of
Pittsburgh to explain the problem and also to assure him that we
will try to target the second round of LPW moneys for the high un-
employment areas, provided we have the legislation which you just
indicated is in the bill.

92-625—77 2
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With respect to the legislative changes you have just discussed, they
were all our recommendations as well. EDA’s staff has been working
with the committee on that legislation.

The elimination of the 30-70 split, the elimination of the ability to
gerrymander the area, the substitution of unemployment rates for
the last 12 months, and the provision for Indianas were all in our
initial recommendations. We felt that those were albsolutely essen-
tial to allow us to operate in a reasonable fashion on the next $4
billion or whatever amount is finally approved.

We would hope, therefore, that given the changes in the legisla-
tion we could avoid the inequities we felt were inherent in the first
set of projects we approved. Moreover, we are hopeful that we can
move rather quickly on this since we would expect to draw from the
remaining applications that we already have on file.

Representative Moorizeap. That should enable me to move more
quickly than did the previous administration when they were starting
without a backlog of applications; is that not so ?

Secretary Kreps. Well, we must have them do some updating. That
will take a little time. Certainly it would minimize the time constraint.

So, to answer your question, I am very optimistic that given these
changes, we can move ahead and avoid some of the pitfalls we fell
into before.

Representative MooraEAD. Thank you, Madam Secretary.

It occurs to me that a large part of the economie stimulus package
is across-the-board. The tax rebate; the permanent tax cuts are not tar-
geted toward either areas or groups of individuals or particularly
disadvantaged. The one exception I think would be the countercyclical
revenue sharing which does focus on areas that have higher than
normal unemployment, but that the program part of the package that
both Commerce and Labor are focusing on can be targeted. The labor
program is targeted particuarly toward groups: but I think also that
there should be some concern about what I call geographical differ-
ences.

I think, Secretary Marshall, you mentioned the drought in the West
in addition to the cold of the winter. I might alse add that the po-
tential of flooding where there has been more than normal snowfall
and less than normal runoff of snowfall and frozen rivers; there may
be some areas that you should be focusing on. I am thinking about
the difference between how you handle a drought area and a flood area;
and then those areas where there is nothing particularly unusual hap-
pening to their economy.

T would think, Madama Secretary, you would have in your local
public works program—you should be thinking about the problems
of the prosperous areas of the country and those where the economy
is faltering worse in another area. Would both of you agree with me
on that point?

Secretary Marsmarn. Yes. .

In cur programs, we have been trying to pay particular attention to
that problem. For example, in the present emergency related to the
natural gas shortage and the weather, we have made funds available
to public service employees to do necessary work.

I think we need to anticipate allowing the same kinds of things for
future emergencies; that is, to allow particular things you can do
within the guidelines, to deal with emergencies.
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One thing we tried to do is to be sure that we had a rapid response
.capability in emergencies. We tested it this time. I think we did
respond relatively rapidly and there are things we can do to im-
prove it.

‘We want to study our capability after we get through the emergency
to be sure that we do improve it and learn from that lesson, because 1t
is clearly very important to be able to respond in a hurry if you have
.an emergency situation.

We also are trying to see where our public service employment
program particularly can be used to help meet other objectives, like
flood control or winterization of homes so that we help particularly
low income people meet these emergencies as they come along.

I agree that it is extremely important for us to think about those
kinds of things, and we are trying to do that.

Secretary Krees. May I respond also to this?

Representative MooRHEAD. Yes.

Secretary Kreps. As you know, I am sure, the EDA has some per-
manent programs which may be used to provide assistance for com-
munities that are threatened by drought or floods. We have been
studying this problem in the last few days with particular concern
for prompt response should those programs prove necessary; but the
more substantial long-run point should be made that it was a function
of the Economic Development Administration from the beginning to
attend to precisely the kind of regional imbalances which you suggest.

The function of regional development was embedded in the initial
legislation. We would look, therefore, to it as a long-run matter to the
EDA to be concerned about parts of the country that are less developed
than others, and that would be an ongoing part of our responsibility.

Representative Moormeap. Thank you, Madam Secretary.

In your statement, you refer to regulatory reform. What would
vour reaction be to a legislation which would require any department,
agency, or commission to include an economic impact statement?

Y am concerned that sometimes regulations are issued without con-
sideration of the cost-benefit ratio or the possibility of less cumber-
some, less expensive forms of regulation.

Would that be included in your suggestion of regulatory reform?

Secretary Krers. Yes.

We really have not thought this through with sufficient detail to
lay out the program yet, but there is included in our thinking a need
for costing out some of the regulations that we have been imposing
to see whether on the merits—the merits including the costs—those
regulations are cost-efficient.

Representative Mooraeap. Thank you both for excellent statements.

Thank you, Mr. Chairman.

Representative Borrrne. Congressman Long.

Representative Loxa. Thank you, Mr. Chairman.

Mrs. Kreps, Mr. Marshall, I would like to add my welcome to you
to Washington. Most of the people I have known that went into the
Government service at the level you have, have been looking for a
challenge, and I think you are going to find one here.

I did it a little over 4 years ago, and I found it most challenging.

Last Friday we had Secretary Marshall and Mr. Shiskin from the
Bureau of Labor Statistics here. He testified about the decline of
unemployment in the United States in January to a 7.3-percent level.
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Do you have any views as to whether or not this deeline resulted
from a real improvement in our economy, or did it result from workers
dropping out of the labor force because of the bitter cold weather that
we had in January?

Secretary MarsmarL. Well, it seems to me that in the first place this
7.3 percent does not, of course, represent the full impact of the cold
weather, because the sample was taken too early to reflect that.

Beyond that, T think one of the real problems that we have with
the unemployment statistics is, as you know, that it does not measure
very precisely people who are not working.

One of our long-range objectives is to get more precise measure--
ments so we can answer questions like that. We have an Employment
and Unemployment Statistics Commission that is supposed to look
into this. We are at work on putting that commission together.

In other words, things could really be worse, even though the un-
employment statistics indicate that they are better,

I think there is no question that at the time the statistics were put
together that there had been some improvement in the categories that
they measured ; but there had also been some other areas where you had
not had much improvement. This is particularly true of young people.
Their employment situation is sticky and, therefore, is not declining-
with the overall unemployment rate. Veterans and minorities have:
similar problems.

The answer to your question is that it conld very well be that the
overall unemployment statistics do not reflect—I am sure they do
not, reflect the entire situation with respect to people who are not
working. We need to improve that.

Representative Loxe. Mr. Shiskin also testified that the Bureau of
Labor Statistics had prepared a special survey. To gather information
on the unemployment impact of the extreme cold that we had, and the
natural gas shortage, but that they hadn’t received as of the time he
was here the authorization from’ the Department of Commerce to
proceed with that survey.

Have you since that time given him the authority to proceed. or is:
it within your discretion to give him such authority ? Has it started;
and if not, do you have any intentions to proceed ?

Ms. Farcone. I believe 1t is the Statistical Policy Office of the Office
of Management and Budget which has to give the approval for that
survey to proceed, not the Department of Commerce.

Representative Loxe. Do you know whether they have given that
authorization?

Ms. Farcoxg. No, I don’t.

Representative Loxe. It seems to me what the Secretary was saying-
is that because of the effect it might have on our economic stimulus
package. this information should be available as soon as possible.

Secretary Marsmarr. Mr. Long, we have been tryving to do some
things to get daily information on that. Mr. Hewitt informs me that
the BLS has not formally asked for any authorization to conduct &
special survey.

Mr. Hewrrr. This is not really my general area of expertise, but T
have been talking with the BLS people about it rather considerably.
This week is the survey week in the regular current population survey,
so this week the Jook at unemployment, employment, and so forth, is
being taken. Those data will be reported the end of the first weok in
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March. A special survey would take at least 3 weeks to mount and get
anything back. There is no point in doing any special work this week.
It would have to be done next week.

We wouldn’t have data back from any special survey until about
the week when we would have a report based on the regular monthly
survey, that is early March, anyway.

Representative Loxc. But if we had it for that period, at least it
would give us some broad, general guidelines. Even though they might
not be pertinent to the particular time, if we saw an impact of the
weather on a comparable date then we could draw some general con-
clusions, if it continues.

Mr. Hewrrr. We will have data from the regular survey available
shortly after the first of March for this week, which is the regular
survey week.

Representative Borrixg. If the gentleman will yield, I think what
it amounts to is that the regular survey, by coincidence, is going to get
it to us faster than a special survey could at this moment in time;
if we had been able to have the special survey last week, that would
have been something else.

Representative Lone. My question, Mr. Chairman, is whether or not
the general survey that comes with the month-to-month variance that
we have seen recently is going to be able to adequately distinguish how
much of the variance was caused by extreme weather conditions. That
seems to me to be important information that we really need.

Secretary MarsHaLL. Mr. Long, we tried to estimate this in, as you
say, a rough and ready way, in a general way, with daily telephone
surveys of unemployment due to adverse weather conditions and
energy shortages. We asked the specific question. We did it by region
and State, utilizing primarily the State employment security network
to find out the impact of both weather and energy shortages. We have
that by States. We have been doing it daily in order to give us the
kind of estimate that we needed to know when we might have to
respond with our disaster unemployment assistance program.

There are a lot of problems with that kind of survey, but it does
give us in a rough way the kind of information that you mentioned
here. :

Representative Loxc. Do you have any general conclusions drawn
or surveys from that that you would like to make available to us, Mr.
Marshall? '

Secretary MARSHALL. Yes, sir.

One conclusion is that it is very volatile. As the weather and energy
factors change markedly from day to day, the unemployment situation
changes. Our last estimate was, I believe, about 1.8 million unemployed
people. Do we have a later one?

Mr. HEwrrT. Yes, two later ones. It dropped from 1.8 million people
the next day to 1.2 million people. The last one as of the close of business
February 7, 1977, was about 933,000. '

Secretary Kreps. February 7——

Secretary MarsmarL. If you look at the figures from State to State
they would change markedly because of large layoffs in particular
places like Ohio.

Representative Loxe. Mrs. Kreps

Secretary MarsmALL. We can make that available to you, if you
would like.
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Representative Loxe. Would you please, for the record? I think it
would be important.

[The surveys referred to follow :]
FEBRUARY 7, 1977.

EXECUTIVE SUMMARY, EMPLOYMENT AND TRAINING ADMINISTRATION, SPECIAL
ENERGY REPORT No. 4

DAILY REPORT TO THE WHITE HOUSE

Based on regional reports received February 4 (covering activities as of COB:
February 3), an estimated 1,816,806 individuals were unemployed due to ab-
normal weather conditions and fuel shortages. The sharp increase from the-
previous national estimate of 1,149,063 (Report No. 3) is due primarily to the
900,000 estimate provided by the State of Ohio. Previous estimates from this
State only covered individuals filing claims due to weather/energy factors. The
900,000 figure purports to be the best estimate of the State employment security
agency and the Governor’s office. Based on other data sources, we surmise that
the estimate is somewhat inflated and may be adjusted downward as more-
comprehensive information is received. In the initial returns from the special
ES-210/Energy Report (summarized below), Ohio reported 8,200 “initial claims™
and 3,900 “continuing weeks” for the week erding January 29. Statistics for
the week ending February 5 will be available later this week.

Two other States (Illinois and Michigan) continue to report estimates based
only on the number of unemployed filing claims due to the weather/energy
factors. These States seem to be in 2 somewhat better position in terms of plant
closings and layoffs but we presently lack sufficient hard data on which to-
develop our own estimates.

Region II reports that CETA prime sponsors in New York fear that compe-
tition with UI will impede enrollment into the CETA emergency jobs programs.
Chautauqua is experiencing difficulty in recruiting people for emergency PSE’
jobs, due to eligible applicants preferring to collect UI benefits. Several sponsors:
in the region have also raised the issue of enrollment policy in the emergency
PCS program, i.e., can they concentrate their enrollment efforts on those laid.
off due to weather/energy factors and who are ineligible for UI? Sponsors are
pointing out that many of those laid off who are eligible for UI have no interest
in these emergency jobs, because they expect to return to work within the month.

Sponsors also are beginning to raise questions about the possible extension
of the emergency jobs program beyond February 28 since the weather/energy”
problems are expected to continue beyond that date.

Pennsylvania reports increasing concern for flooding when the weather turns
warmer and both sponsors and the regional office are recommending that the
national office begin planning for increased funding needs for emergencies-
expected in the spring. Some preliminary work has already commenced regard-
ing such additional emergencies.

North Carolina reports a significant number of firms experiencing partial
layoffs and total closings for 1 to 2 weeks duration or have instituted on-a-week/
off-a-week work schedules. No indefinite closings have been reported. Similar
sporadic work schedules are being reported elsewhere. This makes daily estimat-
ing and intermediate range forecasting more difficult.

The rippling effects of plant shutdowns in the heavily impacted States are:
beginning to show up as far away as California. Plants in the less impacted
States are closing down for lack of parts because they have been told to curtail
further shipments until current inventories decrease and for other related rea-
sons, including depletion of their own alternative energy sources such as propane
gas. We can expect an acceleration of such disruptions nationally until weather
and energy conditions improve.

On February 4, the Washington Post reported that the three largest glass
fiber insulation manufacturers—accounting for 80 to 90 percent of the home
insulation market—cannot meet the demands of their customers because of a
lack of gas needed for the manufacturing process. Two major manufacturers
are operating far under capacity and one is operating slightly less than ca-
pacity but is taking no new customers because it already rationing supplies among
its established accounts. This situation has a direct impact on plans for winter-
ization projects in which our CETA prime sponsors and PSE hires are expected
to be heavily involved.
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ES~210/ENERGY REPORT

The first returns from this special weekly report, reinstituted late last month,
have been received and processed. Only 18 States were able to report for the
week ending January 29. All States should be reporting for the week ending
February 5.

The 18 States reported 29,625 “initial claims” (energy-related), 39,921 “con-
tinuing weeks” and 35,203 “recalls.” These States also estimated that as of the
time of the report’s submission, 887,975 individuals were unemployed because
of energy shortages. A variety of industries are being impacted including auto,
steel, textiles, apparel, glass, water transport, metal fabrication, furniture, fish-
ing, and food processing.

UNEMPLOYMENT ESTIMATES DUE TO ADVERSE WEATHER/ENERGY CONDITIONS, AS
or FEBRUARY 3, 19771

Regional Summary

Region I___ - - 3, 695
Region II 458, 637
Region III -- 230,988
Region IV 158, 000
Region V. 950, 020
Region VI e e e e e
Region VII 8, 666
Region VIII 5, 700
Region IX 1, 100
Region X ———

Total 1, 816, 806

Total Unemployed Workers Due to Adverse Weather/Energy Conditions, As of

February 3, 1977
Region 1:
Connecticut 408
Maine 0
Massachusetts 3,213
New Hampshire — 14
Rhode Island o
Vermont 60
Total 3, 695
Region 2:
New Jersey 38, 637
New York _— 420, 000
Puerto Rico ————
Virgin ISINAS - oo e m—mmemmm e
Total 458, 637
Region 3:
Delaware 2,781
District of Columbia 7
Maryland 15, 000
Penngylvania — 164, 000
Virginia - 14, 600
West Virginia 34, 600
Total 230, 988
Region 4:
Alabama 15, 000
Florida - 25, 000
Georgia 26, 000
Kentucky 60, 000
Mississippi 1, 400
North Carolina . 4,400

See footnotes at end of table.
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UNEMPLOYMENT ESTIMATES DUE T0 ADVERSE WEATHER/ENERGY CONDITIONS, AS
oF FEBRUARY 3, 1977 *—Continued

Total Unemployed Workers Due to Adverse Weather/Energy Conditions, As of
February 3, 1977—Contined
Region 4—Continued.

South Carolina 15, 000
Tennessee 11, 200
Total 158, 000
Region 5:
Iillinois 23,500
Indiana 44, 500
Michigan — 32,020
Minnesota 0
Ohio _ 900, 000
Wisconsin 0
Total 950, 020
Region 6:
Arkansas 0
Louisiana ... 0
New Mexico )
Oklahoma 0
Texas ]
Total 0
Region 7:
Iowa 0
Kansas 80
Missouri 8, 586
Nebraska 0
Total 8, 666
Region 8: . L
Colorado 33, 000
Montana ¢ 500
North Dakota ¢ 200
South Dakota 4500
Utah . ¢1. 000
Wyoming ~. *500
Total 5, 700
"Region 9:
Arizona 0
California — 1, 100
Hawaii 0
Nevada
Total 1,100
"Region 10:
Alaska 0
Idaho 0
Oregon 0
Washington 0
Total 0
Grand total 1, 816, 806

1 Estimates cover both insured and uninsured workers, except those for TIllinois and
"Michigan which cover only unemployed workers who have filed claims due to weather/
energy factors.

2 Unemployed due to drought conditions and lack of snow.

3 Unemployed workers who have filed claims due to weather/energy crisis.

¢ Unemployed due to drought and lack of snow.
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DAILY ENERGY REPORT—PART A
[Data as of COB, Feb. 3, 1977]

Estimate Special Estimate Special
of total problems of total problems
weather/ and/or actions weather/ andjor actions.
energy identified energy identified
refated (see pt. B 3 related (see pt. B
United States unemployment for details) United States unemployment for details)

Alabama. ... ......._.. 15, 000 Nevada. _..._._o....o...

Alaska. ... . 0 New Hampshire. ..._....._ 14

Arizona_ _. 0 New Jersey_ ... _ooeeo.-. 38,637 X

Arkansas. _ 0 New Mexico_ _.._._._....

California__ 1,100 New York___._._._._.__. 420,000 X

Colorado.. . 13,000 North Carolina__.__._.._.. , 400

Connecticut. . 408 North Dakota...........-- 1200

Delaware_. ... 2,781 (011 T, 900,000 X

District of Columbia. 7 Oklahoma. ... ....... 0

Florida. . _._..___ 25, 000 (11477, T 0

Georgia. _ 26, 000 Pennsylvania....__..._.._. 164,000 X

GUAM . .o e maeem Puerto RiCO. - oo oo oeeeceemaenmann

Hawaii_ . 0 Rhode Island_..._._._....

Idaho. .. 0 South Carolina. 15, 000

Illinois. . 2 3, 500 South Dakota_.. . _.._..._ 1500

Indiana _ 44, 500 Tennessee.. . . coccecac- 11, 200

fowa__._ 0 (2. R 0

Kansas._ \l;tah...t_ ______ 1], 0(6)8

Kentucky. _ 0, 000 ermon

Louisian)a'_. 6 Virginia.... - 14,600 X

Maine____. 0 Virgin bslands. oo cooooieieeoe o

Maryland. ... 15,000 X Washington.. .. 0 X

Massachusetts 3,213 West Virginia 34,600 X

Michigan. ... 22,020 Wisconsin_ .. 0

m@nqespta_ 0 Wyoming. __oooceemanen 1500

ississippi 1,400 T e

Missouripf. 8, 586 Total oo 1, 816, 806

Montana_. 1500

Nebraska . -coeoococooooo 0

1 Unemployed due to drought and [ack of snow.
2 Unemployed workers who have filed claims due to weather/energy crisis:

DaiLy Exerey RerorT (PART B)

STATE OF MARYLAND

1. Current estimate of weather/energy related unemployment (insured and'
uninsured). 15,000.

2. Description of urgent problem(s) identified by State agencies and/or re-
gional offices : High incidence of unemployment in the fishing industry and severe-
curtailment of construction projects along with factory shutdowns.

Mail delivery problems because of snow and ice cropping up in western Mary-
land and the Chesapeake Bay area. Garrett County and Smith Island are-
isolated. Major ice and snow problems and water main damages.

3. Summary of State and local agency actions in response to the identified
problems: The Baltimore CETA program sponsor is developing 680 jobs to-
handle the damage to city facilities. The Chesapeake Bay area was declared a
disaster area and special arrangements have been made to take claims by phone-
and other emergency means. Couriers and National Guard helicopters have been
used to obtain claims and deliver checks to claimants in isolated areas. Addi-
tional staff have been hired to expedite the claims loads.

4. Requests by State for Federal assistance to resolve or minimize the
problem (s) :

5. Departmental actions contemplated or taken:

STATE OF NEW JERSEY

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 38,637.

2. Description of urgent problem(s) identified by State agencies and/or re-
gional offices: The increasing Unemployment Insurance claims load and the-



332

resultant space and staff problems remain the State employment security agency’s
principal concern.

3. Summary of State and local agency actions in response to the identified
problems: The State agency has extended weekday and Saturday hours; waived
the maximum limit of working hours per quarter for intermittant claims takers;
and investigated the need for and availability of additional space. The Governor
has waived the “waiting week” requirement to expedite payment of benefits.
Three hotlines have been established for direct response to inquiries to keep
the public as informed as possible.

4. Requests by State for Federal assistance to resolve or minimize the prob-
lem(s) : The Commissioner of Labor has requested the Governor (and requests
Federal assistance in this regard) to seek emergency legislation which would
provide disaster unemployment assistance for the fuel crisis claims and for the
provision of Federal general funds to cover benefit costs being borne by the
States.

5. Departmental actions contemplated or taken: New Jersey’s needs for ad-
ditional unemployment insurance funds are being carefully considered.

STATE OF NEW YORK

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 420,000.

2. Description of urgent problem(s) identified by State agencies and/or
regional offices: Cessation and delay of mail is a new problem faced by the
State employment security agency. Space and staff shortages continue to be a
problem.

3. Summary of State and local agency actions in response to the identified
problems: The State agency is using employment service staff and space where
necessary to cope with increased claims load and have set up their own courier
service between central and local offices by special trucks. The Governor also
has waived the waiting week statewide for fuel shortage claims and in nine
counties for weather-related claims.

Approximately $1.8 million in emergency CETA funds has been allocated to
prime sponsors in New York. Employment Service and CETA sponsors partici-
pating in joint recruitment efforts. In Buffalo, those determined eligible will
be referred immediately to work areas. Other areas are following similar pro-
cedures. Emergency programs consist primarily of snow removal from roads,
airport runways, and fire hydrants, delivery of food, fuel and medical supplies,
and winterization of homes.

4. Requests by State for Federal assistance to resolve or minimize problem (s) :

5. Departmental actions contemplated or taken:

STATE OF OHIO

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 900,000.

2. Description of wurgent problem (s) identified by State agencies and/or
regional offices: Heavy accumulation of snow in some areas is creating hardships
and disrupting community services.

3. Summary of State and local agency actions in response to the identified
problems : Approximately 100 CETA program enrollees are assisting communities
in emergency snow removal operations; other enrollees are expected to join
in the same activity within a few days.

The State employment security agency is extending its hours of operation and
will be open on February 21 which is normally a State holiday.

4. Requests by State for Federal assistance to resolve or minimize problem(s) :

5. Departmental actions contemplated or taken:

STATE OF PENNSYLVANIA

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 164,000.

2. Description of urgent problem (s) identified by State agencies and/or
regional offices: Substantial problems reported with snow and ice removal,
breakdown of water and gas mains, and poor conditions of many dwellings.
Some families isolated in outlying areas. The State employment security agency
reports space problems as well as growing claims loads.
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Parts of the State are deeply concerned about flooding when the weather turns
“fvarmer.

3. Summary of State and local agency actions in response to the identified
problems : The State employment security agency has extended local office hours
.during evenings and weekends. Temporary offices have been established in four
localities. Seventy-five additional staff have been hired for claimstaking activi-
ties, some of whom were claimants themselves. The agency is considering a
courier service to expedite claims handling. The State Civil Defense unit is
planning for possible floods and the State employment security agency is keeping
abreast of the plans.

4. Requests by State for Federal assistance to resolve or minimize problem (s) :
The regional office is processing 18 requests for CETA Title I supplemental funds
to handle the emergencies. Thus far $1.4 million has been allocated to prime
sponsors in Pennsylvania.

5. Departmental actions contemplated or taken:

STATE OF VIRGINIA

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 14,600.

2. Description of urgent problem (s) identified by State agencies and/or
regional offices: Tangier and Chincoteaque Islands are isolated by the harsh
“weather.

The Flatwoods Job Corps Civilian Conservation Center may have to be
evacuated because of a lack of water due to ruptured and frozen water pipes.

Increasing claims loads in several areas of the State are creating space and
staffing problems.

3. Summary of State and local agency actions in response to the identified
problems: Local employment security agency staff were airlifted to both islands
to take claims on site. An armory and a community college are being used as tem-
porary claims offices and 25 additional claims takers were hired and overtime
is being utilized. Work Incentive (WIN) program staff are assisting with UI
«laims loads in Newport News.

4, Requests by State for Federal assistance to resolve or minimize problem(s) :

.5. Departmental actions contemplated or taken:

STATE OF WEST VIRGINIA

1. Current estimate of weather/energy related unemployment (insured and
-uninsured), 34,600.

2. Description of urgent problem(s) identified by State agencies and/or
‘regional offices: Heavy increase in claims loads and ice and snow removal are
reported as major problems.

3. Summary of State and local agency actions in response to the identified
problems: Temporary employees are being hired and an armory in Charleston
is being used as a claims office site.

CETA PSE program participants have been directed to assist in snow and ice
removal and emergency reports.

4, Requests by State for Federal assistance to resolve or minimize the
problem (s).

5. Departmental actions contemplated or taken.

FEBRUARY &, 1977.

EXECUTIVE SUMMARY, EMPLOYMENT AND TRAINING ADMINISTRATION,
Special ExereY ReporRT No. 5

DAILY REPORT TO THE WHITE HOUSE

Reports received on February 7, reflecting information as of COB February 4
(and, in some cases, through the weekend) added up to an estimated weather/
energy unemployment figure of 1,224,961. The primary factor accounting for the
drop from the previous estimate (1,316.808) was a substantial reduction and
Ohio’s estimate (from 900,000 to 464,000). Many of the 900,000 unemployed ap-
parently were idled by weather factors rather then energy shortages and are now
back at work. Also, a number of workers had been temporarily laid off while firms
converted to other fuel, e.g. oil and coal. With the completion of the conversion,
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the workers returned to work. Region IV reported that some South Georgia plants:
are successfully burning peanut hulls for fuel instead of gas.

New York, Pennsylvania, Kentucky, and West Virginia also reported sub-
stantial recalls as utilities companies were able to supply additional gas and’
State-imposed restrictions were relaxed somewhat. Additional recalls are ex-
pected in the next few days in Indiana, New York, New Jersey, Maryland, Mis-
souri, and elsewhere. A number of plants in Kentucky, Tennessee, and other-
States have reopened but are keeping thermostats in the work areas low to con-
serve energy.

Regions II, III, IV and V continue to bear the heaviest brunt of the layoffs,
with Ohio, New York, Pennsylvania, Indiana, Kentucky and New Jersey report-
ing the highest estimates. A comparison of the current estimates with those
immediately preceding show 13 States and D.C. lower, 9 higher, and 29 reporting-
the same figures.

State agencies receiving approval for supplemental CETA funds have moved
expeditiously to recruit and place new hires in critically needed jobs necessi-
tated by the emergency, such as freeing the ConRail system in the Buffalo area
so that food and other supplies can be transported. The Pittsburgh Job Corps
Center is providing auto maintenance for police vehicles to relieve the city’s.
regular maintenance staff tied up with snow removal and other road-clearing:
equipment.

Florida, recently approved for disaster relief, expects a substantial increase
in applications for DUA and other unemployment benefits within the next two-
weeks. Temporary offices have been opened in Central and South Florida and
staff trained to handle the projected needs.

ES-210/ENERGY REPORT

Revised figures were received for the week ending January 29. The revised
figures (22 States) show:

Initial claims 46, 336~
Continued weeks 37,128
Recalls 35, 203"
Estimated Total energy/related unemployment 387, 975

ADDITIONAL STATES DESIGNATED FOR AID

Several more States have been approved by the President for Federal assist-
ance under “disaster” and “emergency status” designations. Portions of the fol--
lowing States have recently received such designations:

DISASTER EMERGENCY STATUS
Florida Indiana
Maryland Michigan
New York New York
Virginia Ohio

Pennsylvania
Virginia

Disaster Unemployment Assistance (DUA) is available for eligible workers-
in counties designated as “disaster” areas but not for those localities in the
“emergency-status” designation. Current estimated cost for DUA for the four:
designated States is approximately $40 million.

STATE LEGISLATIVE ACTIVITIES

The N.Y. Times reports that State legislatures in New York, New Jersey, and
Connecticut have begun to consider various proposals to cope with the increasing
energy shortages. One of the more widely discussed proposals is the revamping
of building codes to encourage efforts to winterproof dwellings. Other State
legislatures are becoming increasingly interested in the general area of energy
conservation, a priority goal of the current Administration, The various activi-
ties relating to home improvements to conserve energy have implications for-
future training and job placement services provided by CETA sponsors and State-
employment security agencies.



“UNEMPLOYMENT ESTIMATES DUE T0 ADVERSE WEATHER/ENERGY COXDITIONS, AS OF

FEBRUARY 4, 1977

Regional summary
Region I

Region II

Region 1II
Region 1V

Region V.

Region VI

Region VII

Region VIII

Region IX

Region X

Total

3, 650
338, 543
204, 920
134, 200
514, 491

12, 000
8, 666
15,700
2,791
0

1, 224, 961

Total unemployed workers due to adverse weather/energy conditions,

as of February 4}, 1977
Regionl:
Connecticut

Maine

Massachusetts -

New Hampshire
Rhode Island

Vermont

Total

Region 2:

New Jersey

New York
Puerto Rico

Virgin Islands

Total

Region 3:
Delaware

District of Columbia
Maryland

Pennsylvania

Virginia

West Virginia

Total

Region 4:
Alabama

Florida

Georgia

Kentucky

Mississippi .

North Carolina

South Carolina

Tennessee - —

Total -

See footnote at end of table.

3,485
101

4

57

38,543
300, 000
0

0

338, 543

2,781
11

10, 000
147, 000

15,128
30, 000

12,100
25, 000
24, 500
45, 000

1, 400

4,400
15, 000

noann
u, OUU

134, 200

3, 650

204, 920
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UNEMPLOYMENT ESTIMATES DUE To ADVERSE WEATHER/ENERGY CONDITIONS, AS OF
FEBRUARY 4, 1977T—Continued

Total unemployed workers due to adverse weather/energy conditions, as of
February 4, 1977—Continued

Region 5:
Illinois 3,500
Indiana - 45, 400
Michigan 591
Minnegota 0
Ohio _ 464, 000:
Wisconsin 1, 000
Total 514, 491
Region 6: A
Arkansas 12, 000
Louisiana 0
New Mexico 0
Oklahoma 0
Texas 0
Total 12, 000
Region 7: ‘
Iowa - 0
Kansas 80
Missouri 8, 586"
Nebraska —_—— 0
Total 8, 666
Region 8:
Colorado 13,000
Montana 1500
North Dakota 1200:
South Dakota 1500
Utah _.___._ O - - 11,000
Wyoming 1500
Total 5, 700
Region9:
Arizona 0
California - 2,791
Hawaii 0
Nevada 0
Total - 2, 791
Region 10:
Alaska 0
Idaho 0
Oregon 0
‘Washington - 0
Total 0
Grant Total.___ 1, 224, 961

1 Unemployed due to drought and lack of snow.
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DAILY ENERGY REPORT—PART A
[Data as of COB, Feb. 4,1977]

Estimate Special Estimate Special
of total problems of total problems
weather/ andjor actions weather/ and/or actions
energy identified energy identified
X related (see pt. B . related (see pt. B
United States unemployment for details) United States unemployment for details)
12,100 Nebraska. . 0
0 Nevada.... 0
0 New Hampshire. 101
12, 000 New Jersey. . 38,543 X
3 New Mexico..
13,000 New York____ 300,000 X
3 North Carolina. . , 400
2,781 North Dakota._. 1 200
11 Ohio........ 464, 000
25,000 X Oklahoma. . 0
24, 500 Oregon.__... 0
________________ Pennsylvania_ 147,000 X
0 Puerto Rico. .. o iiiieeaiaaan
0 Rhode Island___ 4
3, 500 South Carolina. . 15, 000
45, 400 South Dakota. .. 1 500
0 Tennessee.__ 6, 800
80 Texas. ...
45, 000 Utah.____. 11,000
0 Vermont... 57
..... 0 Virginia........ 15,128 X
10, 000 Virgin fslands. .o iemeccceaaa
3,485 Washington_.._ 0
Michigan. ... 591 West Virginia_ 30,000
Minnesota. ... 0 Wisconsin.. 1,000
Mississippi 1,400 Wyoming. . 1500
Missouri.... 8, 586 Total.__. 1,224, 961
Montana......c..-- 1500
1 Unemployed due to drought and lack of snow,
STATE OF FLORIDA

1. Current estimate of weather/energy related unemployment (insured
and uninsured ). 25,000.

2. Description of urgent problem (s) identified by State agencies and/or re-
gional offices: The State employment security agency is anticipating a significant
increase in layoffs related to the citrus industry in the next 2 weeks. The agency
also is expecting substantial workloads as a consequence of the recent approval
by the President of Florida’s request for disaster designation.

3. Summary of State and local agency actions in response to the identified
problems: The State agency is gearing up those local offices expected to be
impacted by the projected layoffs and DUA claimants. A separate processing
office has been opened in Tallahassee to expedite the handling of DUA claims.
In addition, seven temporary offices have been opened in South Florida and they
started taking claims on February 3. Adequate staff was trained on February 1
and initial checks (for 2 weeks) will be delivered on February 14. Both Em-
ployment Service and Unemployment Compensation staff are operating from
an FDAA command post at Riviera Beach, Florida coordinating employment
security activities. Selected Employment Service offices are remaining open until
7:00 p.m. each day to provide needed employability services.

4, Requests by State for Federal assistance to resolve or minimize the
problem(s) :

5. Departmental actions contemplated or taken:
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STATE OF NEW JERSEY

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 38,543.

2. Description of urgent problem (s) identified by State agencies and/or re-
gional offices: Need for emergency assistance relating to the weather/energy
crisis.

3. Summary of State and local agency actions in response to the identified prob-
lems: Sixteen CETA sponsors have received approval of their plans for utiliza-
tion of the special allocations to hire publie service employees. An additional five
approvals are expected shortly. So far, the allotments authorized total $923,077.
Those sponsors who had been approved hoped to have persons working under
PSE on or before February 9.

4. Requests by State for Federal assistance to resolve or minimize the prob-
lem(s) :

5. Departmental actions contemplated or taken:

STATE OF NEW YORK

1. Current estimate of weather/energy related unemployment (insured and un-
insured). 300,000.

2. Description of urgent problem(s) identified by State agencies and/or re-
gional offices: Mass lay-offs in several upstate counties continue to plague the
agency with a constantly changing claims load.

3. Summary of State and local agency actions in response to the identified
problems: In three upstate districts—Buffalo, Rochester and Syracuse—the
local office workday Monday to Friday is 8:30 am to 9:00 pm and on Saturday
from 8:30 to 5:00 pm. Mass lay-offs are being handled at industry plants and
union halls. Emergency staff have shifted from Utica to Lowville in Essex County
because Watertown staff who normally service Lowville are still isolated.

Buffalo recruited workers for snow removal and repairs over the weekend,
and reports that approximately 1,000 people will be working as of today. Two
hundred of these participants will be working to free the Conrail system to
facilitate four transportation Erie County plans to use approximately $200,000
of its Title I (CETA funds to fill about 100 slots which remain unfilled after its
weekend recruitment.

4. Requests by State for Federal assistance to resolve or minimize the prob-
lem(s) :

5. Departmental actions contemplated or taken:

STATE OF PENNSYLVANIA

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 147,000.

2. Description of urgent problem (s) identified by State agencies and/or regional
offices: Pittsburgh police car maintenance is backlogged because city services
are being concentrated on servicing of snow removal trucks and equipment.

3. Summary of State and local agency actions in response to the identified
problems: Pittsburgh Job Corps Center is providing routine maintenance for
police vehicles during the current emergency.

4. Requests by State for Federal assistance to resolve or minimize the prob-
lem(s) :

5. Departmental actions contemplated or taken: To date, $1,458,479 Title I sup-
plemental funds have been allocated to CETA prime sponsors in the State for
emergency activities.

STATE OF VIRGINIA

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 15,128.

2. Description of urgent problem (s) identified by State agencies and/or regional
offices : Severe water main damage in Wise County Virginia has led to a decision
to evacuate all but a small number of Job Corps members at the Flatwoods Job
Corps Center. The town of Coeburn has been experiencing shortages which have
resulted in a lack of water for municipal buildings and many residences.

3. Summary of State and local agency actions in response to the identified prob-
lems: Corps members are being placed on administrative leave with pay and
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allowances. Charter buses will take a majority of Corps members to central points
near their homes from which they will travel with government paid transporta-
tion to their homes.

The State employment security agency is proposing legislation to waive the
waiting period for unemployment insurance benefits for energy/weather-related
claims.

4. Requests by State for Federal assistance to resolve or minimize the
problem(s) :

5. Departmental actions contemplated or taken:

FEBRUARY 14, 1977.

EXECUTIVE SUMMARY, EMPLOYMENT AND TRAINING ADMINISTRATION,
SpeciAL ENEreY REPORT No. 9

DAILY REPORT TO THE WHITE HOUSE

Unemployment due to weather and energy factors continued its downward
trend, with the latest estimates totaling 604,678—a decrease of about 78,000 from
the previous report. The decrease may be somewhat larger since several States,
including Pennsylvania, did not report new figures because offices were closed due
to State holidays. Pennsylvania had been reporting a steady decrease in un-
employment for the past week.

Ohio (with a reported estimate of 300,000), Pennsylvania, Indiana, Florida
and Georgia continue to rank among the hardest-hit States, with about 75 percent
of the national estimate coming from these five States. Kentucky, New Jersey,
and West Virginia, three other States with substantial unemployment, all reported
lower estimates as thousands returned to work.

Overall, Region IV (Atlanta) declined by almost 17,000 but only because of ma-
jor decreases in Kentucky and Tennessee. Four of the eight States in this South-
east region reported net increases as fresh layoffs outstripped recalls. The gas
situation is becoming critical in several of the Southern States. For example, in
Seottsboro, Ala. a rolling mill producing aluminum closed down as fuel ran out.
Textile plants and other industries in Georgia were forced to lay off additional
workers as they did not receive the amount of fuel they had expected.

DISASTER UNEMPLOYMENT ASSISTANCE

Thus far, portions of five States (Maryland, Virginia, Florida, New York and
New Jersey) have been declared major disaster areas, with other impacted
States seeking Presidential approval for such designations. The affected State
employment security agencies are taking emergency measures to expedite the
paymenit of DUA benefits to the thousands of claimants who have applied. The
latest reports provided FDAA show that approximately 37,500 DUA claims have
been filed in four States (no report for New Jersey). FDAA currently estimates
that approximately $55 million—$58 million may be paid out in DUA benefits
for the current crisis. If these expectations are realized, this will be the most
expensive period for DUA since the inception of the program in December 1969.
Up through this year approximately $57.5 million had been paid out to 236,000
claimants involved in a variety of natural disasters.

ES-210/ENERGY REPORT UPDATE

The week ending February 5 reflected a sharp jump in energy-related initial
claims. With only a few significant States (i.e., Michigan and Illinois) not report-
ing before the weekly deadline, 195,641 initial claims (excluding DUA) were
filed by workers impacted by energy storiages. These claims represented about
27 percent of all initial claims filed at local unemployment insurance offices
during the reporting week (exclusive of DUA).

In addition to the 195,641 energy-related initial claims, State agencies recorded
122,702 continuing claims and 87,812 recalls. At the same time, the agencigs
estimated total energy-related unemployment of 352,000 at the time of their

report.

92-625—T77—3
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UNEMPLOYMENT ESTIMATES DUE TO ADVERSE WEATHER/ENERGY CONDITIONS, AS

OF FEBRUARY 10, 1977

Regional summary

Region I 1,419
Region II 30, 900
Region III 104, 864
Region IV _ 107, 800
Region V 345, 892
Region VI 4,623
Region VII 1, 770
Region VIII - 1600
Region IX 6, 810
Region X 0
Total — 604, 678
1 Unemployment due to drought conditions and lack of snow.
Total unemployed workers due to adverse weather/energy conditions, as of
February 10, 1977
Region1:
Connecticut 442
Maine 92
Massachusetts _ 547
New Hampshire _ 236
Rhode Island 0
Vermont 102
Total - 1,419
Region 2:
New Jersey 20, 900
New York 10, 000
Puerto Rico - 0
Virgin Islands 0
Total 30, 900
Region 3:
Delaware - 5,385
District of Columbia - 12
Maryland 15,567
Pennsylvania 163, 000
Virginia 13, 000
West Virginia 17, 900
Total 104, 864
Region 4:
Alabama ——— 14,100
Florida 31, 000
Georgia 23, 000
Kentucky 20, 000
Mississippi 500
North Carolina 8, 500
South Carolina 8, 700
Tennessee 2, 000
Total 107, 800

See footnote at end of table.
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UNEMPLOYMENT ESTIMATES DUE To ADVERSE WEATHER/ENERGY CONDITIONS, AS

oF FEBRUARY 10, 1977—Continued

Total unemploymed workers due to adverse weather/energy conditions, as of

Region 5 :
Illinois

February 10, 1977—Continued

* 10, 685

Indiana

34, 800

Michigan

249

Minnesota

62

Ohio

Wisconsin

300, 0600
96

Total

Region 6:
Arkansas

-——— 345, 892

Louisiana

4,113
96

New Mexico

- 0

Oklahoma

Texas

122
292

Total

Region 7:
Iowa

-— 4,623

0

Kansas

0

Missouri

Nebraska

1,770
0

Total

Region 8:
Colorado

1,770

2500

Montana

North Dakota__

South Dakota

Utah

2100

‘Wyoming

2100

Total

Region 9:
Arizona

2600

California
Hawaii

0
6, 810
0

Nevada

Total

6, 810

Region 10:

Alaska
Idaho

Oregon

‘Washington

COoOOO

Total

[

Grand total

604, 678

1 State holiday. Figures are those of the preecding day (Feb.

2 Unemployed due to drought and lack of snow.

9,1977).
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DAILY ENERGY REPORT—PART A
[Data as of COB, Feb. 10, 1977]

Estimate Special Estimate Special
of total problems of total problems
weather/ and/or actions weather/ and/or actions
energy identified energy identified
related (see pt. B . related (see pt. B
United States unemployment for details) United States unemployment for details)
14,100 X Nebraska._.._..._.._.._. 0
0 Nevada___________. 0
0 New Hampshire. ... 236
4,113 New Jersey..._._.._ 20, 900
6,810 New Mexico._._.... 0
1500 New York_......__. 10,000 X
442 North Carolina. . _ 8, 500
5, 385 North Dakota__.__ 0
12 Ohio...oooooo. 300, 000
31, 000 Oklahoma.. 122
23,000 X Oregon..._....... 0
................ Pennsylvania_..._._ 263,000 X
0 Puerto Rico.._____. 0
0 Rhode Island______. 0
2 10, 685 South Carolina. .. 8,700
34, 800 South Dakota._.__ 0
g Tennessee....... 2,000
20, 000 1100
96 102
92 13, 000
25, 567 Virgin Islands._.___ 0
N 547 Washington__.__... 0
Michigan. .. oo ooeemaaaee 249 West Virginia._..... 17,900
Minnesota. .. ....._._-.-- 262 Wisconsin.......... 96
Mississippi_ocooeeeceaans 500 Wyoming.. .._.... 1100
MiSSOUM . oo e eemmcceaee 1,770 Grand total......... 604, 678
Montana_ ... cceooeooaoan 0

1 Unemployed due to drought and lack of snow.
2 State holiday. Figures are those of the preceding day (Feb. 19, 1977).

DarLy EnereYy REPORT (ParT B)
STATE OF ALABAMA

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 14,100.

2. Description of urgent problem(s) identified by State agencies and/or re-
gional offices: New layoffs reported in Scottsboro. A rolling mill plant that
produces aluminum is completely out of gas and has closed down.

3. Summary of State and local agency actions in response to the identified
problems : The State employment security agency is processing new claims for
unemployment insurance benefits as expeditiously as possible. The agency will
keep tabs on developments in this important plant.

4. Requests by State for Federal assistance to resolve or minimize the prob-
lem(s) :

5. Departmental actions contemplated or taken :

STATE OF GEORGIA

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 23,000.

2. Description of urgent problem (s) identified by State agencies and/or re-
gional offices: New layoffs reported as textile mills in some parts of the State
have not received the amount of fuel they expected.

3. Summary of State and local agency actions in response to the identified
problems: The State employment security agency is taking necessary steps to
expedite claimstaking relative to the new layoffs.

4. Requests by State for Federal assistance to resolve or minimize the
problem(s).

5. Departmental actions contemplated or taken:
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STATE OF NEW YORK

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 10,000.

2. Description of urgent problem (s) identified by State agencies and/or regional
offices : Some problems are being encountered by some CETA sponsors in imple-
menting the emergency jobs program. In other areas, the program seems fo be
operating smoothly.

3. Summary of State and local agency actions in response to the identified
problems: Schenectady is reporting recruitment problems and is planning to
advertise extensively in the media over the weekend. Orange County has 90
participants enrolled and on winterization jobs. Chautauqua has enrolled 339
and Niagara 300.

Syracuse city offices plan to operate on a 4-day (10 hours per day) work week
beginning Monday to conserve energy.

4. Requests by State for Federal assistance to resolve or minimize the
problem(s) :

5. Departmental actions contemplated or taken: As of February 10, $3,339,126
of emergency funds had been allocated to 16 CETA prime sponsors.

STATE OF PENNSYLVANIA

1. Current estimate of weather/energy related unemployment (insured and
uninsured). 63,000.

2. Description of urgent problem (s) identified by State agencies and/or regional
offices : Need for emergency manpower to assist with cleanup, repair, and other
emergency activities.

3. Summary of State and local agency actions in response to the identified
problems: To date, 1,014 individuals have been hired under the emergency
allocation of CETA funds. The new hires are working on a variety of jobs, some
of which have been previously reported.

4. Requests by State for Federal assistance to resolve or minimize the
problem (s) :

5. Departmental actions contemplated or taken:

Representative Loxe. Mrs. Kreps, since the weather has played
such an important part in the performance of our economy for the
past year, I would like to pursue it with you for just a moment and
I recognize you have not been in the position for very long, and may
not know the answers to these general questions. If you don’t, could
you have somebody get it for the record?

Is the weather service able to give us any predictions about the rest
of the winter? How far in advance can they predict? What can they
tell us?

Secretary Kreps. They have made some estimates, and those have
been published which run along the general line that the cold weather
would continue for another month. Now, that is an oversimplification
and the Weather Bureau would not like me to play weatherman—
weatherperson. [Laughter.]

So I would have to make available to you their specific reports.

I suppose that no prediction is more subject to debate than that one,
but yes, we do publish those projections for short. and somewhat longer
range periods. We would be glad to send those to you daily.

Representative Lona. Could I ask you to get some related informa-
tion while you are asking them to provide that?

Secretary Kreps. Yes.

Representative Lonec. One, it seems to me we might be a little penny
wise and pound foolish. Would an increased budget for the Weather
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Bureau improve—and if so to what degree—their ability to make
Tlong range weather predictions? Would you ask them that? The state
-of this art is something that I know very little about.

Second, relating to the cold weather in the Eastern part of the T7nited
‘States, a week and half ago I had an opportunity to be on the west
coast. Particularly in the rural areas, in the California and San Jeaquin
and some of those other valleys, and the Sierra Nevadas. It appears
to me the drought problem in that part of the country has really not
come anywhere near reaching what it is going to he when those
reservoirs start going dry. I understand in the past, they depended
upon the snowfall in order to replenish the reservoirs.

That is going to present us with a very, very difficult problem 6 or
8 months from now, just as we are in a very difficult situation because
of the weather in this part of the country now.

Secretary Kreps. Yes.

The Weather Bureau is acutely conscious of these threats and has
made some statements on this which I will send up to you immediately.
The threat of a drought is very much in their minds. There is also
some concern on their part with respect, as you know, to spring
flooding in other parts of the country.

All of these statements should be perhaps more widely disbursed
than they are. Going back to your question of budget, I really don’t
know that it is a budget constraint here. I would be glad to look into
that. but it may be simply that we are not doing a good enough job
of disseminating the weather reports.

[The following information was subsequently supplied for the
record :]

Twice each month, the National Oceanic and Atmospheric Administration’s
National Weather Service (formerly Weather Bureau) publishes 30-day out-
looks of departures from normal of average temperature and total precipitation
for the Northern Hemisphere. During the winter, the temperature outlooks also
are translated into expected ranges of heating degree days for major cities.
In addition, 3-month outlooks of departures from normal of average tempera-
ture over the United States are published at the beginning of March, June,
September, and December. The accuracy of the monthly and seasonal tempera-

ture outlooks presently is about 60 percent with the accuracy of monthly precipi-
tation outlooks less.

Several recent reports, e.g., A United States Climate Program by Domestic
Council Subcommittee on Climate Change, December 1974, and Understanding
Climatic Change, by the National Academy of Sciences, 1975, addresses the
complex problems of climate research, impact assessment, and prediction. These
reports point out that the science and technology have advanced to a level such
that tests should be made of the capability to develop improved predictions. Tt
is widely believed that some improvement is possible although the amount of
improvement is uncertain.

As a modest initiative, the fiscal year 1978 hudget now before the 95th Con-
gress includes a request for five people and $300.000 to hegin a climate diag-
nostics activity that would focus expertise from several NOAA components to
improve awareness and prediction of seasonal weather anomalies. Essential
first steps required for improvement in climate forecasts include exploration
of new applications of statistical analysis techniques, diagnostic case studies of
selected recent short-term climatic fluctuations, new studies of physical and sta-
tistical relationships between atmospheric and oceanic anomalies, and increased
use of satellite observational techniques. However, it is too soon in a research
enterprise of this nature to estimate the impact these activities will have on
forecast capabilities.

Representative Loxe. It is one of those things nobody gets very in-
terested in until it gets to be an extreme type of situation. I well recog-
nize your problems.
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Thank you very much.

Representative BorLuixe. Senator Javits.

Senator Javrrs. Thank you.

Mr. Chairman, I am sorry that I am late. We had a Republican con-
fe}“gnce this morning. I was trying to get an idea as to what has been
said.

I would like to turn to the Secretary of Labor first and esk him
about this hire program, which relates essentially to Vietnam veterans.

I notice you emphasize throughout your statement—I just had a
brief opportunity to run through it—the two points: One, the very
heavy impact of unemployment on the young; and, two, the need for
fitting the job situation to the private enterprise system.

For example, in your prepared statement, you say:

There would be increased emphasis on a broad range of job training efforts,
apprenticeship, on-the-job training, and institutional education.

Then you go into this hire program which ultimately you hope to
include nonveterans.

Now, the fact is that while I agree with you about our obligations
to the Vietnam veterans, I also feel that targeting respecting youth
is critically important because of the tremendous social impact of their
unemployment. We had a witness yesterday who was a vice president
of J. C. Penney Co. who told us that his company is kind of a typical
operation. He said he could use young people even if they were new to
the job market, provided that they could work out some contractual
arrangement by which the Government would pay the cost of their
training; but he did not want to break the minimum wage, which is
a big thing with me and with labor generally, as the Secretary knows.

Now, without challenging you, Mr. Secretary, because I think you
want exactly what I want, I would like you to give us some kind of a
perspective upon what could be relatively conflicting entities.

After all, the youth is included in the veterans aspect ; but then there
is a tremendous youth problem in the urban areas, as you know.

It is belaboring the obvious. The 40- to 50-percent unemployment in
very depressed areas of cities is an enormous problem of social waste,
of criminal activity. It is just ghastly.

Senator Humphrey’s youth bill and mine, and the youth bill put in
by Senators Domenici and Bellmon, which is more or less in the Re-
publican pattern, all seek to tie together education, training allow-
ances, and employment in the private sector.

You have come forward with a very big block of public service em-
ployment for the Vietnam veterans. The question I would like to put
to you is to try to put those things for us into perspective.

How should we legislate, bearing in mind that your objectives are
exactly the same as my objectives are? )

Secretary MarsHATL. First, I think that there is no confiict here.
Our initial approach was to target our programs on groups with spe-
cial needs. We see no conflict between having a veterans program
separate from a youth program, to give it more identity and to have
people who have common problems, common perceptions, and com-
mon experiences try to deal with others with similar backgrounds and
experiences. Even though the Vietnam era veterans are mostly young,
we have found that they are young people with special problems. If
you control for everything else other than age, the Vietnam era veteran
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has a problem, and that causes unemployment to be much greater
among that group.

This is true for the younger veterans. So we thought it important
to try to focus special attention to make it possible for Vietnam era
veterans to, in some sense, catch up with what they have lost.

I think one of the major differences between veterans of the Vietnam
war and nonveterans of that period is that a relatively small number
of people lost a sizable chunk of their lives and therefore came back
from the war behind large numbers of other people in similar circum-
stances. In World War IT, that was not the case. A whole generation
tended to lose for the most part that time. We did not come back out
of that war very much behind most other people, because most of us
were in similar circumstances; but these veterans came back not only
with that problem, but with other problems associated with the nature
of that war and the attitudes of people about it and about them.

We think that all of this warrants special treatment, special efforts
to try to examine that problem in some depth, to find out more than
we know about the problems involved. We need to have the outreach
component made up of veterans who understand that problem and
understand the difficulties that other veterans have faced in reentering
the labor market.

Now that doesn’t mean that because we have the veterans program,
that there is necessarily any conflict with the youth program. There
will be some overlap, to be sure, in all of these things. We also think it
is important to get the private sector involved in both of these pro-
grams. If we are to make long run improvements in the conditions of
vouths and veterans, we must do some things to provide linkages with
the private sector and get people into good training programs and
good jobs, which provide for upward mobility.

I think this is particularly critical for the youth program because
their working lives are mainly in front of them. Therefore, what
kinds of training, what kinds of work experiences they get early in
their working lives will determine how well they do for the rest of
their working careers.

Senator Javrrs. Well, Mr. Marshall, I put this up to you as against
the Vietnam life dislocation. I understand it verv well. T have served
here all through the Vietnam war and was in Vietnam myself many
times, at least four that I can remember.

You have a dislocation to millions of other Americans attributable
to the idleness of youth who are nonveterans. I would strongly com-
ment to you, sir, a balance between those programs. We owe it to the
Vietnam veteran as an individual; but with the idle vouth in the
urban ghettos, you are affecting the whole community multiplied
almost geometrically in terms of impact.

I would hope, sir, that you would work with us in a balance between
the two. I have no objection to the Vietnam situation. I shall work
with you all the way. I think equally, in equal numbers. That is the
thing that worries me. In equal numbers we have to target our situa-
tion to youth employment which is a dreadful social problem as well as
an economic problem and more than the personal problem which is
the case of the Vietnam veteran.

Secretary MarsHarL. I agree that dislocation and the needs of
special groups need to receive special treatment. There is a difference,
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of course, between the young people who are still in school and the
young people who dropped out. I think that the approach that you
take with those youngsters should be different. Each program needs
a different approach. Similarly, we have a rural youth problem that
we frequently tend to ignore because the rural poor are not as visible
as the urban poor. We think that the kinds of things that you should
do for young people in urban areas are not necessarily the same kinds
of things that you need to do for people in rural areas. We agree with
the need to target ; and the veterans’ program is a part of that target-
ing effort.

Actually, in our proposal, the youth program is a much larger pro-
gram than the veterans’ program.

Senator Javirs. May I make a suggestion, Mr. Marshall, while you
are before us, and not necessarily in the labor context.?

That you should now coordinate both with Secretary Kreps on the
EDA and with Secretary Califano on HEW, so that we may have
your expertise as to a program which will have in it the components of
education, training support, and a job.

I think that is where we have missed. There is no reason why with a
new administration we can’t get on the ball, even if it straddles three
departments, instead of waiting, you know, until the horse trading
starts. I really strongly urge you to do that. Try to bring to us the
benefit of your expertise for a program which ties in with all three.

I think you will find that to be the way we would like to go and
certainly the way our country ought to go.

Secretary MarsHarL. I agree with that. We think it is possible also to
tie into other departments like Agriculture, Interior, Transportation,
and HUD, where they have important things that need to be done
that could be done by the people who are unemployed. We have been
undertaking just such a coordination.

Senator Javrrs. Mr. Chairman, my time is up but may I ask Secre-
tary Kreps one question ?

Representative BoLring. Go right ahead.

Senator Javits. I am troubled a little bit, Secretary Kreps, and for-
give me, I have not analyzed your statement. I know that your predic-
tion as to growth says, “In the first half of 1977, real investment ex-
penditures are expected to increase very little but are expected to
accelerate sharply in the second half.”

Now, feeling as we do that there is tremendous underutilization of
our industrial plant, only about 80 percent, and feeling as we do that
we are falling alarmingly behind in the productivity field, would we
have a right to turn to you and say as we consider this economic stim-
ulus package, that we ought to consider whatever live option to the
rebate you suggest, perhaps even cutting rates, because I think this is
another one of the things that could help us enormously il we took a
specialized look at what will materially accelerate progress in those
areas?

Could you just answer that question, please ?

Secretary Kreps. I am not quite sure I understand the question. If it
goes to the heart of what we might do to stimulate business investment
in particular

Senator Javits. Right. And with a special crash effect for invest-
ment, just as we are spending according to President Carter $11 bil-
lion for what I think is a very transient shot in the arm, really.
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Secretary Kreps. Yes. Well, of course, it is our hope really that the
$11 billion tax rebate will stimulate consumer spending which is, in
our view, the quickest way to stimulate business spending in turn.
We have built the package around the proposition that business would
respond quickly to an increase in consumer spending.

Now, the relatively small part of the package directed precisely at
business investment was not larger because we thought in terms of the
total package. Obviously, there are alternatives. If the package is not
sufficiently stimulative, one could go, as you indicate, to tax cuts. One
could go to larger tax rebates. One could go to a larger percentage for
business investment rebates. One could increase the amount available
for payroll tax offsets and so on.

It is very difficult to tell how soon and how much the stimulation
will in turn stimulate business spending ; but it was our reasoned judg-
ment that in trying to go down the path between stimulation and
overstimulation, which might encourage inflation, that this was about
the right sized package.

Now, different things happen in very short periods of time. It looked
for a while as though the business upturn was better than we expected
it to be, and that was a plus. Then there is the offsetting question of
what the weather will do to that, and that is an offset in the other
direction.

I would think it unwise, however, on balance to fluctuate on a day-
to-day basis with an economic stimulus package, particularly with
reference to the weather, for example. I would much prefer to wait a
bit on that until we have some firmer data to decide whether in fact
we guessed too low. I am sure that I do not have to say among this
group that projections of the economic response to the stimulation are
best estimates, and they are not to be counted on down to the last
penny. One simply has to give the stimulants enough time to have
their impact and then change them if we guessed wrong.

Senator Javrrs. Thank you very much.

Representative BoLring. I have a number of questions that I don’t
want you to answer today, but I would like to have you answer in
writing, if possible, before the fifth of March. The reason for that
date is that we start putting our response to the President’s annual
Economic Report in print on the 10th of March.

I can give you the long form or the short form. What I would really
like is for each of you to comment on the point of the Lester Thurow
article that appeared in Newsweek the other day in which he indicates
that we have excused our slow rate of growth relative to the Western
European economies by saying that our competitors have benefited by
borrowing from our more advanced technology. ]

The implication is that their growth rates slowed to ours as their
economies caught up with ours, but this hasn’t happened. Most of the
Western European countries have or will soon catch up with us in
per capita GNP, yet their growth rates have not slowed.

He goes on to in effect say that while many in this country say that
the interference of Government with the economic process had im-
paired the ability of the economy to function, that at least from his
point of view, a study of the European economies would indicate that
the contrary was the case, that they had done better on growth and
better on a variety of other indicators, although there is a great deal
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more Government intervention there than there appears to be here.
I don’t want an answer now. I merely want to pose the question so
if you have any time in the next 25 days, you could give me some kind
of an answer as to your view of the arguments.

I have another one or two I consider long range. I don’t want
answers now. That is to raise specifically the question that Chairman
Greenspan did in his last appearance before the committee on the 19th
of January in connection with the President’s and the Council of
Economic Advisers’ report which for all practical purposes proposes
the notion that a 4-percent unemployment rate during the early 1960’s
is the equivalent of a 4.9-percent unemployment rate today.

Now even 25 days may be too short a time to try to answer that one,
but I would like to have an indication of your views on that; and I
don’t mean by that a scholarly study. I just mean sort of a reaction
that is a little bit more than off of the top of your head.

Then another one. Mr. Kendrick, the Commerce Department’s chief
economist, has estimated that the weather will cut the growth in GNP
during the first quarter by about $2.5 billion which will cut the growth
rate by 2 percentage joints from an estimated 6-percent growth at
an annual rate to about 4 percent. In addition, he estimated there
was about 1.25 million in additional employment at the peak which
will fall off to about 100,000 by March. I am not going to ask if you
agree with that. What I am going to ask is that we be informed how
these estimates were made in some detail.

I think you perhaps touched on another aspect of an attempt to
find out that kind of thing in a different context. .

I have a couple that are long range on the foreign economic aspects.
Direct investment in new plant and equipment in the United States
by foreign-owned businesses could help spur the new investment
needed to help strengthen the recovery. Is there room for a significant
increase in foreign investment in this country; and if there is, what
is the Commerce Department proposing to do to attract it? )

I am not even sure that that question is fair in 25 days, but I will
ask it anyway. . .

Then, I would like to have a report, of what Congress 1s doing to
stimulate the export of American goods; and finally, on that subject,
in the past the Commerce attachés in many of our foreign embassies
have had very little business experience. This is something T have run
into personally in a variety of contexts. Our businessmen abroad have
had very little help compared to the services that T understand are
provided to their Kuropean and Japanese competitors. I would won-
der if you were giving consideration to perhaps working with the
State Department to improve that. : .

Again, T don’t want an answer to that on the record. I am going to
have some short-range questions that will be very specific'that 1 want
answers for. Before I go to them, I will have another round from
other Members.

Senator Proxmire.

Senator Proxuire. I apologize for having to absent myself after I
arrived at the beginning of the hearing. We are having a caucus. I
want to thank both of you for excellent statements. I did have a chance
to read them during the caucus. [Laughter.]
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I would like to ask both of you to comment on what appears to me
to be a very serious omission in the administration’s proposed or so-
called stimulus program. I have asked other witnesses about this and
I am kind of a Johnny-one-note on it. That is the area of housing. As
you know, we have gone through a period of 3 years in which we have
Tallen far below any kind of estimate of the housing we need. We had
1.3 million housing starts in 1974; 1.1 in 1975; 1976, better, 1.6 or so.

In the last 3 months, 4 months of 1976 were somewhat more encour-
aging. This seems to me to be an area where we can have work in the
private sector, employ people who are unemployed in the construction
trades; minimum cost to the Federal Government, because much of
the cost is borne by the homeowner who would be buying the home to
provide a modest subsidy; yet there is no housing component at all.

The President did say in his economic statement on January 31 that
he thought that housing should be done on a long-term basis without
a—not using it for countercyclical purposes; something to that effect.
I think he is overlooking an awfully good thing, a good opportunity,
and a tremendous backlog of need for housing.

Mrs. Kreps. would you like to start off 2

Secretary Krees. I think the major reason we didn’t have a housing
component in this package was that we felt we needed a bit more time
to work with the new Secretary in developing a reasonable program
in this area. I would not like to foreclose the possibility of coming
back to Congress with a housing proposal. I think the only additional
fact one should cite here—and it certainly does not obviate the problem
you suggest—is that there has been, as you know, an upturn in housing
starts, up to 1.94 million in December.

I think that one swallow doesn’t make a spring, however, and we
can’t

Senator Proxyire. May I interrupt you on that point? Not only
does it not make a spring, but those housing starts were of a particular
kind. One thing, the cost of the houses were averaging around $50.-
000. For another thing, it was erratic geographically. It wasn’t
throughout the country, and not particularly in areas where either
vacancy rates were lower or where unemployment was high. It would
seem to me that by using the tandem plan and other programs that
are avatlable, $1.8 billion is right there waiting to be used, if the ad-
ministration simply says “Use it or lose it.” We did that in the past
and the money ran out within a week.

This is something that could get houses started in areas where
there is a need for housing, where there certainly is a need for jobs.

Secretary Krees. As I say, Senator, I would not like to foreclose the
possibility of moving in that direction, and I think that the adminis-
tration will be back to you on that issue.

Perhaps Mr. Marshall has something more.

Secretary Marsmaarr. Well, I have very little to add to that except
to say that I agree. We can use housing to provide jobs in the industry
with heavy unemployment. You can also use housing to promote eco-
nomic development in rural places where the need for rural housing
exists; and you could coordinate that development with the employ-
ment program. That, of course, is and will be done.

My undertsanding is that because of the thing that Secretary Kreps
has mentioned and because of the nced to work out a longer-range
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housing program, Secretary Harris didn’t want to make that a part
of the stimulus package.

Of course, as we get a housing program underway it will in fact
stimulate the economy.

. Senator Proxmre. Well, I hope we can have something forthcom-
Ing just as soon as possible. There just is no question that it is some-
thing for people who work in the private sector.

In your prepared statement, Secretary Marshall, you say “Gen-
erally, there is a consensus that without fiscal stimulus, unemploy-
ment will continue at unacceptably high levels.”

I agree with that personally but I wonder about that consensus.
We see people who disagree with that: Mr. Burns, a very wise and
able man; the Wall Street Journal, which has indicated in their edi-
torials they think no stimulus is needed now. When you say there is
a consensus, what do you mean? Can you give us a clearer picture of
how broad and deep that consensus is?

Secretary Marsuacr. I think it is fairly broad and deep. I don’t
i{no;v of any people who argue that unemployment is at an acceptable
evel.

Senator Proxmire. They don’t argue that. But they argue its is
recovering. That 1976 was at the best since 1955 and if we leave the
economy alone, it will do better. I disagree with that as I say, but I
wonder how deep the consensus is.

Secretary Marsmarr. I think the consensus is fairly deep. If you
look at the statements by economists from a wide range of political
spectrums, there seems to be general agreement among most of them
that some level of stimulus is necessary and that the present rate of
growth will not be expected to reduce unemployment within an ac-
ceptable period of time.

By consensus, I would say the overwhelming economic evidence
supports the view that we ought to move faster to get unemployment
down. I noticed, for example, that members of the Council of Eco-
nomic Advisers under several previous administrations came to that
same conclusion as our own analysis of the problem.

Senator Proxmire. Well, as I say, I agree with that, except I go a
little further by feeling that the package probably is too small, too
weak. When you consider the argument made yesterday by the Comn-
mittee on Economic Development, the business organization, they say
that we ought to have a 6-percent growth in each of the next 2 years
in real terms. As I said last year, we had a 6.1-percent growth. It was
the biggest since 1955. There have been no 3 years, since the end of
World War II, when we had a 3-year growth that is as big as the
CED said we ought to have now where the President and everybody
would like to see us, except during the Korean war years, 1950, 1951,
and 1952. To argue that we can take this—what seems to be a rather
weak and small package in relationship to the 1.8 trillion economy
we have—gross national product we have, and do it with a—just a
small impetus doesn’t seem to me to be very logical.

You, I think, said something about that.

Secretary Marsmarr. Yes. There is less consensus on the second

oint.
P Senator Proxnrire. You said you left the consensus?
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Secretary MarsmaLL. There is less consensus on the stimulus that
you need, than on the fact that you need stimulus.

My own view was that, in the jobs and training programs, I would
like to have been able to have done much more. I think that is an
area where we could have brought unemployment, down much faster;
but once we went through the planning process and tried to figure
out what we could do prudently and effectively, we came up with what
we thought we could do.

Senator Proxmire. I noticed that in your prepared statement, you
seem to feel the limits on what we can do, and the limits on what we
can do prudently in the spending program. I agree with that whole-
heartedly. However, it seems to me we could substantiate a larger—
a tax reduction, tax rebate, whatever, where you don’t have to worry
in the same way about doing it in a way that 1s orderly and in a way
that permits the program to proceed without wasting money you
spend.

Secretary Marsuarr. You can’t be sure the tax reduction won’t be
wasted. One problem I have with the tax cut is that that is a very
expensive way to bring unemployment down.

Senator Proxumire. It seems to me we should have the wisdom to
devise—with the tax revenues we have—to devise a tax system that
would stimulate the economy without wasting money, if we could
get another $10 billion or more perhaps in this package. You don’t
think we could ?

Secretary MarsgaLL. Well, no; I don’t really know what we can
do with the tax component of it. I paid much less attention to that.
My objective was to try to reduce the part of the package that went
to taxes as much as possible and make the public-service and jobs
component as large as possible. I felt, and had the evidence to indicate,
that, relatively, public service employment would reduce unemploy-
ment at lower cost and more efficiency than the tax cut. Now, what
the overall level of stimulus ought to be—we figured once we got it
together, this was about right.

Senator Proxmire. What kind of growth do you expect in each
of the next 2 years, in 1977 and in 1978¢ )

Secretary MarsaALL. What we are hoping for is about—what? Six
percent ? But it may be somewhat less.

Senator Proxmrre. In each of the next 2 years?

What do you project that would do to unemployment ?

Secretary Marsuarr. Well, we would like to get it down to 6.5 per-
cent ; but it would be between 6.5 and 7 percent.

Senator ProxiIre. 6.5 percent by the end of——

Secretary MarsHALL. Of 1977.

Senator Proxyre. What by the end of 1978%

Secretary MarsmarL. Well, we want to get it down, of course, as
far as we can. I don’t know what it would be then. I am really leery
of the projections that we make. Our objective is to try to use the
resources we have to get it down as far as possible.

Senator Proxmire. To what? )

Secretary MarsgaLL. As far as we can. We can do that by taking
.certain measures to make the programs more labor-intensive and
less capital-intensive. We hope to be able to move it as low as possible.
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zVe have some specific projections on how far down we expect it
0 go.

_ Secretary Kgeps. Everyone is in the projection business. I think
it is unwise—or not very useful—to speculate beyond two or three
quarters.

Senator Proxmire. To what ?

Secretary Kreps. I don’t think it is very useful to speculate on what
the gross national product will be beyond a very short period of
time.

Senator Proxmire. Well, it is hard to do it. I think it is extremely
useful to us. It suggests what kind of policies we should follow. If we
do not know or have some notion of what 6-percent growth is likely
to do to unemployment, what it is likely to do for inflation, it seems
to me we are unlikely to adopt the right kind of policies. It may be
that 6-percent growth is too much; maybe it is too little. You see, this
should be, it seems to me, to be spelled out the best that you can.
I know you have to guess. But nobody is going to hold you to it.

Secretary Kreps. The difficulty, sir, is not translating a 6-percent
growth rafe into a percentage rate reduction in unemployment. We
can do that, What I find difficult is to project the 6 percent growth
rate in the first place and, in effect, promise that any particular package
will produce that. If I could just back up for a minute on your earlier
questions to Mr. Marshall, actually Ray and I have some small
differences of view here, which is not unusual among economists, as
you know.

T think that I would lean rather more heavily on tax stimulus
than he would. T agree completely that there is a limit to how fast we
could create jobs either in the public service area or through public
works; but my own preference would be that if we want to go to a
larger stimulus package, we should do it via taxes.

Secretary MarsmaLL. Let me say I don’t agree with that. That is
what we did. The main rationale, 1t seems to me, for the tax package
is that once we concluded we could not get as much stimulus as we
needed through the direct job programs, then we needed to have more
stimulus. Tt seems to me on that basis the tax component is justified.

Senator Proxmre. My time is up, but I would like to see us move
along on a reasonable kind of a goal. You say 6.5, 7 percent by the end
of 1977.

Secretary MarsHALL. Maybe 6.

Senator Proxyrre. I would like to have that down to 6.5 by the
end of 1978. You haven’t said that. That is my figure. If we should
have a figure like that, then if we don’t move that way, then it seems
to me it would be a signal to the Congress and the President that we
ought to consider at least additional stimulus.

Secretary MarsHATL. We had in mind all along that we would
monitor the process. If we didn’t seem to be on track, that then we
would do additional things. . .

Representative Borrine. At that point, we will pause.

T am going to recognize Senator Javits. )

Senator Javits. Mr. Chairman, I will take exactly 5 minutes.

Mrs. Kreps, if I may have your attention, we are interested in the
figures on capacity utilization in American business. You are very
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new at the job. I am not expecting miracles, but if you are prepared
to answer, please do. We are very concerned about the accuracy of
those figures. They are very important. I have used them. Lots of other
people have used them.

Let me give you what is troublesome. Apparently there is a con-
siderable difference between the Department of Commerce’s index
from your Bureau of Economic Analysis and the Federal Reserve
index. Your Bureau of Economic Analysis says that the ratio of the
utilization fell by 11 percentage points from the first quarter of 1973
to the first quarter of 1975; and that it has risen only 5 percentage
points since ; less than half.

On the other hand, the Federal Reserve index of capacity utilization
which fell by 16 points from 1973 to 1975 has already risen by 10
points since the first quarter of 1975; to wit, by two-thirds.

That is a quantum difference and could very materially affect many
of our considerations. So as I say, I am not trying to press you for an
answer now, but could you look into that for us in order to see two
things: One, what is the situation on the seeming difference in rate of
recovery ; and second, what is an optimum utilization of our capacity?

For example, we had a rate—a peacetime rate of 88 percent in 1973.
On the other hand we had a wartime rate of 92 percent in 1966. So the
question : give us an optimum and also account, if you can, for appar-
ent disparity in the rate of recovery.

Secretary Kreps. Yes. Thank you, Senator, I would like to respond
for the record later when I have had a chance to check these for
definitional differences. I will be glad to provide that for the record.

Senator Javits. I ask unanimous consent that that be included in the
record.

Representative Borring. Without objection, so ordered.

[The information referred to follows:]

I. DIFFERENCES BETWEEN BEA AND FRB MEASURES OF MANUFACTURING
CAPACITY UTILIZATION

Both the Bureau of Economic Analysis and the Federal Reserve Board develop
and publish estimates of capacity utilization in manufacturing. Despite im-
portant differences in the methods used to develop these statistics, they are
remarkably similar in the story they tell. Both series indicate that in September
1976 (the latest date for which comparable statistics are available), capacity
utilization in manufacturing averaged about 80 percent. Moreover, during the
entire period 1968-1975 the average for both series was identical—82.4 percent.
Despite these similarities, however, as Senator Javits has pointed out, the two
series peaked at 86 percent in June 1973 and reached a cyclical low of 75 percent
the recent contraction in economic activity, the FRB series on manufacturing
capacity utilization dropped 18 points, from a cyclical peak of 88 percent in
June and July 1973 to a cyclical trough of 70 percent in March 1975. The BEA
series peaked at'86 percent in June 1973 and reached a cyclical low of 75 percent
in March 1975—a @rop of only 11 points.®

1 Although the BEA series on the utilization of manufacturing capacity, introduced in
the July 1974 issue of the Survey of Current Business, presented estimates starting with
December 1965, estimates for 1966 and 1967 are available only for June and December.
Starting in 1968, estimates are available covering four months of each year, March, June,
September, and December. For this reason, the comparison of the two sets of statistics is
confined to the period starting in 1968. .

21In the questioning of Secretary Kreps, Senator Javits referred to a 16 point drop in
the FRB serles as compared to an 11 point drop of the BEA series. These comparisons are
not strictly valid, however, because they relate to somewhat different time periods. The
FRB data on manufacturing capacity utilization represent quarterly averages of monthly
data, while the BEA series relates to a single month in each quarter; i.e., March, June,
September, and December. The comparisons shown here, utilize FRB monthly data rather
than the quarterly averages utilized by Senator Javits.
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Although some of this difference may be related to statistical error, it is be-
lieved that the major causes of the discrepancy relate to basic differences in
methods of data coliection and computation and to the concepts of capacity im-
plicit in the estimates. The FRB derives manufacturing capacity utilization
rates by dividing estimates of production by estimates of capacity. The BEA
bases its measures on a survey of 3,000 manufacturing companies that are asked
to report “at what percentage of manufacturing capacity did your company op-
erate in._____ ” (month and year specified). Each method of collection, and
hence each statistical series, has its own weaknesses and strengths ; however, our
knowledge of what is going on in the economy is strengthened, rather than
weakened, by having both sets of data available.

‘While the analysis which follows below highlights possible reasons for dif-
ferences between the FRE and BEA measures of manufacturing capacity utiliza-
tion, more definitive answers require an extensive research effort. BEA and
FRB are embarking on an informal, cooperative effort to do this. Based on a
preliminary review, however, the following observations seem appropriate.

Recent revisions in the FRB series have greatly improved the reliability of
this measure of manufacturing capacity utilization ; however, as we see it a con-
tinuing problem with the FRB series relates to the weaknesses of the data base
available for constructing time series on capacity by industry. Moreover, addi-
tional difficulties may derive from the fact that the capacity measures and the
production measures (which are divided so as ito obtain utilization rates) do not
come from the same sources and may thus present problems of consistency of
coverage and classification.

The Federal Reserve Board utilizes three basic data sources to develop indexes
of capacity for individual groups of manufacturing industries: 3 (1) periodic
measures of the book value of gross capital stock by industry available from the
Bureau of the Census; (2) information on the current dollar value of business
fixed investment by industry available from the Bureau of the Census and ithe
Bureau of Economic Analysis’ survey of plant and equipment expenditures; and
(3) indexes of capacity and capacity utilization rates available from McGraw-
Hill. Much of this information is available only annually ; moreover, difficulties
arise because the basie reporting units for the various sets of data are not always
comparable. Thus the production, investment, and gross capital stock data from
the Bureau of the Census relate to manufacturing establishments, while the
information on investment, capacity, and capacity utilization from BEA and
McGraw-Hill, relate 40 manufacturing companies. This can be a serious problem
in some industries as, for example, petroleum refining, where companies engage
in substantial mining, tramsportation, and distribution activities in addition to
their major activity of manufacturing refined petroleum products.t

Difficulties noted above may lead to estimation errors in the FRB measures
of capacity utilization. This would be particularly true at the detailed level of
industry estimates but would, however, tend to cancel out at the overall level
of total manufacturing.

Although the BEA series is not subject to the same data problems as the FRB
series, it may nevertheless be subject to measurement error. The BEA series is
not derived from any precise measures of output and capacity, but rather de-
pends on utilization rates reported directly by companies. These company
reports in themselves may not derive from actual numbers on manufacturing
capacity and output, but rather may represent the corporate respondent’s “best
judgement.” Moreover, the BEA survey may be subject to unknown sampling
error.’ It was estimated that the respondents in the reporting panel accounted
for about 75 percent of gross depreciable assets held by manufacturers in 1969.
(A more recent estimate of this coverage ratio is not available.) However, this
coverage ratio varies by industry and by company size class with better coverage
in industries characterized by primarily large cuwmpanies.

The problems and differences in procedures described above undoubtedly are
responsible for quarter-to-quarter difference in the two governmental measures

3The procedures used by the FRB are quite technical and complex and of necessitv the
description presented here is quite brief. For a more complete description of the FRB pro-
cedures, see the Federal Reserve Bulletin, November 1976, pp. §92-905.

i The BEA information used for its estimates of manufacturing capacity utilization
relates only to the manufacturing activities of manufacturing companies, its information
on investment, however, relates to all activities of these companies.

5 The procedures used by BEA to combine company reports into universe estimates are
designed to minimize sampling errors and bias, but the actual size of these errors is not
known. See technical notes to the article, “The Utilization of Manufacturing Capacity,
1965-1973” in the July 1974 Survey of Current Buginess.

92-625—T77——4%
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of manufacturing capacity utilization. However, as already noted, over a long
period of time, and particularly at the aggregate manufacturing level, these
differences should tend to cancel out. A special set of factors, however, may help
to explain the systematic differences between the two series in the degree of
cyclical sensitivity of manufacturing capacity utilization rates.

The FRB procedures for estimating capacity imply continually growing ca-
pacity and do not allow for the possibility of cyclical declines in capacity as a
result of bankrupteies or closings of costly, obsolete or environmentally damaging
facilities. Moreover, they also do not provide for cyclical variations in the rela-
tionship between the growth of investment and the growth of capacity. It is
quite likely that businessmen alter the mix of investment as between replacement
and expansion according to the phase of the business cycle. Thus, in periods
of economic expansion and strong demand a larger share of new investment
may go for expanding facilities than for replacing outmoded facilities, while
in periods of contraction of demand the reverse would be true. Thus, the FRB
measures may tend to underestimate capacity somewhat at peaks and may
considerably overestimate capacity at troughs. This possible bias in estimating
capacity levels would result in an overestimate of utilization rates at peaks
and an underestimate at troughs, thus exaggerating the sensitivity of capacity
utilization rates to cyclical fluctations in demand.

The BEA estimates, on the other hand, may understate cyclical fluctuations
because manufacturers’ definitions of “existing” capacity may vary with the busi-
ness cycle. In periods of peak demand, high cost facilities that are infrequently
used may be considered as part of capacity, while in periods of slack demand
they may be excluded. Moreover, facilities which are temporarily shut down
during recessions beacuse of inadequate demand may not be considered as part
of capacity. Any such tendencies to vary the definition of capacity with the
business cycle would tend to reduce the cyclical amplitudes of the utilization
rates. A comparison of BEA and unpublished FRB data on manufacturing
capacity utilization rates by industry indicates that the tendency for the FRB
data to show greater cyclical fluctuations than the BEA data is prevalent for
most industries.

II. OPTIMAL UTILIZATION RATES

The question of what is an optimal capacity utilization rate is a difficult one
to answer, particularly if one attempts to specify a single overall rate for manu-
facturing which would apply to all time periods. Some guidance as to the
optimal level of capacity utilization can be obtained by looking at the rates
actually achieved in the past at various cyclical or wartime peak periods. How-
ever, such comparisons are of limited value since these overall manufacturing
rates disguise a wide dispersion in the operating rates for individual industries
and companies. For example, while the overall manufacturing utilization rate
peaked at 86 in June 1973, according to the BEA statistics, the rate for individual
industry subgroups ranged from levels of 107 percent in the motor vehicle
@ngusgy ® and 97 percent in the petroleum indusrty to 70 percent in the aircraft
industry.

Perhaps a better indication of optimal utilization rates can be obtained by
reference to the preferred operating rates reported by companies in the BEA
survey. As part of the BEA capacity utilization survey, respondents are asked
to report “at what percentage of manufacturing capacity would your company
have preferred to operate in order to achieve maximum profits or other objec-
tives?” Although the rate varies somewhat by industry (ranging from a high
9f over 100 percent in the motor vehicle industry to a low of about 90 percent
in the food and beverage industry) and by company-size class, the overall rate
for manufacturing has been remarkably stable over time—never varying from
the 94 to 95 percent range. This fact, however, should not be interpreted as
indicating that a 95 percent rate can or will be achieved in all periods of peak
den_land. For if all companies and industries simultaneously attempted to increase
their capacity utilization rates to the preferred levels, raw material, labor or
other shortages could present obstacles to the achievement of this goal.

¢ This operating rate 1n excess of 100 percent may at first Seem surprising. However, be-
cause capacity output in the BEA survey is defined as the volume of output that could be
produced given existing plant and equipment and given the company’s standard number
of shifts and use of overtime, it {8 quite possible for companies to exceed “normal” capacity
glq;'ixgiepeak periods of demand by using overiime and extra shifts in excess of usual
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Senator Javirs. Just one other point. Again, because you are new,
no pressing for an answer. I do hope you give us the philosophy of
this administration on the subject.

General Motors reported the other day a $2.9 billion profit for 1976.
That immediately is a scare word for the American people. My God,
$2.9 billion in profits, notwithstanding that we owe $700 billion and
our national product is $1,750 billion—what do you do with such
profits is the question. It immediately becomes the subject of
demagoguery.

Yet, business complains—and this is almost universal in business,

that the disappointing performance in keying up the productivity of
American business, and in modernizing the American industrial plant,
which gravely threatens to become obsolete is a result of inadequate
cash flow, and that means inadequate profits. Even this great industrial
power is in many areas behind the Germans, the French, the Japanese,
even the British and many other countries in the modernizing and
productivity of various branches of industry. Could we have some
questions or philosophy on that. Is it the Government’s duty to an-
nounce a policy which makes clear to the people what such a large
profit means to the economy and what it means to our economic future ?

T ask unanimous consent that the article on GM’s profits from the
New York Times of February 8 be included in the record.

Representative BoLLine. Without objection, so ordered.

[The article referred to follows:]

[From the New York Times, Feb. 8, 19771
$2.9 BILLION PROFIT AT GENERAL MOTORS IN 1976 SET RECORD

Earnings of $797 Million in Fourth Quarter a New High—Sales for Year
Climbed 32%

By Reginald Stuart
Special to The New York Times

DETROIT, Feb. 7—The General Motors Corporation, the nation’s leading
domestic automobile manufacturer, reported today fourth-quarter and full-year
sales and profits that were the highest in the company’s history.

Profits for the fourth quarter were $797 million or $2.77 a share, on sales
revenues of $13 billion, 29 percent higher than 1975 fourth-quarter profits of
$618 million, or $2.14 a share, on sales of $10.5 billion.

For the year, one in which the corporation introduced a new line of scaled
down big cars designed to deliver better mileage, G. M. reported profits of $2.9
billion, or $10.08 a share, a 132 percent increase. Sales of $47.2 billion were up
82 percent from the previous year. Earnings in 1975 were $1.2 billion, or $4.32 a
share, on sales of $§35.7 billion.

G.M. PROFITS SURPASS EXXON’S

Compared with other major United States corporations, General Motors’
earnings for the year surpassed those of the Exxon Corporation, the nation’s
largest corporation based on sales. And while G.M.’s sales were higher than those
of the American Telephone and Telegraph Company, the principal telephone
utility in the nation, its earnings were lower than A.T.&T.s.

For the year 1976 Exxon, a leader in the petrochemicals industry, reported
profits of $2.6 billion on sales of $52.7 billion. A.T.&T. reported profits of $3.8
billion on sales of $32.5 billion. Both companies are based in New York City.

General Motors is the first of the big three automakers to report its results
for the year 1976.
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Net income as a percent of sales in 1976 increased to 6.2 percent last year,
compared with 3.5 percent in 1975, but was below the 6.7 percent the company

reported in 1973.
“OPERATING EFFICIENCIES” CITED

According to the company’s earnings statement, much of the past year's
increase in profits compared with the record 1973 resulted from “improved
operating efficiencies” through continuing cost reduction programs. “These
measures,” the statement said, “more than offset increased economic costs not
recovered in price and the effect of slightly lower unit volume.”

In 1976, General Motors sold 8.57 million cars and trucks worldwide. But in
1973, the company sold 8.68 million.

Company employment, still reflecting some signs of the deep slump it experi-
enced in the months immediately following the 1973 Arab oil embargo, was
748,000 last year compared to 811,000 in 1973.

At their regular meeting today, G.M. directors declared a quarterly dividend
of 85 cents a share.

Meanwhile, the company reported that under its incentive program for salaried
employees of the giant automobile company, some 139.7 million will be divided
among approximately 6,500 employees of the company, reflecting the improved
financial condition of the company and their role in making it so. This compares
with $112.8 million in incentive pay in 1973, the best year prior to this one.

General Motors makes the Chevrolet, Pontiac, Buick, Oldsmobile and GMC
line of cars and trucks as well as automobile parts under the Delco and AC name
and appliances.

Also, at today’s meeting of the G.M.C. board of directors, two vice presidents
were elected.

Robert D. Burger, general sales manager of the Buick Motor Division, was
elected vice president of General Motors in charge of the marketing staff,
effective March 1. He will succeed Mack W. Worden, who is retiring April 1.

James G. Vorhes, general sales manager of the Pontiac Motor Division, was
elected vice president of the newly created Consumer Relations and Service
staff, effective March 1.

The new section is being established to improve manufacturer-customer rela-
tions, according to Thomas A. Murphy, General Motors chairman, at a time of
“heightened expectations” on the part of the consumer.

Secretary Kreps. Senator Javits, I recognize that you are asking
for a response for the record, but let me say quickly that I really don’t
know how to evaluate that $2 billion profit figure. I don’t know, first
of all, whether it is before or after taxes; I don’t know secondly what
it is—when you relate it to sales or equity, I don’t know what percent-
age it comes out to be. I don’t know what it has been in the past. I
think the question that you raise as to how those profits are related
to the corporation’s capacity to retool itself, to modernize, to increase
its productivity is the key question.

I would be glad to supply something for the record on that subject.

[The information referred to follows:]

Profits are the underlying motive force of the private sector of the economy. It
is the anticipation of a profit that induces a business firm to purchase the plant
and equipment and to hire the labor to offer a product to the marketplace. It is
the realization of a profit that induces the firm to expand its offers of employ-
ment and to replace and augment the plant and equipment that wear out.

Substantial increases in private investment are necessary if the unemployment
rate is to be reduced to a tolerable level. At the same time the increases in output
that this new plant and equipment will produce is necessary to achieve reason-
able price stability. Our short-run stratetgy is to increase consumer incomes
so that consumer spending will increase. With current levels of excess capacity
the increase in business sales resulting from higher consumer spending will be
readily translated into higher business profits. This combined with the incentiv~
of our proposed increase in the investment tax credit will lead to increases in
investment. Our longer run strategy will be articulated in part by our plan for
permanent reform of the tax system. This will insure that businesses have the
incentives to undertake the investment that will bring the economy back toward
full employment.
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Senator Javrrs. Thank you very much. It’s not that I am trying to
draw a brief for anybody. My own feelings and views on that are too
well known. I really think it 1s time to put it in focus for the benefit of
our people. After all, we all seem to agree that if there is going to be
major reemployment, if there is going to be a major increase in the
Eroductivity, if there is going to be greater economic activity, it all

inges on the private sector. The private sector comes around to us and
says you politicians, demagog every time you see a big figure, and hence
you destroy in the public mind a perspective on what business means,
how it operates, and how it can perform.

I think it is our duty, and I welcome it, in your job and Ray Mar-
shall’s job and the other jobs in the Cabinet. Again, I said this before.
1t’s like Eisenhower settling the Korean war. Nobody could accuse him
of being pro-Communist, not even Joe McCarthy. I think it’s a great
opportunity for a liberal administration to put in focus this whole
question. I hope very much to pursue it with all of you so that we may
have—give the American people the benefit of our best judgment.
What are profits? What do they mean? Does an absolute figure mean
anything. ?

Mrs. Kreps quite intelligently has spoken to that. How do we regard
it in the future? For example, is this a pretty important and large part
of any economic stimulus package ?

Thank you.

Representative BorLings. Congressman Moorhead.

Representative Moorueap. Thank you, Mr. Chairman.

In the first round of questioning I expressed some concern that maybe
the economic stimulus package wasn’t big enough in the beginning,
particularly in fiscal 1977. Now I would like to turn to the other side of
the coin, and that is will it be in the future inflationary; and both of
you have testified that it would not. I would presume that part of it is,
one, the rebate is a one-shot thing, will not recur; two, that the public
works program will phase out, the one we were discussing, the local
public works; and three, that the counter-cyclical has an automatic
reduction ; as unemployment goes down, there is an automatic termina-
tion date; and that, M. Secretary, to the extent that your programs of
CETA and the like are considered permanent, they would be designed
to increase productivity of workers and hence would not be inflation-
ary; and finally, however, there is the $6 billion of permanent tax cuts
which have the potential of inflationary impact.

Do you have any other reason that I can tell my people that this is not
going to rekindle the flames of inflation ¢

Secretary Kreps. Let me respond very quickly. I would think that
the best evidence would turn on the very small amount that $6 billion is
when related to the GNP or to the total budget or whatever. It is com-
parable to the question of profits. In comparison with the base with
which you work, it is simply too small to have an inflationary impact
of any significant magnitude.

Secretary MarsuarL. Well, I think an added factor is that there is
considerable slack in the economy, and therefore, as we expand. we
ought to be able to expand without putting upward pressure on prices
because we are increasing productivity, taking up that slack. I think
there is also slack in the sense that there are many ways that the econ-
omy could operate more efficiently. In many ways, parts of this pack-
age are very cost-effective to the Government, because the return to
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the Government is greater than the expenditure. In that sense, you
tend to increase output more than you increase the money supply. The
consequence of that is to be deflationary.

Representative MoormEAD. I would like to say that I join with Sena-
tor Javits in hoping there will be cooperation between your two de-
partments and others. One example of this, Madam Secretary, there
1s a provision in the basic law governing public works, the Public
Works and Economic Development Act, known as title 10. As I under-
stand it, this authorized small-scale public works in areas of high
unemployment; and these funds can be combined with funds from
title 6 of the CETA program or other title programs to develop tem-
porary work projects for the unemployed.

This is a separate program from the larger emergency public works
program which is being discussed as part of the stimulative program
and fills a somewhat different need. The only problem is that title 9
has never received an appropriation—$300 million has been authorized
but not appropriated; and the Ford budget doesn’t recommend any
funding.

Twobquestions, Do you think this program should be funded? And
will the President’s budget amendments include funding for this
program?

Secretary Kreps, Well, the local public works program, which, as
you say, has not been funded, would enable us to do certain thing of a
different kind from what the local public works program would do. We
would look upon that with favor. In terms of your initial point of co-
operation between departments, it would enable us further to do some
work with the Labor Department that we cannot now do.

I would like to bolster your points that we should combine efforts
on these things bv noting that T have argued against having written
into this local public works bill a provision for a youth program, not
because I didn’t believe that it was very important to have one, but
rather because I thought that it should be put in the Labor Department
rather than in the Commerce Department. I don’t know how that will
come out, but I am hopeful that it will be in Ray’s bailiwick and not
in mine.

Representative MooruEaD. We are getting copies made of that press
release from the Public Works Committee I referred to. I wanted to
give a copy to you, Madam Secretary. I think they have followed your
sugaestion and do not have a special youth program.

Madam Secretary, I am coming back to the distribution end of the
public works program. I am not trying to be parochial because there
actually were 10 or 12 cities that had high unemployment rates that
received no benefits. The previous administration said this was a
computer error.

You have the same machines down there. I hope that what I said
was that computers don’t make errors, people who feed information
into computers make errors; and I hope that you agree with my
analysis of how computers behave.

Secretary Kreps. Yes. Yes. [Laughter. ]

Representative MooraEAD. I would now like to close, Mr. Chairman,
quoting a letter to the Secretary of Commerce, a copy of which was
sent to me. It was from a very ardent Republican, a high officer of one
of the hig national corporations, headquartered in Pittsburgh. Just a
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portion of one paragraph which says—this is a man who seldom has
a kind word to say for Democrats—“Ever since I got word of the
possibility that President Carter would appoint you the Secretary of
Commerce, I couldn’t have been more pleased. I am so happy for the
country and for the new administration that you have seen fit to accept
the responsibility. You add real stature to what I believe is a fine
Cabinet.”

Thank you, Mr. Chairman.

Representative BoLring. Congressman Long.

Representative Loxc. Thank you, Mr. Chairman.

A question and perhaps a request of both of our outstanding
witnesses. Both of you know the recession of these last 2 years has hit
the northeastern part of the United States and also the north central
part substantially harder than it has the rest of the Nation.

One result of this, of course, was the growth in a very unusual way,
particularly for those of us from the South, of old northern tier States
and the sunbelt States’ argument relative to the distribution of Federal
spending.

The northern tier States argue that their higher unemployment was
due in a substantial degree to the proportion of Federal spending in
the sunbelt States. As you perhaps know, Madam Secretary, last No-
vember the Department of Commerce issued a report on that issue
called “A Myth in the Making: The Southern Economic Challenge
and Northern Economic Decline.”

This report evidently shows—without going into it in too much
detail—that the North has been losing industry to the South but that
the South’s growth is not at the expense of the northern tier of States.
In addition, 1t shows that both the North and the South receive a lower
share of Federal spending in most programs on a per capita basis than
other areas of the country do. This leaves the whole thing really as the
title of the paper your department issued—a Iittle bit of a myth, in my
opinion.

Certainly it, as a minimum, did not establish a case. I wondered
if either of you had an idea about this. I was going to request that if
you didn’t, that perhaps this matter should be explored a little further
and that perhaps a more detailed analysis of the problem was justified.

Secretary Kreps. We are beginning to work toward a White House
Conference on balanced growth, and in the course of preparations for
that Conference we will be examining a great many of the questions
which you have pinpointed here.

We are particularly concerned with the long-run economic move-
ments of peoples and industries, the extent to which this is a myth; and
we will be documenting, I think, the case that you put forward : That
the growth in the South is not necessarily or always at the expense of
industries elsewhere. 1t may be part of the overall economic growth,
but in any case, I would be glad to respond to your question in some
depth since we will be working in precisely that area in the coming
months.

Secretary MarsmarL. I have given some thought to that question,
Mr. Long.

Representative Loxg. I would suspect you have, Secretary Marshall.

Secretary MarsuaLL. I think you have to separate out several parts.
A lot of people pay particular attention to is the Federal expenditures
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part of the problem. I think once you do that it is very difficult to make
the case that Federal expenditures have been very significant in causing
industry to locate in the South relative to the rest of the country.

Representative Long. Would you say that again?

Secretary MarsnmaLL. I think it is difficult to demonstrate that Fed-
eral expenditures alone have had much to do with the growth of
industry in the South. What you will find if you break it down by
categories is that the funds have been expended pretty much for what
they were intended to be expended. Even though incomes have been
rising faster in the South than in the rest of the country, they are
still below the national average. We still have an inordinate proportion
of the Nation’s poor. Any poverty program you could think of would
allocate more resources to the South relatively than other areas.

I think it would be extremely unfortunate for us to get divisions
based upon this particular problem. It seems to me the reality is that
all sections of the country have problems, and serious problems. We
ought to try to get a better measurement of those problems. Many of
our problems in the South don’t get measured adequately. The unem-
ployment rate tends to understate our unemployment and overstate the
unemployment in an urbanized industrialized area. If you are a rural
area, much of the unemployment does not get counted.

The problem in rural areas often is not that you are not working.
It’s that you don’t get paid very much for what you do; and secondly,
that you are not working full-time. It would be very difficult to find
many {)eople in rural areas who aren’t doing any work, who are able
to work.

So it seems to me that we ought to have programs that are even-
handed whether they are designed to deal with poverty, or are designed
to deal with the problem of unemployment. There are heavy pockets of
unemployment in places with low overall unemployment rates and we
need, therefore, to have programs to get at that.

It seems to me that we really do need to do careful analysis and head
off the divisiveness that you are likely to get by concentrating on what
proportion of Federal expenditures goes into what regions.

The trouble with that, of course, is that you need to look at the
reasons they went there; and if it is because you have a higher propor-
tion of that target population, then it makes sense that that would be
the outcome that you get.

Representative Long. Well, you can well understand that we in the
South have long known the advantages of living there and have seen
the rest of the country getting exposed to it through national media
and television. They are starting to move there and now the rest of the
country is saying the South has to be penalized because of that. I hope
this is not allowed to go unchallenged. There is no question that you
can get to work substantially more days in the South than in the rest
of the country. Therefore, your production rates go up. There are also
a number of other factors involved, not counting the very personal
factors.

One other thing I am particularly pleased with is your statement
relating to the problems in rural areas. The fact is that special recog-
nition has to be given to those. You stated earlier that just because a
program works In a city with a high density of population is abso-
lutely no assurance that it is going to work in a sparsely populated
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rural area. What appears to be developing—people beginning to move
to rural areas, and a slowdown of the people moving to the inner cit-
ies—requires understanding to enable the rural areas to do perhaps
better planning for it. Your recognition of that problem ought to help
substantially in improving it.

I compliment you on it.

Secretary MarsaarL. Thank you.

Representative BoLLixg. Senator Percy.

Senator Percy. Thank you very much indeed, Mr. Chairman.

This is the first opportunity I have had to meet with the new Sec-
retary of Commerce. I have met privately with the Secretary of La-
bor. We have not had a chance to reason together in this forum. I cer-
tainly welcome the opening statements that you made about your
hopes for a long and fruitful relationship with this committee.

This is an exciting committee because 1t does call for a lot of ideas,
the chance to think aloud. T can assure you that we welcome you now.
We will welcome you in the future. We will lean heavily on you for
counsel and advice. We have a joint responsibility with respect to the
economy; and a tremendous responsibility to industry and labor and
to the Federal Government. We share, after all, 50-50 with most cor-
porations in their success or failures. We all want to see success. We
have different approaches, obviously, in this economic stimulus
package.

I don’t suppose there is unanimity totally and completely within
the executive branch. There won’t be in Congress. There are 535 in-
dividualists down here. There is no chief executive officer. The leader-
ship has no control over any one member. You can imagine the strug-
gle we are going to have. I think we must struggle earnestly toward
an objective and a goal.

How do we really get this economic income going in this country
and hopefully in Japan and Western Germany? We are all inter-
linked and prove out the free enterprise system, so that it can respond.

The major part of the many parts of the package I am for—the
major problem I have is the rebate part of the program; whether or
not it is going to make sense. Under a Republican President, I really
questioned whether it was cost effective, whether people aren’t going
to say, “I paid those taxes. I am getting a check back, an average $50
per individual.” They had to go out and borrow the money. They had
to pay 7.5 compound percent with no foreseeable chance of payng it
back within 50 years.

How can they afford it? What am I supposed to do? Go buy a house,
a car with this $50% It costs them $11 billion.

That is what I really worry about. I am not at all concerned about
an across-the-board permanent cut. People don’t just buy with what
they have in their hand. They buy based upon their confidence in fu-
ture income. We all do that. Business invests on that basis, and so
forth.

With a permanent cut, they have income coming in they will spend
with confidence. With just this check in hand, it didn’t have that effect
last time.

T went back over it just to check wih a good economist, a fine man,
Arthur Burns, who agonized in coming out on his first appearance on
an economic package and coming out against the administration on
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that one phase. T said the economic stimulus would be 4 to 5 weeks
at the most and then it would pass right off. There you have $11 bil-
lion gone.

_ What arguments can you really give to do that as against investing
in a longer term permanent tax cut? Is that $11 billion part of it really
crucial to the total overall economic package? The package we ought
to have is about the same cost overall for the 2-year period as this one,
but I don’t like that $11 billion. T don’t think if is really cost effective.
I think it is going to make people really worry about their govern-
ment, that we were going to give them back out of what we don’t have,
money they have already paid in for taxes and should be paid.

Everyone ought to fairly share the tax load. I talked with hundreds
of geople on this. T haven’t found one that thinks it makes any sense.

ecretary MarsHALL. Senator Percy, I will respond to that.

I agree with much of what you say about taxes. I think the impact
of rebates in the past has been exaggerated and that it has not had as
much effect as other things that you could do. I think there are several
considerations that made it necessary in this case to use the rebate. One
was that we contemplated a reform of the tax system and that a
permanent tax cut now would make it difficult to do that later on.

The other main concern was that we felt that we could not do other
things fast enough, because of the time constraints that we were oper-
ating under, to be able to stimulate the economy as much as we thought
was necessary simply through spending programs alone.

So, when we got through putting all of that together, it was clear
that we needed a mix, and the judgment was made that the fastest way
that you could do it would be to rebate and that just because it was not
permanent, it commended itself; that is to say, you wouldn’t interfere
with your ability in the long run to reform the tax system. Second, if
you had done too much, the fact that it is temporary and, therefore,
phases out means that you wouldn’t be exerting undue inflationary
influence on the system in the long run before you had a chance to
reallv think it out.

I think the thing that is very important to keep in mind is that we
had to do all of this in a hurry. We didn’t have time to think through
as much as we will in the long run all aspects of the tax reform part
of the administration’s objectives. We felt the need, because of the
performance of the economy, to get a reasonable amount of stimulus
into the system.

Now people disagree. Some say we stimulate too much; some not
enough. I think that the judgment that was made is that we needed
the rebate for those reasons. Those were the main considerations, I
think involved in the rebate.

Do you want to add to that ?

Senator Percy. Secretary Kreps.

Secretary Kreps. I think Secretary Marshall has added up most of
the arguments on this side. I would emphasize the long-run question
of tax reform as needing to accompany substantial tax cuts; and cer-
tainly there is no disagreement with your proposal that a permanent
tax cut is more stimulative than a tax rebate. There is no question
about that.

Senator Percy. Let me disagree on some subjects. Let me raise a
subject on which T think we agree wholeheartedly. The reason I
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couldn’t be here at the outset is that I was at the White House with
the President and Jim Schlesinger talking about launching a new
organization entitled the “Alliance To Save Energy” of which both
of you are honorary chairman, you, Secretary Kreps, for commerce
and industry, and you, Secretary Marshall, for labor.

It was 65 degrees in the office that I met the President in. It is 77
degrees in this room. The Senate of the United States ought to be
admonished and someone condemned for being 12 degrees over the
temperature that we ought to maintain. We are wasting and squander-
ing here and making it uncomfortable for many of us in this room. I
don’t know what is wrong. I have tried to get the temperature in this
room down before without success. We ordered the Sergeant at Arms
to order the building superintendent to control and get it down to what
the President has asked us to do.

We are announcing this Alliance To Save Energy at 1:30 today. We
are grateful for the participation of both of you. The President is
issulng a strong statement on it. Vice President Mondale and former
President Ford will be honorary chairmen on it. We have the A. C.
Nielsen Co. ; Mobil Oil; Arthur Wood last night at 11 o’clock accepted
to be on the advisory board ; the head of Sears, Roebuck, Rob Ingersoll;
the Deputy Secretary of State, George Meany; Leonard Woodcock
and Glenn Watts from the labor movement are on our board of di-
rectors of the organization.

Do you think that saving energy is one of the highest priorities this
country now has to bring down inflation, bring down the cost of pro-
duction, to make us less dependent upon outside sources and to start
to show the intestinal fortitude this country ought to have to work
together to make this a better and stronger America and that the big-
gest single source of energy available is not North Slope oil, not off-
shore, not shale, not coal gasification. The cheapest, most efficient,
lowest cost is saving energy that we are wasting and squandering.

Would any of you care to make a comment as to how you feel about
that and what the effect would be on the economy when you see
schools closed, factories closed, and a million and a half people out of
work because of wasted energy and not fairly sharing among ourselves?

Secretary Kreps. Seneator Percy, this is an eloquent statement to
which we all subscribe heartily. The figures clearly indicate that saving
energy is much more effective and much less expensive than trying to
produce more.

I might, in addition to agreeing with you, heartily say that from
where I sit this morning, the temperatures seems higher than 77
degrees. [Laughter.]

Secretary Marsmarr. I was relieved to learn that it was the temper-
ature causing it to be so hot here. T agree, also. I think it is one
of the most important problems the country faces. I think we need to
take advantage of this concern that people have now because of the
emergency that we have been in to build a longer range energy policy,
and not let that opportunity go by.

People can get a little insight from this particular problem that we
are having now into what might be a much more massive long-range
problem 1f we don’t address ourselves to the energy problem and
develop better sources of energy, but at the same time conserve what
we have got. I thoroughly agree with that.
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Senator Percy. Thank you very much indeed.

My time is up, Mr. Chairman. I have a few more questions that I
would like to come back to.

Representative BorrLive. I suspect that what is wrong in this room
and in this building has to do with design and engineering more than
the lack of will on the part of the building superintendent,

Mrs. Kreps, I have a question which is in effect in writing that
Senator Humphrey was anxious to have you respond to. It includes a
letter that he sent to Elmer Staats with regard to the whole question
of the availability of statistics and information, the lack of coordina-
tion, and so on.

He has asked for a study and I understand Mr. Staats indicated that
the GAO would pusue it. We would like a comment on a couple of
specific questions. It will be given to your assistant.

Now I have one subject that has been driving me nearly mad in
the latst 3 weeks. In another capacity, I have been working with a
number of committees, individuals, and groups on the outside on the
stimulus package. The one thing that really bothers me, and I find
it incredible, is that it is almost impossible to get really good informa-
tion as to what a program of job stimulation will do in the short run
and when.

I will give you an example. A very knowledgeable member of the
stafl was talking to me and indicated that a public works program
would put people to work only after z—I am not even going to
identify . Then I talked to a very knowledgeable member of the
leadership of the labor movement. I didn’t quote the figure because I
didn’t believe that one; and he came back with a response that said,
“Oh, that is completely untrue. All you have to do is pass an author-
1zation bill on public works, I canissue a letter of intent, and the
people go to work at once.”

Well, I think part of the problem we have been having on the Hill
in this particular case is that nobody really knows what they are
talking about. They set up their own particular prejudices as to what
the fact is, as to how quickly people go to work under this program,
that program, the other program. It was suggested to me that T ask a
question to you as to whether the 90-day requirement that something
begin to happen wasn’t too fast in terms of planning and management,
and so on.

Well, the question is, Have we ever monitored any of these programs
well enough, any of the programs that have passed. so that we
really know how quickly this program, that program, the other pro-
gram will put people to work? And if the answer to that is generally
yes or generally no, I am not going to ask for specifics. I am going
to ask that we be very, very sure so that this time we do monitor those
programs so that this time we can come up not with some kind of
a theory, or a correct answer, but with figures that say this is what
happened.

I am aware that the agglomeration of each case is going to end up
with a mean figure that is going to be very buried in reality. One of the
things that has disturbed me over the years is our inability to learn
from our own programs.

I remember that in another context. Secretarv Marshall. You stated
that in some jobs programs, we learned quite a lot. I don’t know
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whether you would disagree with what I have said as inaccurate or
pessimistac, but I am sure we have learned quite a lot. I hope we can
learn a lot more in the next year or so.

Am I wrong or right? ]

Secretary MarsuarL. I share in your frustration, I might add.

When I first got responsibility for putting our part of the package
together, the assumption I made—in fact, I am on record, before
I got to be Secretary of Labor. I was a part of a group saying we
could get a million public service jobs by—I don’t know if we put a
time on it. It is a lot different giving general advice from the outside
and having to sit down and figure out how to do it.

Once I got in and tried to figure out how to do it, it was different.
I will tell you what kind of elements we put together. We have moni-
tored some of these programs. I know we had the Emer%eny Employ-
ment Act where there was a deliberate effort made on the part of the
Department of Labor to move as fast as you could; and to put that
into operation as fast as you could.

It was monitored relatively carefully. You never get precision with
those kinds of evaluations, but that program was monitored both inside
the Labor Department and outside the Labor Department to see what
the consequences of rapid movement really were.

We did learn some things about how you can move faster and what
kinds of techniques you can use. We have been very alert to them. We
built those in and made our estimates on those basis. We said that we
believe that given the constraints we have, given the information we
have, our judgment is that going to 725,000 public service jobs by the
end of fiscal 1978 is just about all that we can do.

In fact, a lot of my people are nervous and many don’t believe we
can do it and that we are really going too far based on our past
experience.

Now there are several things that complicate that problem. One is
that if you make an effort to target on a particular group, you slow
down the process, because you have to be sure about the eligibility
requirements. A second complicating factor that we had to deal with
was the flexibility of the delivery mechanism and the linkages built
into that delivery mechanism—the leakages I should say. Because if
we give public service emploment to local units of government, for
example, there is a problem of estimating how much of that would
be general revenue sharing in a sense. That is, they use that money
like they use all the rest of the money they get, which I think is the
natural inclination of any organization.

You estimate the leakages you get through that process. There are
ways to avoid the leakages. One way to do it is to try to tighten up
the regulations, to make it short term and to specify the way you do it.
Once you start doing it, it slows up the process. You have to be sure
you meet those kinds of deadlines. There are other ways you can move
relatively rapidly to get people to work faster. One is to contract with
nonprofit corporations to do a lot of these things, and title VI of
SETA now permits that.

I think interagency agreements within the Federal Government,
usin% the local private sponsor mechanism to actually carry it out, is
another way to speed up the process.
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In other words, make an agreement such as we are in the process of
doing between the Department of Labor and the Department of Agri-
culture, to use public service employment as a way to do forest work
and reclamation work, and make an agreement with the Department
of the Interior to use public service employment as a way to get work
donein the national parks.

Now, the thing that makes it slow is how do we know that we
didn’t just give somebody some money to do what they would have
done anyway? How do we know we didn’t do too much for those
who didn’t need it and not enough for those who did? If we just
wanted to throw money out, we could get it out fast and get people
to take it. We feel responsibility for accountability. We know some-
thing about what is required because people have been at this a long
time and know what our experience has been and know what kind of
problems we have encountered. We finally just have to make the
judgment.

‘What I hope is the next time I get asked that question, though, I
can answer it with much greater precision because we are studying that
very question: How do we find out more about the flexibility of the
system and how do we find out more about the impact that we
have and how do we monitor and measure these processes?

Representative Borrixe. That is a very encouraging answer. I will
tell you why I am so frustrated. I can’t remember how long it was
but Paul Douglas and I sponsored a piece of legislation, early, I
think, in the Eisenhower administration to set up a shell for public
works. I would hesitate to say how long it took to get that done.

Secretary Marsmarr, I remember that.

Representative Borrixe. There is some kind of insanity in it taking
20-odd years to get to the point where I am encouraged by what you
replied to my question. I am not obviously criticizing you or any-
body else. It just is a good example of how difficult 1t is to relate
a legislative process to an executive enterprise; and there’s been a
terrible inability to put the two together in a rational way in this
particular field in my judgment.

Secretary Kreps. 1 am sorry to say, Mr. Chairman, that we have
no experience in monitoring local public works. These are new pro-
grams, as you know.

Representative BorLrive. Right. :

Secretary Kreeps. The work should be getting underway now. It
1s impeded somewhat by the weather and therefore we have no infor-
mation of the sort that Mr. Hewitt has been accumulating for years
in the Labor Department. We will, of course, monitor these pro-
grams very carefully.

Representative Borrine. Thank you. .

I understand that you have another engagement. I would like to
yield to Senator Percy if he has a question for you. I know he doesn’t
want to impose on your time. . .

Senator Percy. I don’t, but I have one burning question that I
want to ask.

Senator Humphrey is the cochairman of the Alliance To Save
Energy with me and we will be launching it this afternoon at 1:30.
We also introduced—I introduced with him, as the principal sponsor,
I cosponsored it, a resolution last year or a bill entitled “The Invest-
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ment Policy Act of 1976.” We will reintroduce it with modifications
this year. The reference is S. 8693. It is like the unemployment bill
of 1946. It doesn’t have any money in it. It is just declared a national
policy. Here is the declaration: The Congress hereby declares it is
the policy and responsibility of the Federal Government to use all
practical means to assist with other essential considerations of national
policy to provide sufficient incentives to assure maximum investment
In private enterprise in order to increase the production of goods,
the providing of services, the employment of workers, the opportunity
for profit, and the payment of taxes.

Is that a declaration of policy just offhand that you think you could
support ? Do you think it would be a good thing for us to move that
forward now as a matter of national policy so that we do recognize
in the private enterprise system, so we can create public service jobs
and public works and so forth?

Do you think that a huge bulk of our future employment for youth,
women, minorities, everyone will come from the private sector?

Do you think they must have sufficient investment and capital in
order to provide for the efficient hiring and the adequate hiring of
our future potential labor force?

Secretary Kreps. In principle I would support such a policy state-
ment, Senator Percy. It does seem to me that we have often erred
in the direction of looking to the Federal Government for programs
that create jobs directly as opposed to looking for ways in which we
can induce business to create a much larger number of jobs and per-
manent jobs at that. So the Department would be very enthusiastic
about such a statement.

Thank you.

Senator Prrcy. Secretary Marshall.

Secretary Marsmarr. Yes. Let me say that I think it is clear that
we must do everything we can to stimulate the private sector. I think
it would be unfortunate for us to take an antipublic attitude, just
as I think it would be unfortunate for us to take a position against
the private sector. What we are in is a partnership.

I think there are some things that a “Department Secretary” cannot
do. There are many things he or she can do very well. We ought to
let them do those things they can do very well. We will need the kind
of partnership and cooperation between the private and public sec-
tors in order to resolve any of the problems facing the country. As
I understand it, for example, we have a serious investment problem in
the energy field. The amount of investment that would be required
to resolve that question is not likely, I am told, to be put out by the
private sector alone. Some mechanism might have to be worked out.

There has to be a partnership to solve our health problems, cur em-
ployment problems, or any other problems the country faces. We need
to examine carefully what the private sector can and will do and what
the public sector ought to be doing. I think one of the unfortunate
things is that too often people are antibusiness or antiprofits or anti-
private sector or antipublic sector without recognizing the need for the
joint undertaking.

Representative Borring. Madam Secretary, I understand that you
have to leave. We thank you, very much.

Senator Percy. Thank you very much, Madam Secretary.
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Mr. Chairman, I would ask unanimous consent that several ques-
tions I have be included in the record and be forwarded to the Secre-
tary of Commerce and the Secretary of Labor. I am particularly inter-
ested in Secretary Marshall’s reaction to a “workfare” provision in
welfare reform which I happen to support strongly.

Secretary Kreps and Secretary Marshall, I would like your com-
ments on simplifying Government regulations and what your approach
is to that and what you think the cost of various Government regu-
lations are now to industry and the American consumer.

Finally, your reaction to a package of economic stimulus that would
put highest priority on people insulating their homes, buying weather-
stripping, storm windows, insulation, factories, school buildings, every-
one else doing it, providing a tax credit for a certain portion of it so
as to stimulate and then to demonstrate and prove to them they can get
a 40- to 50-percent return on their investment. They can go out and
borrow this money. I talked to the American Bankers yesterday, bor-
row it at 7, 8, 9 percent and get it back in 2 or 3 years, and save, and do
something in the national interests.

I would appreciate your comments on that.

Representative BorLing. Without objection, the appropriate action
will be taken.

If there are no further questions, we will recess. Secretary Marshall,
we are very grateful to you. It has been a most interesting morning and
part of the afternoon. We thank you very much.

Secretary MarswarL. Thank you,sir.

[Whereupon, at 12:30 p.m., the committee recessed, to reconvene at
10 a.m., Wednesday, February 23,1977.]

[The following questions and answers were subsequently supplied
for the record :]

RESPONSE OF HoN. JUANITA M. KREPS TO ADDITIONAL WRITTEN QUESTIONS POSED
BY REPRESENTATIVE BOLLING

FULL EMPLOYMENT-UNEMPLOYMENT RATE

Question 1. At our first hearing in this series, on January 19, former CEA
Chairman Alan Greenspan argued that changes in the demographic nature of the
labor force—more women and teenagers—have made a 4 percent unemployment
rate during the early 1960’s the equivalent of a 4.9 percent unemployment rate
today. His argument is that instead of using 4 percent as our definition of full
employment, we should use 4.9 percent or 5 percent. May we have your ideas
on this?

Answer. Chairman Greenspan’s estimate of a 4.9 percent full employment-
unemployment rate is derived by developing relationships between the unem-
ployment rates of various age-sex groups and then attributing these rates to the
labor force as it is currently composed. The results one obtains by doing this
will of course vary depending on the initial division of the labor force into
groups. Each different grouping is likely to be associated with a different full
employment-unemployment rate.

The methodology of Chairman Greenspan’s computation assumes relatively
stable conditions of demand and supply (excluding age-sex composition changes)
in both labor and capital markets. Changes in technology lead businessmen to
change the characteristics they seek in their employees. Changes in educational
levels, in the average age at marriage, in average family size and in other popu-
lation characteristics all combine to change the types of jobs sought by members
of the labor force. Given the profound changes that have occurred over the
last generation in both technology and in the characteristics of the labor force



371

one should guestion the usefulness of assuming that past conditions of supply
and demand in labor markets exist unchanged in the present. Many character-
istics other than the age and sex composition of the labor force must be taken
into account in attempting to define a full employment-unemployment rate. This
Administration will carefully review the estimates made by the outgoing Coun-
cil on Economic Advisers.

EFFECT OF THE WEATHER ON THE ECONOMIC OUTLOOK

Question 2. Dr. John Kendrick, the Commerce Department’s Chief Econo-
mist, has estimated that the weather will cut the growth in GNP during the
first quarter by about $2.5 billion which will cut the growth rate by two per-
centage points—from an estimated 6 percent growth at an annual rate to about
4 percent. In addition, he estimated that there was about 1.25 million in addi-
tional unemployment at the peak, which will fall off to about 100,000 by March.

Do you feel that these are accurate estimates?

If you think they are accurate, what implications do they have for economic
policy?

Would you supply for the hearing record an explanation of how these esti-
mates were made?

Answer. Dr. Kendrick was quoted in the news media to the effect that the
severe weather would cut growth in GNP during the first quarter by $2.5 billion,
or $10 billion at an annual rate. In terms of 1972 dollars, the reduction would be
at an annual rate of $7 billion, which would cut about 2 percentage points from
the overall real growth rate in the first quarter.

The estimates cited by Dr. Kendrick are based on data that were available
early in February 1977. Although the estimates are highly judgmental, they seem
reasonable. As new information appears, the estimates will be reviewed.

Most of the output lost in the first quarter is expected to be recouped by the
end of the year. To the extent that the weather impact on the economy in the
first quarter has its origin in supply shortages rather than in a basic weakness
of demand, there is a question whether it would be appropriate to try to miti-
gate these developments by macroeconomic stimulative measures. Specific policies
tailored to meet industrial requirements for natural gas and other fuels are, of
course, needed.

The methodology underlying the estimates of the cold weather impact on the
first quarter 1977 change in GNP is as follows: the impact on total GNP in 1972
dollars was estimated by multiplying the estimated number of persons that were
not at work because of the cold weather in the first quarter of 1977 (about
450,000) by an estimate of the constant-dollar GNP per employee for the nonfarm
business sector ($15,600). The figure for those not at work was based on an
assumption that it would peak at 1.2 million in the first half of February and
decline to about 100,000 in the second half of March. Translation of the loss in
real GNP into current dollars was made by reflating the constant-dollar figure.

Various expenditure categories of real GNP in the first quarter, in terms of
1972 dollars at annual rates, were estimated as follows: personal consumption
expenditures for natural gas, electricity, fuel oil, and coal were estimated to be
nearly $4 billion higher than they otherwise would have been, based on utility
firmg’ estimates of increased sales to residential customers. Constant dollar
expenditures on other consumer goods and services were estimated to be about
$5 billion less than they would have been because of income losses due to layoffs
and shortened hours, economizing by consumers on nonfuel goods and services,
and because consumers probably would do less shopping due to the cold weather.

A. 6 percent decline in real outlays for private constructions was estimated ;
this amounts to about $2.5 billion for residential construction and somewhat more
than $1 billion for nonresidential construction.

Business inventories of natural gas and fuel oil were estimated to be drawn
down by about $1.5 billion more than otherwise would have occurred in the
absence of the cold weather.

Net exports were estimated to decline by $0.5 billion, primarily because some
commodities were not expected to be exported in the first quarter due to trans-
portation delays caused by the cold weather.

State and local government purchases were estimated to decline about $0.5
billion, primarily in outlays for construction.

All other GNP components were estimated to decline by less than $1 billion.

3
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BUSINESS INVESTMENT

Question 3. Direct investment in new plant and equipment in the U.S. by
foreign-owned business could help spur the new investment needed to strengthen
the recovery. Is there room for a significant increase in foreign investment in this
country, and if there is, what is the Commerce Department proposing to do to
attract it?

Answer. Possibilities exist for increased investment in the U.S. economy—
from foreign as well as domestic sources. Foreign-controlled direct investment
in the United States still accounts for a quite small share of our Nation’s overall
business activity. According to the Department of Commerce’s recently completed
comprehensive study of foreign direct investment in the United States, in 1974
foreign-controlled affiliates employed only about 1.6 percent of all workers in
private nonfarm jobs. Furthermore, the sales of the foreign-controlled manu-
facturing affiliates accounted for no more than about 6 percent of the total output
of any major manufacturing sector. Qutside of manufacturing, the stake of
foreign investors in American industry is not much higher.

There are a number of significant factors that act to attract new foreign direct
investments. Perhaps the most significant of these are: (1) the extremely large
size of the U.S. market; (2) the democratic institutions and political stability
of this country; (3) a greater freedom from economic controls and government
intervention than in most other countries; (4) the traditional U.S. “open door’’
policy in regard to investments from abroad; (5) U.S. leadership in managerial
and marketing know-how and innovations; (6) the efficient and highly skilled
U.S. labor force; (7) well-developed capital markets; (8) technological leader-
ship in many fields, along with extensive research and development capabilities;
(9) the traditional receptivity of the United States to new products, methods,
and ideas; and (10) relatively large supplies of some important natural resources.
Another very important factor in attracting foreign direct investments to this
country has been past depreciation of the dollar relative to the currencies of
many major investing nations. This has resulted in lowering the costs of making
investments in the United States while making exporting to the United States
more costly.

In short, the continued attractiveness of the United States as a site for new
investments will result from our efforts to stimulate the U.S. economy and
provide a healthy environment for business activity.

Many of the individual states have very active programs to encourage foreign
direct investments. The Department of Commerce assists states by providing
information and analyses regarding foreign direct investment. We also transmit
to the states specific investment opportunities that are identified by the Foreign
Service. Such opportunities are also published in the Department’s magazine,
Commerce America.

The Federal policy, with respect to foreign investment, is one of general neutral-
ity, that is one of avoiding artificial encouragement or discouragement of
investment.

The neutrality stance is still consistent with some restrictions on sizable
foreign ownership of sensitive industrial sectors such as energy and defense-
related industries.

Question 4. Will you also tell us what the Commerce Department is doing to
stimulate the export of American goods?

Answer. The Domestic and International Business Administration of the De-
partment of Commerce possesses the capability to assist U.S. manufacturers.
Through the Department’s 43 District Offices located in major U.S. commercial
centers and through professional counseling events in Washington, U.S. manu-
facturers are advised as to how best to modify their products and sales programs
to successfully compete in foreign markets. Further, professional economists and
marketing specialists are available to provide in-depth counseling and information
on the business climate, market potential, promotion and distribution tech-
niques, competition, end-users, et cetera, for all commercially significant foreign
countries. .

To inform U.S. firms about significant profits that are available to them
through exporting, the Department operates a Trade Opportnities Program
(TOP) which provides timely notification to appropriate U.S. suppliers of specific
export opportunities abroad and maintains computerized data banks which serve
the needs of American exporters in identifying, selecting and establishing
mutually satisfactory and continuing relationships with specific foreign sales
representatives, distributors, licensees and direct-purchase customers.



To provide U.S. exporters with the marketing data they need to make hard
marketing decisions, DOC analyzes marketing information and market research.
This information is disseminated to U.S. industry in more than 300 individual
publications annually.

To help U.S. business to take advantage of the marketing opportunities, the
Department offers a variety of trade promotion services including trade centers,
trade fairs, trade missions, catalog exhibitions and in-store promotions geared to
best exploit each marketing opportunity. The Department is currently reviewing
these programs to ensure that they continue to assist American business in
export promotion. ]

Question 5. “In the past, the commercial attaches in many of our foreign em-
bassies have had very little business experience, and our businessmen abroad
have had very little help compared to the services provided their European and
Japanese competitors. Have you had any communication with the State De-
partment concerning an improvement in the quality of our commercial attaches?”’

Amnswer. Yes, the Commerce Department is in continuous communication with
the State Department in efforts to improve the commercial skills of our com-
mercial attaches abroad.

This basic issue was examined in depth in 1973 by the Office of Management
and Budget Study on Commercial and Economic Representation Abroad, which
made numerous recommendations for improvement. This same issue was ex-
amined again recently by a joint State/Commerce Evaluation Team, which also
has made a number of recommendations as to how State and Commerce can
work closely and effectively to provide support which is more responsible to
the needs of American business. The numerous recommendations contained in
this Evaluation Team’s report are now being reviewed by both Departments.

GROWTH PROSPECTS FOR THE ECONOMY

Question 6. Industrial productivity gains in Western European countries con-
tinue to outpace productivity gains in the United States. What are your explana-
tions for this and your ideas for reversing the trend?

Answer. It is true that during the last ‘decade or so industrial productivity
has been growing more rapidly in Western Europe than in the United States.

How can our Nation’s lagging performance be explained? What we know
about productivity suggests that increases in this important measure can be
attributed to several factors. First, gains in output per labor hour, the most
common measure of productivity, tend to be determined by the amount of real
capital invested by business. In recent years, however, the United States has
not been devoting as high a proportion of total output toward investment in real
capital as have the countries of Western Europe. . C

Next, changes in the industrial composition of the work force influence the
rate of productivity gain. For example, there is good reason to believe that in
any economy the shift of the labor force out of manufacturing industries into
service industries tends to depress productivity increases. Relative to the coun-
tries of Western Europe, the United States has a higher proportion of its work
force employed in service industries. Given that the shift of workers toward
service-type jobs has proceeded further in the United States than in the coun-
tries of Western Europe, it is to be expected that our productivity trend would
be most affected. )

Apart from the industrial composition of employment, the quality of the
work force—the training, experience, and age of workers—bears directly upon
achievable productivity gains. During the last decade we have seen the chil-
dren of the post World War II baby boom enter into the Ameri¢an labor force.
In relative terms, Europe experienced a smaller baby boom. As a general rule,
young new entrants into the work force tend to have somewhat less training
and experience than oider workers. ‘The upshot is that since the mid-1960’s our
economy has experienced an almost unprecedented influx of workers who, tempo-
rarily, lack the skills to make a full contribution to productivity gains.

Finally, one should not overlook the fact that research and development de-
termine in some definite, though hard to measure, way the pace of any nation’s
productivity increase. On this score it must be admitted that the recent record
of the United States has not been encouraging. In real terms, national R&D
expenditures have fallen since 1970. By contrast, the record for member countries
of the EEC does not reveal a comparable rundown in their national commit-
ments to R.&D. activities.

We must explore means by which we can encourage business to increase its
rate of investment and its research and development activities. Better manage-
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ment, better working conditions, better use of the full potential of workers add
their full fair share to productivity gains. The Department of Commerce, S0
long as I am head of it, will do whatever it can to try to foster human effec-
tiveness within industry.

Finally, it is imperative we develop new methods of measuring many different
features of industrial activity. In my view, our conventional and longstanding
measures of economic activity, including those purporting to indicate growth
and productivity, often overlook outputs which make as much a contribution
to our national wellbeing as those customarily regarded as beneficial. We must
shift our attention from a fascination with conventional statistics, including
those bearing upon productivity, to concern over how we can better judge what
is happening to the life of the American people.

Question 7. There is an argument that our productivity and growth can be
accelerated if only the government would reduce its presence in the economy
and cut back on special programs. But Thurow argues (see “The Myth of the
American Economy,” Newsweek, February 14, 1977) that the fastest growth is
occurring in Sweden, West Germany, and Japan, where government presence is
much greater than it is here, and that the fastest growth in this economy oc-
curred during the decades of greatest growth in social programs. What is your
position on the conflict between social spending and growth?

Answer. As anybody acquainted with the economics profession knows, pro-
vocative ideas and Lester Thurow seem to go hand in hand. His recent Newsweek
article is another example of his ability to challenge conventional notions of
what makes our economic system tick. While I sometimes agree and sometimes
disagree with what Professor Thurow has to say, I never, if I can help it, dis-
regard what he has to say.

As for the substance of Professor Thurow’s Newsweek article, I wish I could
be convinced that matters were as simple as he implies. But I cannot. In Sweden,
West Germany, and Japan the extent of government involvement and the ex-
tent of government expenditures on social programs has certainly played an
important role in their economic progress. But other considerations—social
homogeneity export orientation, work ethics, savings ratios, and social goals—
have played equally important roles.

Economies grow more or less vigorously because of a combination of a great
many policies, circumstances, and even degrees of good or bad fortune. By no
means do I reject the possibility that greater social spending or government
intervention in economic affairs may accelerate the growth of our economy, but
I do reject the notion that we should push for more of both, without attention to
what we hope to accomplish in specific terms, under what I regard as the un-
founded belief that higher economic growth will automatically follow..

MORE EFFECTIVE INFORMATION

Question 8. In our hearings and in the daily press, we hear a lot about the spe-
cific policy measures which may be followed. What goes largely unnoticed is
that the information and statistics used for our policy analysis in the Congress
and in executive agencies are deficient. When the foundation is weak, it is hard
to build a strong “policy house.”

To begin remedying this, Senator Humphrey recently requested the Comptrol-
ler General, Mr. Staats, to have GAO carry out a comprehensive study of sta-
tistical collection and analysis activities in the Federal Government. Since the
quality of national policy depends on accurate and adequate information, this
study will be a most important one. To be successful, the GAO will need full
cooperation from the primary agencies involved with economic and social data.
‘Would you be willing to pledge your Department’s support in this effort?

I'd like to ask you a few specific questions concerning what the Commerce De-
partment can do in this area.

Do you plan to have the Commerce Department play a leadership role for im-
proving statistical and analysis systems in the Government?

Will the Department begin development of a national model of the American
economy which will be both regionalized and sectoralized? This, I feel, would
be most valuable, since it would mean that we could determine the impact of
any major policy proposal on the national economy, on regions in our country
and on specific industrial sectors. Many European nations have such a capabil-
ity. Do you agree with me that we should develop such a system as soon as
possible?
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One final specific question. Does your Department have plans for updating the
input-output tables for the American economy? What are the plans in this area?

Answer. The Department of Commerce pledges full cooperation with the Gen-
eral Accounting Office in its comprehensive study of statistical collection and
analysis activities of the Federal Government.

The Bureau of the Census and the Bureau of Economic Analysis (BEA), which
are responsible for collecting and analyzing many of the statistics on which
policy decisions are based, continuously strive to improve our Nation's data base.

BEA’s current program includes the preparation of benchmark input-cutput
tables for each of the years covered by the quinquennial economic censuses. These
tables are highly detailed with respect to sectors but provide no regional detail.
In addition, BEA updates these national tables annually by use of summary pro-
cedures. The updated tables contain less sector detail than the benchmark tables.

The latest benchmark input-output table for the Nation is based on the 1967
census. Currently, BEA is working toward completion of the 1972 benchmark
input-output table, which is expected to be available early in 1978. Annual input-
output tables for the Nation have been published for the years through 1970,
and the update for 1971 is nearing completion. BEA is accelerating the prepara-
tion of the updated tables, so that they will be available 3 years after the year
of reference.

BEA plans to construct an input-output model of the U.S. economy, which will
be both regionalized and sectoralized—one that will provide industry detail by
State. Budgetary conditions permitting, funds for constructing this model could
be in the Department’s budget request for fiseal year 1979. That is the earliest
feasible date for beginning the project because the regional-sectoral model will
be developed from the 1977 benchmark input-output table, based on the 1977 eco-
nomic census which will not be available until fiscal year 1979.

Question 9. The Commerce Department could be of great help in the coming
years in helping to fashion a balanced national growth policy for the U.S. One
immediate possibility is to help set up the White House Conference on Balanced
National Growth and Economic Development authorized in title II of Public Law
94-487. The conference is to be held within one year following the law’s enact-
ment, which was last October. I have a number of questions concerning it:

(a) Are there plans to mmove forward with such a conference?

(b) Will it receive broad Administration support?

(c) Could it be tied in with the President’s 1978 National Growth and
Development Report?

(d) What, in general, do you feel can come from such a conference?

Answer. (a) President Carter has designated the Department of Commerce,
working with the Departments of Housing and Urban Development, Agriculture,
and other domestic agencies, to organize the statutory White House Conference
on Balanced National Growth and Economic Development. I have assigned staff
to develop the organizational structure of the conference and give consideration
to the focus of the conference. We are moving forward to initiate the conference
in as expeditious a manner as is possible.

(b) The conference will receive broad Administration support. The Adminis-
tration’s concern about resolving the issues which will be discussed, and the
potential for our gaining new insights into the regional and national problems
needed for the consideration of a balanced national growth policy guarantees
our support.

(¢) The National Conference, including the preconference work, will he car-
ried out in a fashion so as to support, and receive support from, the Biennial
Growth Report for which HUD has the lead responsibility. We believe that the
two activities are complementary, and we will coordinate them to the greatest
extent feasible.

(d) It is my expectation that the conference will permit the development of a
consensus on such important economic issues as how to balance economic growth
with environmental concerns, how to achieve balanced economic growth among
regions, and how to ahieve a balance between urban and rural growth. The in-
volvement of State and local governments, Title V Interstate Commissions, and
the public in the preconference and National Conference activity, hopefully will
ensure that the unique problems of each State and region will be discussed
openly. By identifying the problems, present policies, and priorities of the sub-
national entities, the President will have the necessary information to submit
recommended legislation to the Congress.
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RESPONSE OF HON. F, RAY MARSHALL TO ADDITIONAL WRITTEN QUESTIONS POSED
BY REPRESENTATIVE BOLLING

FCLL EMPLOYMENT-UNEMPLOYMENT RATE

Question 1. At our first hearing in this series, on January 19, former CEA
Chairman Alan Greenspan argued that changes in the demographic nafure of
the labor force—more women and teenagers—has made a 4 percent unemploy-
ment rate during the early 1960's the equivalent of a 4.9 percent unemployment
rate today. His argument is that instead of using 4 percent as our definition of
full employment, we should use 4.9 percent or 5 percent. May we have your ideas
on this?

Answer. I appreciate the opportunity to comment on former CEA Chairman
Greenspan’s assertion that the full employment rate of unemployment has in-
creased over the past twenty years from about 4 percent to around 5 percent.

Considerable work has been and is being done on this subject. A recent report of
the National Commission on Manpower contained a study by Michael Wachter
of the University of Pennsylvania addressing the problem, and Paul Flaim of the
Bureau of Labor Statistics is continuing to conduct research in the area.

The point that Dr. Greenspan and other researchers make has some validity ;
however, any conclusions that may or may not be drawn are open to serious
question.

The point that Dr. Greenspan and others have made is that changing demo-
graphics and life styles can change the meaning and interpretation of unem-
ployment statistics. Historically, we have thought of the American worker as a
male household head. This is no longer the case. Women and young people have
become increasingly important members of the labor force. Teenagers and women
enter and leave the labor force more frequently than adult men and historically
have had higher rates of unemployment. Thus, as the share of the labor force
made up of women and young people has increased, any given set of disaggregate
rates of unemployment has translated into a higher overall rate.

I would hesitate to comment at this time on the magnitude of the change in
the overall rate of unemployment which is caused by changing demographics. BLS
is currently doing some work in this area, and I would be glad to provide you
with the results obtained when the study is complete.

However, I would like to comment on the implications of Dr. Greenspan’s
assertion. Here, the differences between Dr. Greenspan and myself, are more
fundamental than any debate over numbers. I think Dr. Greenspan was at-
tempting to imply that because more of the unemployed are today women and
young people rather than adult men, unemployment is somehow less of a prob-
lem. I am unconvinced by these arguments. The promise of a job and a decent
life in our great nation is not extended only to adult men, or to whites, or to
any other special group. Unemployment is an evil no matter who is unemployed.

I think we have a commitment to find jobs for all of our people who want
them. During the next four years I look forward to working with your com-
mittee and with the whole Congress in searching for new and better solutions
to our Nation’s unemployment problem.

THE GROWTH PROSPECTS FOR THE ECONOMY

Question 2. I would like to ask you some questions about an article by MIT
Professor Lester Thurow which appeared in February 14th’s Newsweek.

According to Thurow, we have excused our slow rate of growth relative to
the western European economies by saying that our competitors have benefitted
from borrowing our more advanced technology. The implication is that their
growth rates would slow to ours as their economies caught up with ours. But
that hasn't happened—most of the western Buropean countries have or will
soon catch up with us in per capita GNP and yet their growth rates have not
slowed. Industrial productivity in western Europe countries continues to outpace
productivity gains here. I would like to have some explanation for this, and your
ideas on reversing the trend.

There is an argument that our productivity and growth can be reaccelerated
if only the government would reduce its present in the economy and cut back
on social programs. But Thurow argues that the fastest growth is occurring
in Sweden, West Germany and Japan, where government presence is much great-
er than it is here, and that the fastest growth in their country occurred during
the decades of greatest growth in social programs. What is your position on
the conflict between social spending and growth?
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Answer. 1 appreciate the opportunity to comment on the Les Thurow article
which appeared in Newsweek. Dr. Thurow is a gifted economist. However, there
are passages in the article concerning the prospects of the American economy
which might mislead a reader who was not well versed in economics.

It is true that some nations in Europe have achieved larger rates of real
growth and larger rates of productivity increase than we have. On the other
hand, the United States has had larger rates of growth in real GNP and pro-
ductivity than some other nations in Europe and still has the highest level
of productivity as measured by GNP per hour of all employees.

The possible causes of these intercountry differences are numerous and com-
plex. They are probably too complex and too numerous to be dealt with con-
structively in a one page article. Several years ago an interagency task force
on economic growth was established under the auspices of the Council of Eco-
nomic Advisers. The Labor Department has been, and continues to be vitally
inteersted in the issue of productivity growth as productivity is the key factor
affecting the real wages of American workers. The level of education, training,
and experience of the labor force; the size, age and quality of the capital
stock ; the level of investment; the rate of technological innovation; the mix
of final products produced; the amount and type of government intervention
into the market place; all these factors can affect the rate of growth and of
productivity.

Comparisons between the United States, which has a diverse labor force of
almost 100 million persons and a highly differentiated and highly integrated
economy, and Kuwait with a total population of less than 1 million persons
and an economy which is totally dependent on one resource—oil, are not valid.
Comparisons between the United States and nations such as Sweden, Switzerland,
Japan or West Germany are perhaps more valid but are made difficult because of
differences in size, population, resources, et cetera.

The borrowed technology argument addressed by Dr. Thurow has been often
voiced. Empirical work done for the Department of Labor by Dale Jorgenson of
Harvard University and Laurits Christensen and Dianne Cummings of the
University of Wisconsin have indeed suggested that rates of technological
change have been smaller on the United States than in Japan and some European
nations since the early 1950’s. Whether differential growth is accounted for
by borrowing, and whether the U.S. now has the “easy task of adopting existing
technologies” developed elsewhere remains an open question. Productivity growth
ig associated with the adoption of new technologies rather than their develop-
ment, and the rate of adoption depends upon the size, and age of the capital
stock, and the rate of investment since new technologies are adopted ‘“‘at the
margin.” Differing rates of productivity growth need not imply that the United
States has lost its position as a seedbed of innovation.

With regard to poverty and social programs I believe that Dr. Thurow is on
the mark. Poverty does not increase productivity. Social programs which en-
able economically disadvantaged Americans to find good, productive jobs in
the mainstream of the American economy, likewise, will not inhibit productivity
or growth, On the contrary, enabling a man or a women to leave the welfare
roles and produce needed goods and services in the public or private sector can
only increase productivity and real output. I have stated repeatedly in public
forums that I support more and better programs to put our people back to
work. The Administration’s fiscal stimulus package contained sizable increases
for jobs programs.

In my view, we must deal in an imaginative and innovative way with the
hardships suffered by economically disadvantaged members of our society.
We must put our people, who are able and willing to work, in productive, non-
dead end jobs. At the same time, we must create a climate conducive to growth
and gains in productivity within both the private and public sectors.

RESPONSE OF HoN. F. RAY MARSHALL TO ADDITIONAL WRITTEN QUESTIONS
POSED BY SENATOR PERCY

Question 1. I am particularly interested in your reaction to a “workfare” provi.
sion in welfare reform which I happen to support strongly.

Answer. If by “workfare” you are referring to mandatory public service em-
ployment for employable welfare recipients, this is a concept I consider worth
exploring. The Employment and Training Administration is currently developing
a “work equity” project to be operated by the State of Minnesota that will
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feature a guaranteed public service job as the ultimate test of a welfare
recipient’s willingness to work as a condition of benefit continuation.

Question 2. I would like your comments on simplifying government regula-
tions and the cost of various government regulations to industry and the
American consumer.

Answer. The Department of Labor strongly supports President Carter’s goal
of simplifying government regulation as much as possible. The people of the
United States should be able to understand the regulations and know what regula-
tions they are being subjected to. We are attempting already to eliminate any
overlap between regulations developed by the Department of Labor. At the
same time, however, the diverse and complex nature of the subjects covered
by some regulations impose some limitations on the extent to which regulations
may be simplified. We will continue to review our regulations and will simplify
them where possible.

In regard to the cost of government regulations, it is extremely difficult
to assess these costs since both direct and indirect effects are involved. Each
regulation must be examined separately since the nature of these effects may
differ with the type of regulation. Some regulations may impact directly on a
firm and the costs of production while others may affect the composition of
the work force or output. Regardless of the nature of the direct effects, indirect
effects on prices, employment, and output will'result. In some cases these effects
may be negligible and in others they may be quite large. It is necessary, there-
fore, to examine regulations on an individual basis.

The Department of Labor is attempting to assess the costs of some of the
regulatory programs we administer. For example, studies of the costs of ERISA
on small firms are underway. It is, however, extremely difficult to reach definitive
conclusions, even through indepth studies.

It should be pointed out that to consider the costs of government regulations
not only the costs of imposing the regulation should be considered, but also the
costs of not implementing the regulation should be evaluated. For example, in
the safety and health area, the cost of not imposing safety regulations must
be evaluated—such as payments of workers’ compensation and other benefits,
lost income, disrupted production, and the unquantifiable value of the affected
human lives. In some cases the costs of a proposed standard are very small
(xlvlﬁle in others capital costs of compliance are estimated to be several billion

ollars.

Generally in calculating these costs, it should be remembered that significant
social benefits accrue from most government regulations, and such evaluations
should in some manner take cognizance of those benefits.

Question 3. Finally, I am interested in your views regarding the develop-
ment of economic stimulus measures related to energy conservation.

Answer. In regard to developing economic stimulus measures that would
put a high priority on efforts designed not only to attack the problem of recession
but the energy problem as well, the Department of Labor is working closely with
the Federal Energy Administration in providing the services needed to implement
the weatherization provisions of Title IV of the Bnergy Conservation and Produc-
tion Act of 1976.

The Department also has a weatherization program in place which is coordi-
nated by the Community Services Administration in cooperation with various
prime sponsors under Title II and VI of the Comprehensive Employment and
Zl‘raining Act. The program is directed at the poor and the elderly and involves
insulating attics and basements, caulking and weatherstripping windows and
entrances, and similar activities. In addition we are carefully exploring ways
that a weatherization type program might be extended to a larger segment of
our society.

I see no inconsistency between attaining the goals of full employment and
energy self-sufficiency. To the extent practicable, policies should be designed to
address each of these issues simultaneously.
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The committee met, pursuant to recess, at 10:04 a.m., in room 1202,
Dirksen Senate Office Building, Hon. Hubert H. Humphrey (vice
chairman of the committee) presiding.

Present: Senators Humphrey, Proxmire, and Javits; and Repre-
sentative Long.

Also present: John R. Stark, executive director; Louis C. Kraut-
hoff IT and Courtenay M. Slater, assistant directors; G. Thomas
Cator, William A. Cox, Xent H. Hughes, and L. Douglas Lee, pro-
fessional staff members; Michael J. Runde, administrative assistant;
and Charles H. Bradford, George D. Krumbhaar, Jr., M. Catherine
Miller, and Mark R. Policinski, minority professional staff members.

OPENING STATEMENT OF SENATOR HUMPHREY, VICE CHAIRMAN

Senator HumpHREY. We will convene the meeting of the Joint
Economic Committee.

Mr. Burns, I am filling in for Congressman Bolling, our chairman.
I guess that is what a vice chairman is for.

I might say we surely, as you are so well aware, welcome you to this
committee. We know that this will be an interesting and most en-
lightening and exciting bit of testimony and cross-examination.

T believe that this is the first time since the new administration
came in that we have had the chance to visit with you and we look
forward to your observations. :

T have a statement here. I don’t think it is quite as long as your
testimony, but I shall try to get on with it and give you the chance,
the opportunity to tell us what you have on your mind. So we welcome
vou back, and 1t is good to have seen you last evening at the Canadian
Embassy. I say very happily that my visit with Mrs. Burns was even
more enjoyable than my visit with you, sir. [Laughter.]

We welcome you back, because monetary policy, as everyone knows,
is important to the proper functioning of the American economy and
I always enjoy talking with the man who keeps his hand on the bank
vault door. I feel if you are going to talk to a banker it ought to be
the best one you can find and that is who we have here this morning.

Mr. Burns, we have invited you today as part of the Joint Economic
Committee’s annual hearings on the state of the U.S. economy. We,
as you know, have already heard from the Cabinet members, leading
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academicians, and representatives of both labor and business. In hav-
;ngl,; you before us today, we have saved one of the very best until almost
ast.

As far as T am concerned, the best, for almost last.

Our annual hearings will conclude tomorrow at 9:30 a.m. in 345
Cannon House Office Building with testimony from former Chairman
of the Council of Economic Advisers, Leon Keyserling and 11 o’clock
with Bert Lance, the present Director of the Office of Management
and Budget.

Monetary policy affects so many aspects of economic life that T am
afraid that you are likely to be subjected, as you would expect, to a
very wide variety and wide range of questions. I know my own con-
cerns range from the success of the administration’s proposed fiscal
stimulus to the health of the housing industry.

I was just speaking to Senator Proxmire here about the housing
industry and regrettably about the lack of emphasis that is being
given in this administration, as well as in the previous administra-
tion, on housing construction and the ways and means of being able
to absorb unemployment through much expanded housing programs.

Looking back over the past year, I certainly can say that monetary
policy has accommodated a relatively modest economic recovery. It is
my understanding and my hope that the Federal Reserve Board will
continue that policy. I was particularly pleased to note that at the
January meeting of the Federal Open Market Committee, the com-
mittee voted to keep the Federal funds rate between 41/ and 5 percent.
But it is not all good news.

The unemployment situation continues to be totally unacceptable.
This is the most serious problem in our economy. Every day I read
in the press about inflation and there isn’t any doubt that inflation
itself can contribute to unemployment. But unemployment is the stick-
lest problem that we have had in our so-called economic recovery and
in economic developments.

Millions of Americans want to work, but simply can’t find jobs.
Most of last month’s improvement in rate of unemployment appears
to have been caused by people who have become discouraged and they
have given up as we say, looking for work.

A lukewarm economic recovery has run into the shock of very cold
weather. The rising food and fuel bills for the American consumer
may call for more fiscal stimulus than the administration originally
felt was necessary. This whole subject will be reviewed very carefully
by the Congress. That is why we have hearings such as this and, of
course, hearings in the Budget Committee, the Committee on Ways
and Means, Finance, and other committees. )

Mr. Burns, as my comments suggested, the Joint Economic Com-
mittee is concerned with the immediate problems facing the U.S.
economy. And we also are interested in the long-run prospects for
economic growth, for the achievement of full employment, and price
stability. We would welcome any thoughts you may have along these
lines.

In your oral statement you may wish to summarize some of the
points contained in your prepared text. I always enjoy whatever
insight you give us into your observations on the economy. Or if you
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wish to read the whole statement that will be fine, whatever you have
in mind will be welcome.
Now, I yield to the Senator from New York.

OPENING STATEMENT OF SENATOR JAVITS

Senator Javrrs. Mr. Vice Chairman, I came very specially this
morning for the markup on ethics for the Senate, but I think Arthur
Burns 1s getting to the stage in his life when we ought to be here on
time for his appearance. He has been an extremely valuable asset to
our country for many years and we have never more than now needed
him to exercise his judicious influence over the economic policies of
our country.

I made a quick note, when the Chair spoke about money supply,
that Mr. Burns’ goals are very, very much broader than that and,
of course, with his usual sensitivity, the Senator realized that himself
and expressed to you what we hope to hear from you.

Now, I have here the subjects I will get down to in the questioning,
but I wanted to leave these thoughts in your minds as you testify.

One, is unemployment a symptom or a cause ?

I think it is a symptom. And I think that we are applying the rem-
edies which are justified, but without, in my judgment, the main thrust.
Can those remedies—because the cause is very much deeper—the cause
is that the American industrial machine is getting obsolescent and our
people are not as keen, as they once used to be, for the struggle. Now
that doesn’t mean they won’t be again, but they are not right now.

Second, that the word is still “hungry, poor and deprived,” and that
that criterion more and more becomes the criterion of our own ability
to set a moral tone in our country that justifies our existence and even
sustain our economy.

Last, that somehow or other, we have to give the people of the United
States a cause, that cause should be the sharing of domestic justice
and domestic improvement; with the number in poverty very, very
much reduced, revolutionarily reduced over the previous decades or
whether it should be as said in an evangelism to raise the condition of
the world, which is in complete misery in its main parts, and is very
gravely threatened economically; or whether it is, as I say, to do this
domestic job or whether we are well able to do both ?

These seem to be the main questions of our day. As you are a very
old friend, Mr. Burns, I really Jook to you and indeed I look to myself
and to Senator Humphrey and my other colleagues, to lift the dis-
cussion above the mundane because that is what this committee is all
about. We are the think committee of the Congress, we have no legis-
lative authority, but I do believe that with Dick Bolling, Hubert
Humphrey, and the other members we have a real opportunity to
present a doctrine and we have a good chance to have other commit-
tees follow by way of implementation. It is for those rather profound
reasons that T look forward to your annual appearance before us on
this subject.

Thank you, Mr. Chairman.

Senator Humeirey. Congressman Long. _

Representative Loxe. No statement, Mr. Vice Chairman.
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Senator HumpHREY. Senator Proxmire.
Senator Proxuire. No statement, Mr. Vice Chairman. )
Senator Humpurey. Mr. Burns, you may proceed as you wish.

STATEMENT OF HON. ARTHUR F. BURNS, CHAIRMAN, BOARD OF
GOVERNORS, THE FEDERAL RESERVE SYSTEM

Mr. Burws. I am most grateful to you, Mr. Vice Chairman, and to
my dear friend, Senator Javits, for welcoming me here this morning.
I have had the privilege of appearing before this committee over the
period of a quarter of a century or longer. I am especially glad to be
here this morning, Senator Humphrey, and to find you as joyful,
vigorous, and as youthful as ever.

In fact, if my memory serves me correctly—and I think it does on
this occasion—your love of life and your youthfulness and vigor are
as prominent, and possibly more prominent, today than they were
some 20 years ago when we first met.

Senator Humprrey. Mr. Burns, you can just stop your testimony
right there. [ Laughter.]

I don’t see that we ought to go any further.

Thank vou very much.

Mr. Burxs. I need hardly say that I welcome the opportunity to
meet with this distinguished committee to present the views of the
Federal Reserve Board.

Your deliberations this year take place at a time when the interpre-
tation of statistical information has been made especially difficult by
the vagaries of the weather.

Senator HumeraRrey. Could you just speak up a little Jouder, please.

Mzr. Burws. While that is troublesome, there is good reason, I be-
lieve. to feel a sense of encouragement about underlying trends in
our Nation’s economy. We at the Board are especially pleased that
the financial stituation stands out as a significant positive factor in
the economic outlook for the year ahead.

The task for monetary policy in the recent past has been clear—to
facilitate a substantial expansion in economic activity, while guarding
against the release of new inflationary forces. In its pursuit of that
basic objective the Federal Reserve has fostered moderate rates of
monetary growth,

During the period extending from the cyclical trough of March 1975
to January of this year, M-1, the narrowly defined money stock—
grew at an annual rate of 5.7 percent. A broader monetary aggregate,
M-2—which also includes savings and consumer-type time deposits
at commercial banks—increased at a 10.7 percent rate. Contrary to
the predictions of many economists who urged a more expansionist
monetary policy, these increases in the stock of money have proved
sufficient to finance a large gain in the physical volume of output and
employment. Indeed, the evolving stock of money could readily have
accommodated larger growth in economic activity than actually
occurred.

The Federal Reserve’s moderate policy, by damping inflationary
expectations, has helped to restore public confidence—both here and
abroad—in the value of our currency and in the future of our economy.



383

The dollar is once again a respected currency in international markets.
The demand for U.S. securities and other dollar-denominated assets
is again strong. And the substantial increase in the exchange value of
the dollar since the recovery began has relieved some of the upward
pressures on the general price level in this country.

Moreover, and mainly as a result of the lessening of inflationary
expectations, interest rates have not increased as they usually do in
a period of cyclical expansion. On occasion during the past 2 years,
yields in securities markets have registered noticeable upward move-
ments—sometimes, as last month, because of shifting market expecta-
tions or the pressures of heavy Treasury borrowing, at other times as
a result of Federal Reserve actions intended to hold monetary growth
within desirable bounds. But the general trend has been downward,
and the level of market interest rates on both short-term and long-term
securities is appreciably lower now than it was at the beginning of
the economic recovery.

Declines in interest rates have not been confined to public markets
for securities; they have extended also to loans by financial institutions.
Interest rates have come down on residential mortgage loans. The
rate of interest on bank loans to borrowers of the highest credit rat-
ing has declined sharply. Rates paid by other bank customers are also
down; in fact, at the end of last year, interest rates on loans to small
businesses and farmers were at, or very near, their lowest levels since
1973.

Meanwhile, the stock market has shown a good recovery. Despite
some decline since the beginning of this year, the average price of a
share on the New York Stock Exchange at present is more than 65
percent above its 1974 trough. A large measure of financial wealth has
thus been restored to the millions of individuals across our land who
own common stocks.

Our Nation’s business enterprises have taken advantage of the pre-
vailing financial climate to improve their liquidity, corporations have
issued a huge volume of long-term bonds, and they have used the pro-
ceeds largely to repay short-term debt and to acquire liquid assets.

For a fime, access to public markets for long-term funds was con-
fined primarily to firms with the highest credit ratings. During 1976,
however, lower-rated firms began to find a more receptive market for
their debt issues; the yield spread between Aaa- and A-rated bonds,
which was 114 percentage points when the recovery began, has aver-
aged only about one-half percentage point since last summer.

In addition, many medium-sized firms, as well as firms with lower
credit ratings, have met their needs for long-term funds in the private
placement market where life insurance companies and other institu-
tional lenders have extended a record volume of credit.

Besides this, the improved stock market has made it much easier for
corporations to raise equity funds for financing new investment
projects or for rebuilding capital cushions. The dollar volume of cor-
porate stock flotations in 1976 was far above the depressed level during
the recession. By following conservative dividend policies, business
enterprises also have been able to add substantially to their retained
prolﬁts,d and debt-to-equity ratios of corporations have generally
declined.
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The market for State and local government securities was troubled
in late 1975 and early 1976, when the New York City financial crisis
made investors very cautious and drove up borrowing costs to many
States and their political subdivisions.

Since then, interest rates on municipal securities have declined
sharply—more sharply, in fact, then interest rates on other fixed-
income obligations. In addition, the spread between yields on higher-
and lower-quality issues of municipal securities has narrowed. Record
volumes of new tax-exempt bonds were sold in 1975 and 1976, in part
to pay off short-term debt. These repayments, as well as the progress
made in strengthening budgetary positions, have improved the stand-
ing of State and local governments with the investment community.
In addition, the recent court decision setting aside the moratorium on
certain of New York City’s debt repayments has added materially to
the confidence of investors in the safety of State and local obligation.

The condition of financial institutions has also improved over the
past 2 years. Commercial banks, for example, have greatly increased
their liquidity by doubling their holding of Treasury securities and re-
ducing their reliance on volatile source of funds. With greater atten-
tion to canons of prudent management, banks have achieved moderate
increases in profits—even in the fact of substantial loan losses and
larger allocations to reserves for possible future losses. A large share
of bank profits has been used to enhance capital positions, so that the
ratio of capital to risk assets, which had declined steadily during the
early 1970’s, has risen appreciably. These changes have done much to
enhance public confidence in the soundness of the Nation’s banking
system.

? Other depository institutions have made similar progress in
strengthening their financial condition. Savings and loan associa-
tions, in particular, have repaid large amounts of debt hesides add-
ing heavily to their holding of liquid assets. Furthermore, with sav-
ings inflows continuing very amply, the thrift institutions have stepped
up their mortgage lending to a record level.

Outstanding loan commitments are at an alltime high, and mortgage
rates have continued to edge downward despite the huge volume of
mortgage borrowing and the recent upward movement in sensitive
market rates of interest.

In sum, it is clear that the financial base for economic activity has
greatly improved. That, of course, is a highly important positive fac-
tor in the ¢eneral economic outlook.

Other factors also suggest the likelihood of gathering economic
strength as 1977 unfolds. During the closing months of last year, the
demand for goods and services—except for inventory additions—
picked up, reflecting primarily a resurgence in consumer buying and
a further strong advance in homebuilding. )

The higher level of sales enabled business firms across the Nation
to work off a good part of the excess inventories that had accumulated
over the preceding months. With sales and stocks coming into better
balance, the pace of orders and production began to quicken and the
demand for labor strengthened. We thus began this year with em-
ployment and incomes increasing briskly.

During the past month or so, jobs, output, and sales have been ad-
versely affected by cold weather and interruptions of fuel supplies.
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In some parts of the country, drought conditions have led to the ration-
ing of water and may later affect some branches of agriculture as
well as the cost and availability of hydroelectric power.

Although the weather is leaving a mark on household budgets
through its impact on incomes, fuel bills, and food prices, the overall
economic effect seems to be considerably less than has been suggested
by many news headlines.

In fact, production and employment have already snapped back
smartly in most places. The hardships imposed on many American
families by this inclement weather will be long remembered and, I
hope, will stimulate long-needed action on a national energy policy.
The recent difficulties, however, are not likely to have large or lasting
effects on the performance of the economy during 1977.

Most major sectors of demand can be expected to contribute to the
expansion of economic activity over the remainder of the year. Con-
sumers have been showing an inclination to spend more freely; during
the fourth quarter the percentage of disposable personal income de-
voted to consumer spending was the highest in several years.

Except in areas where the weather has been especially unfavorable,
retail sales since the beginning of the year have continued at a satis-
factory pace. Moreover, consumers have built up their stocks of liquid
assets substantially during the past 2 years. With their financial
condition thus improved, they are now displaying an increased will-
ingness to incur added indebtedness in order to finance the purchase
of automobiles and other big-ticket items.

The strong pace of consumer buying during the Christmas season
resulted in a sharp decline in the ratio of inventories to sales in many
lines of activity. Stocks of some goods probably have been further
depleted in recent weeks because of production curtailment caused
by weather and fuel problems. Businessmen may be reluctant to re-
order in volume until they are more confident that the economy has
regained its upward momentum. But as sales rise, they will soon have
to add substantialy to their inventories in order to meet customer
demands. )

Prospects for residential construction are also bright. Construction
of single-family homes has already rebounded sharply, and produc-
tion of multifamily homes is now gradually recovering from the over-
building and other problems that have been troubling this sector.
Mortgage credit is readily available in practically all parts of the
country, and residential building activity should therefore continue to
move upward.

The outlook is less clear for the demand for U.S. exports. Our mer-
chandise trade balance fell sharply last year—in large part because
of our increasing dependence on foreign sources of oil and the weak
revival of economic activity in many other countries. During 1977
imports will increase as the domestic economy continues to expand,
but the rise is not likely to be as rapid as last year. Our export trade
can be expected to improve, with the extent of the gain depending
on the pace of worldwide economic expansion.

At present economic recovery is underway abroad, but the recov-
ery in many countries is less decisive than in the United States. In a
number of instances, less vigorous economic growth reflects action
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taken to cope with inflation and severe imbalances in international
payments.

Among other difficulties, the process of adapting to the harsh reality
of much higher oil prices is by no means complete. Thus, our export
trade may be adversely affected for some time, particularly since
credits to many foreign countries cannot very well continue rising as
rapidly as they have been, or as they have in reecnt years.

There is much less uncertainty about the outlook for investment
in business fixed capital in our country. Indeed the near-term pros-
pect is clearly favorable. It is our judgment at the Board—based on
the continuing improvement of product markets, the intentions of
business firms disclosed by survey data, the upward trend of capital
goods ordering, the increasing number of new firms, and the improved
state of financial conditions—it is our judgment that business capital
investment will grow significantly over the remainder of this year
and into 1978. There is some question, nevertheless, as to just how
vigorous or how durable the rise may be.

Historically, investment in plant and equipment has often increased
rapidly even in the early stage of cyclical expansions. In the current
recovery, however, business capital outlays have been sluggish ; meas-
ured in constant dollars, they rose only 8 percent through the final
quarter of 1976. This contrasts with an average increase of 15 percent,
during corresponding periods of the earlier business cycle expansions
since World War IT.

Of late, businessmen have been especially hesitant to commit them-
selves to major investment undertakings. The capital spending that
has occurred so far in this expansion has been heavily concentrated in
relatively small-scale items—for instance, office equipment, light ma-
chinery, and trucks. Relatively few large sized industrial or commer-
cial construction projects have been recently started.

I believe that a major reason for the inadequate expansion of plant
and equipment spending is the impact of the recession of 1974-75 on
the psychology of the business community.

Not many of the current generation of business managers had ever
experienced an economic decline of comparable severity. In recent
times, the view spread in business circles, as it already had in the
academic community, that the business cycle was dead—that any re-
cession that might occur would prove brief and mild, because gov-
ernmental policies could be relied upon to keep the economy moving
forward at a rather steady pace.

Businessmen certainly were unprepared for the slump in sales and
production in late 1974 or early 1975 that resulted from an inflationary
process that had gotten out of control. In the aftermath of this hard
experience, it is not surprising that corporate managers became more
cautious in their planning and that rebuilding of the confidence needed
for a new surge of investment activity is taking time.

The pattern of events has been worldwide in scope. Industrial na-
tions generally have suffered a cycle of inflation and recession similar
to that in the U.S., and businessmen everywhere have since then tended
to be unusually cautious in making major long-term investment com-
mitments. During the past year, economic expansion in most countries
has been held back by weakness in business capital outlays.
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Contributing to this lack of confidence is the fact that, despite heart-
ening progress over the past 2 years inflation is still proceeding at a
troublesome rate almost everywhere. In 1976, consumer prices in this
country rose about 5 percent. This was down from 7 percent in 1975
and 12 percent in 1974. But our businessmen as well as other citizens
fear that the continuation of even a 5 percent rate of inflation may be
incompatible with the attainment of a durable prosperity.

In an inflationary environment such as we have had i1n recent years,
many business managers are apt to feel that they cannot reliably
assess costs and profits over the long-time horizons frequently involved
in new investment projects. This inevitably affects their investment
planning.

In addition, businessmen have been concerned for some time about
the possibility of an early reintroduction—in one form or another—
of price and wage controls. I sense, however, that this particular appre-
hension has diminished, thanks in large measure to President Carters’
perception that concern about controls was complicating the process
of business decisionmaking.

I must note also that governmental regulation has become an impor-
tant deterrent to capital spending. Businessmen tend to shy away
from costly investments whose useful economic lives may be cut short
by the introduction of more stringent safety, health, or environmental
standards. Rigid price regulation—as in the natural gas and transport
industries—has served to reduce the incentives for investment. And
the failure of the Federal Government to formulate a coherent, long-
range energy policy has left the business community troubled and un-
certain about the future cost and availability of fuels and petroleum
feedstocks.

Futhermore, compliance with existing environmental and safety reg-
ulations adds to the cost of building and operating productive facili-
ties—without increasing their salable output. These costs involve not
only expensive equipment—such as pollution control devices—but also
thgi time lost in going through extensive governmental review pro-
cedures.

I understand that any given industrial construction project may be
subject to as many as 10 different environmental regulations at the
Federal level alone.

And overlapping regulations at the Federal, State, and local levels,
besides causing confusion and delay, sometimes work at cross purposes.
This tangled regulatory system has caused some extraordinary delays
both in the launching and completion of major capital projects.

The consideration of remedies deserves high priority. We must find
the political courage to consider objectively not only the very real bene-
fits of environmental and safety regulations, but also their economic

Aanata

We should give serious consideration as well to reform of our system
of Federal taxation in order to reduce the disincentives to business
capital formation and to equity investment in American enterprises.
The current congressional study of proposals for integrating the per-
sonal and corporate income taxes is a step in the right direction. T hope
that the Congress will also examine the distorting effects of inflation
on the corporate income tax, which have contributed to the weakness
in after tax earnings of our businesses over the past decade.

92-625—77—6
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It may be well to emphasize that the Nation’s stock of industrial
capital has been growing too slowly not just during the current re-
covery but over a period stretching back at least to the beginning of
this decade. The vo];ume of business fixed investment per person added
to the labor force was appreciably smaller between 1970 and 1975
than it had been between 1960 and 1970. This unquestionably has
affected the trend of productivity, which has been decidedly disap-
pointing in recent years.

What should concern us perhaps most of all is the distinct possibility
that a continued lag in capital formation will make the attainment
of full employment of our labor force extremely difficult further along
in the current expansion—simply because we may have a defiicency
of plant capacity relative to available labor. It is important therefore,
to focus attention on the whole range of problems relating to capital
formation.

Senator Humphrey and Senator Percy wisely called attention to
this need last year by introducing S. 3693—the Investment Policy Act
of 1976—a bill that stresses the importance of creating an environment
that is more conducive to business capital formation.

The steps here suggested will not suffice, however, to bring about
a lasting improvement in the level of investment activity if our Ntiaon
fails to pursue fiscal and monetary policies that promise continuing
progress in moderating inflation. Forward business planning, which is
extremely challenging under the best of circumstances, becomes ex-
ceptionally hazardous in an inflationary environment of the kind that
has existed in our country since the midsixties.

Nor for that matter can there be satisfactory planning in such an
environment by households or governments. Many of the problems
that our cities have been living with are traceable to the stresses of in-
flation in the early 1970%s; specifically, to the ballooning of costs for
municipalities whose tax revenues, unlike those of the Federal Govern-
ment, respond sluggishly to inflation.

In conducting fiscal and monetary affairs, we in the Federal Govern-
ment must not allow ourselves to be lulled into thinking that stimula-
tive actions are riskless because there is now considerable slack in
the economy. As we should know by now, pressures on resources and
prices can arise even at a time of substantial unemployment.

For its part, therefore, the Federal Reserce System is committed to
a course of monetary policv that will permit sufficient growth of monev
and credit to support good expansion in economic activity, but which
will avoid the release of new inflationary pressures or expectations.

On the fiscal side, it is no less imperative that budgetary deficits be
gradually reduced and before long eliminated. If they are not, anxie-
ties about the future path of inflation may threnten the hard-won pro-
gress that has been achieved in improving the condition of our financial
markets and the overall economy. As our economy continues to expand,
a sionificant and steady lessening of Federal Government demands on
capital markets will be vital to release savings for use in the private
sector of the economy. .

The supportive role which government appropriately plays at a
time of extensive unemployment, such as we have been experiencing.
must be scaled down as the Nation moves toward fuller utilization of
its resources.
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No problem more urgently requires our attention that the unemploy-
ment of some 7 million Americans. But we must be skeptical of solu-
tions that require ever-larger governmental deficits or ever-faster
money creation.

Fortunately, understanding of the complexities of our Nation’s eco-
nomic problems has grown as a result of the hard lessons of recent
years. If all of us in government work together and share ideas, I am
optimistic that we can fashion policies that will go far toward
strengthening the state of confidence on which the jobs and prosperity
of our people ultimately rest.

Thank you, Mr. Vice Chairman.

Senator HumpHREY. Mr. Burns, thank you. Thank you in behalf of
the committee and my own behalf for a very far-reching and
thoughtful and in-depth presentation of your observation of our econ-
omy. I think you have given us a great deal here this morning to think
about; you have also given reason for hope and growing confidence.
But what I appreciated most in your statement is your ability and
your capacity to weave into one fabric the many factors that make up
what we call the American economy, and its relationship to the inter-
national economy, the factors which show improvement in strength,
and strengthening those which still leave us with concern.

I noticed that you have emphasized the lag in capital formation.
Therefore, the importance of investment policy on the part of
government.

What you have indicated as I understand it is that that policy is
not merely one of tax policy but also one of our ability to curb infla-
tion, curb the forces of inflation. And, also, of course, you have brought
{'o]our 1attention the impact of Federal regulations, all which is most

welpful.

I truly feel this is one of the most significant statements that we
have had before this committee. I thank you for it. I hope that it will
be studied not only by those few of us that are here today but our
colleagues in the Congress.

Now, just to be a little more specific—because we need your guidance
and whatever you have to say has such a tremendous impact upon the
public, on public confidence In our economy, and the public’s attitude
toward economic developments.

You have not given us any specific figures in terms of how you see
the economy in the coming year, looking forward to calendar year 1977
and then into 1978. I realize it is hazardous to make predictions, even
of short term. But, we need your guidance.

What would you think will be the rate of growth, true growth in
the economy for the coming year? What would you project for 1977
and then going into 19787

Mr. Borws. My own judgment is that the projection that President
Carter and his economic staff have made is entirely reasonable; we can
look forward to an expansion of our production at a rate of some
6 percent this year, and I would expect unemployment to come down
and to fall below 7 percent by the end of this year. But as I think you
know, it has become especially difficult to forecast unemployment be-
cause of the changing environment in which we live. Additions to the
labor force have proved to be very much larger than past experience
would have suggested. This is due in part to changing customs in our
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society ; women are now accepted in industry on a far larger scale than
before, and they are taking advantage of their new opportunity.

Also, I believe that inflation has put a burden on many of our fami-
lies. When we look at wage statistics and the like, we see the curve
rising month by month. That may suggest to some of us that wage
carners are becoming better off month by month but, of course, that
isn’t true. As far as the wages of any particular individual are con-
cerned, there may not have been an increase for 6 months or a year or
two. That, of course, is dramatically true of the incomes of our farmers
and of many of our small businessmen.

Meanwhile, the cost of living is rising for every American family.
For tens of millions of people, that means that real incomes are going
down month by month. That, of course, put pressure on households.
Many women are responding to this pressure ; they seek work in order
fo maintain the living standard of the family or perhaps to improve
it. Because additions to the labor force have recently proved to be
much larger than in the past, it has become especially difficult to fore-
cast unemployment trends with any degree of accuracy.

Senator HumpaREY. I think that is a very fair statement. We have
had difficulties as you know the past few years really understanding
the labor force or getting a fix on it, so to speak. The figures as you
have noted are very flexible and variable, There isn’t any doubt in my
mind that inflation has played a very distinct role in this as well as
lifestyle, the change in lifestyle in the American community.

What do you believe, looking forward to what is not in the Con-
gress in terms of the economic package; how do you see the inflation
rate for the coming year, Mr. Burns? Is there a chance that we can
bring it down? Will 1t stabilize? Will it go up? Do you have any fore-
casts that you would like to make ?

Mr. Borws. I wish I could say that I am optimistic that the inflation
rate will come down this year. T am not.

There has been some quickening in the pace of inflation in the past
6 months or so. Also, I believe that the drought in the midwest and
west, including California, and the freeze in Florida, will have some
impact on food prices. The energy crisis will result in price rises.
Finally, while I don’t want to criticize anyone, in all honesty, I am
bound to say that the increase in the Federal budget is stirring up new
fears, new expectations of inflation—which to some degree may turn
out to be a self-fulfilling prophesy.

Senator HumpaRrEY. I think we have to face the facts of fuel prices
and food prices and bottlenecks as well in production facilities which
lend themselves to inflation.

What I think is very, very important is to get away if we can, from
the fear of inflation—you said a self-fulfilling prophesy—Dbut not to
get away from it by pretending it doesn’t exist. I don’t mean that. I do
think it is imperative that we come to understand that the inflation
rate is a deterrent to our economic growth ; that it is a stimulant to un-
employment; and that it does cast a shadow of fear and doubt in the
investment community. I don’t think there is any doubt about these
things. We have learned a great deal in these last few years. The old
economics of looking at unemployment as inevitably bringing down
prices, that is out the window, it simply hasn’t happened. But if we
somehow or another could get the business community to feel there
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was a true sincere desire on the part of government to combat infla-
tion, then this self-fulfilling prophesy might not materialize.

I don’t quite know how we do it except through men like yourself.
I think men have great confidence in you, Mr. Burns, and that is why
I noticed in your statement, I take note in your statement of certain
signs of basic improvement in our economy.

Am I correct in assuming that you believe that the year 1977 will
see a steady improvement in the economy ?

Mr. Burxs. You are entirely right in concluding that I see a steady
improvement in production and jobs.

T wish I could add that I see a steady improvement in the rate of
inflation. T do not. »

Senator Hryparey. You have, outside of what you call the budg-
etary deficit difficulty, do you have any practical sugegstions for us on
how to combat this festering sore of inflation ?

Mr. Burxs. Well, T have a negative comment. I hope there will be
no pressure on the Federal Reserve Board to expand the money supply
faster than it has been doing. I think that the money supply has been
growing at a rate which, if anything, is a little too fast.

{' think that this country needs, and needs badly an anti-inflation
policy.

May I. as an old friend, give you a word of advice? Along with
Mr. Hawkins, you are the author of the Humphrey-Hawkins bill, and
your deep concern about unemployment—really, your deep concern
about human beings and about life in our America—comes through
in every portion of that bill. But that bill does not give sufficient
attention to inflation. T hope that you will continue working on that
bill as you have been doing and try to develop an anti-inflation policy.

Senator Humenrey. I might say that the most recent version as you
know is the result of testimony such as yours, hearings before the
Banking Committee, Senator Proxmire, and in the House. We have
incorporated a section on anti-inflation policy but I would be less
than honest with you if I didn’ say it needs further clarification.

As T see the economy—and my time is up now—we have all of the
essentials here now for a substantial economic recovery. If we can
maintain a policy or if we can sustain a policy that does not permit
greater inflation, inflation at about 5 percent is severe enough, that
is very severe. But I seriously doubt that we will get much lower than
5 percent in this coming year. But if we could give the country the
belief and confidence that it was not to go beyond that, despite the
pressures of food and energy, I think it would do a great deal to trigger
substantial growth in both production and in employment.

Mr. Burns, we have not been too critical of late of the Federal
Reserve Board and its money policy. I want to come back to that
as monetary policy. My time is up. I want to come back to you and
talk to you about those magic symbols M, and M. but we will wait.

Senator Proxmire.

Senator Proxmire. Mr. Burns, we all know that you are a superb
economist and analyst of the economic situation, but T want to take
this occasion to differ with you right across the board. I think your
analysis couldn’t be more wrong on the present outlook. It's very
rosy, very optimistic, but I just don’t see that we have a basis for that.
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You talk, for example, about the good performance of the stock
market. What I have seen is that we have had a very bad January
in the stock market with a significant drop. And while it is true that
there was some recovery last year, the stock market has not been
performing very well lately. .

No. 2, you talked about the fact that there was an increase
in the proportion of consumer income that was being spent. I point
out that the drop in savings rate to 6 percent, which is the lowest in
4 years, might also suggest that that expenditure rate is unlikely to
continue.

In other words, people are going to spend less. )

Now, to put prospective lost income into figures. Higher social
security taxes will decrease the average family’s income by about $70
this year, that is a loss of about $314 billion. An estimated extra fuel
bill 1s about $150 a family, that’s likely to be another very large loss.

I figure that at perhaps $714 billion.

Federal Energy Administration officials are predicting that prices
will rise about 3 cents a gallon, T understand that is about $1 billion
for every cent rise, that would be another $3 billion; it is the same as
a tax increase.

We also have, as you pointed out, a strong prospect, because of
a drought in the West and cold weather in the East, of a rise in food
prices and that could cost $5, $6, or $7 billion.

The difficulty is that all of these inflationary items I have talked
about, the energy and the food developments, can’t be reached by
any kind of economie restraint. It is outside the reach of any kind of
economic policy to dampen it down.

In other words, if we reduce aggregate demand, it is not going to
do very much in reducing the price of food. It is not going to
do very much in reducing the price of energy. That kind of inflation
is independent of fiseal or monetary policy.

For that reason, it seems to me that the kind of inflation that we
suffer from is likely to be the kind of inflation that will not be reached
by restraining the economy.

Now, I agree with you that exports are likely to be weak. I agree
with you that capital spending has been disappointing and is likely
to continue to be disappointing. But I would argue there is not much
substance to the notion that this is primarily because of inflation.

Every businessman I have talked to—I asked them why they don’t
expand in plant and equipment—says the market isn’t there.

They can’t sell what they produce. They are operating below capacity
now ; why build more capacity ? We have a situation in Japan with far
worse inflation that we have had and yet their capital investment rate
has been higher. Inflation hasn’t inhibited them.

So as I look at this whole picture, I just fail to see why this notion,
that the economy is likely to grow as vigorously as vou indicated it
will and that we don’t need more stimulation, can stand up.

What’s your answer ?

Mr. Burns. The only answer I can give you is that you and I see the
world differently.

You have assembled, as comprehensivelv as any reasonable man
could, all the negative factors. I don’t think you have presented a
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balanced view of the economy. However, I must admist the possibility
that I may turn out to be wrong and that you may turn out to be right.

Senator Huamprrey. Don’t give in too soon.

Mr. Burss. I am giving up nothing. I am just being courteous.

Senator Proxare. Well, I gave some specific figures. Would you
quarrel with the notion that we lost because of the weather-related
loss in income that people won'’t have, they won’t be able to spend that,
therefore demand will be less? We lost because of the higher social
security taxes, because of the higher fuel bills—aside and apart from
the weather-related loss of income.

Mr. Burns. But you ignore the resilience of human beings. As T have
observed life over more years than you have——

Senator Proxyire. Not much.

Mr. Burns. You'restill a very young man.

As I have observed life, people normally react to adversity with
great energy. They start rebuilding. They will dip into savings and
they will borrow, and they will work overtime, and they will moon-
light, and

Senator Proxare. But all those things, working overtime, moon-
lighting, depend on an expanding economy. You can’t moonlight if the
job isn’t there. You can’t work overtime if the employer won’t permit
vou to work overtime, and he won’t do it unless there is demand for
his product.

Mr. Burxs. I think Americans have made great opportunities for
themselves, and they have done so over our entire history. Let’s not
underestimate the energy of our people.

We have gotten into the habit, no matter what happens in life, of
turning to the Federal Government for assistance. We ignore the fact
that we have a very vital private economy. We are weakening ourselves,
I think, through constant fussing with very short-range problems.

Then there is the weather. What are we going to do about it ?

“The Federal Government has to move in,” or “We need more re-
bates,” or “Just distribute checks to people, throw them out from air-
planes across the land.” [ Laughter.]

T think we had better calm down. As far as the weather is concerned,
what has happened has not been much more serious than the effects of
serious strikes in the past. When you look back over the historical rec-
ord of major strikes, you find that things looked gloomy for a few
weeks, but later on you have trouble remembering when the strike
occurred.

Senator Proxanre. Now. Mr. Burns, let’s put this in perspective.

I didn’t claim a huge loss because of weather. I said about $2 billion
which isn’t very much loss in a $1 trillion or $1.5 trillion economy.

Mr. Burys. Itissuch atrifle

Senator Proxarre. But I say it is an important element. And when
vou consider the weather along with the additional fuel cost, along
with the additional social security cost, along with the additional cost
of gasoline and oil, along with the prospect of increased prices for
food, when you put all that together, it adds up to, I think, a figure
of $25 billion.

We have a stimulus package that would give us about $I% billion
this year, and you seem to think that is premature. What do we have
to do before we are in a position where you think the economy deserves
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or needs, requires additional stimulation? Would it ever require it
under any circumstances? Should we have a tax reduction? I agree
with you on the excessive spending. I think that is the wrong route.

Mr. Borxs. I have testified before this committee over a long period,
and time and again, T have urged tax reduction. But when the economy
1s expanding and generating growth on its own, as it is now, I have
doubts about the wisdom of so-called fiscal stimulation.

And I'think all of us ought to keep in mind that so-called stimulative
fiscal policies involve risks—involves costs. Consider what has hap-
pened in the past 2 or 3 months. During that period monetary policy
has been unchanged; the one interest rate over which we have sub-
stantial control—the Federal funds rate, which in effect is the inter-
bank lending rate—has been virtually constant. Yet, according to
figures I happen to have before me now, between December 21 and Feb-
ruary 22 the 1-year Treasury bill rate rose by 54 basis points. Rates on
3-year Treasury notes rose by 75 basis points and those on T-year
Treasury notes rose by 76 basis points. Yields rose on longer-term
Treasury bonds and also on corporate bonds.

These interest rate increases in part were due to the discovery by
the market that Treasury borrowing will be larger than before, to the
discovery by the market that the budget is going up. Not only have
interest rates risen; fears of inflation have been to some degree
reignited.

§o, let’s not talk about fiscal stimulative packages as if they would
bring blessings to the people without some costs and offsets elsewhere
in the economy.

Senator Proxyre. Well, Doctor, elsewhere you described a situation
where we have a rise in interest rates as you point out, with a very
weak loan demand, with only a 2.4-percent growth on an annual rate
in the 4th quarter of 1976; it seems to me that you have something to
answer for as the monetary policy leader in this country, that we have
not provided the funds necessary.

You have a 19-page statement here and there is one sentence in your
statement that is devoted to monetary policy.

I have some questions and Senator Humphrey does, too. Unfortu-
nately, my time is up. I will be back when Senator Humphrey is
through.

Senator Humphrey. Mr. Burns, I must say that this is a very unusual
meeting. I am a little more optimistic than my friend from Wisconsin,
primarily, T think, because of your persuasive eloquence this morning,
and also my own view of the economy. ]

You have presented in your paper to us, in your testimony, certain
developments in the economy, in the liquidity position of industry,
certain industries, the general trend of the interest rate picture both
in terms of short term and long term; the better position of our finan-
cial institutions; in other words, the certain building blocks of the
economy have given us a heartening picture.

I think that is a fair statement, isitnot? )

Mr. Burws. I think so. Thank you, Mr. Vice Chairman.

Senator HompurEY. Now, I think the difference that some of us have
with you is whether or not in light of what Senator Proxmire has
indicated, as related to the restricting of certain building blocks in
the economy, there is a need for additional stimulus and what kind
of stimulus should it be.
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The fact that there are some risks, I think they are inevitable.
There is a risk that if you don’t do anything things might not work
out. In fact, there is a considerable risk that that could happen.

The risk of the stimulus package with whatever inadequacies it may
have and some of us are not in full agreement with the stimulus
package. Those risks are minimal as compared to not having such a
package. For example, on the tax rebate, I was never really too excited
about the tax rebate as a proposal except for one consideration, that
it does offer some immediate relief to those that have suffered from
increased fuel costs. For example, the increased impact of taxation
rates upon what is considered to be improved or larger income. So
that the rebate has the immediate effect of some stimulation as com-
pared to long-term, or basic changes in the tax law.

I happen to believe that there is a certain body of unemployed in
the country, particularly among unskilled and among the youth that
will not be absorbed at least in the immediate future by even a sub-
stantial improvement in the economy, and therefore, the question is,
Is it better to have them on work programs or is it better to have them
on welfare programs? Recognizing that there are differences in cost
in terms of money, but the costs in terms of dignity and work habits
also have to be weighed.

We had a considerable argument here on inflation of late with our
friends in the labor movement.

For example, I would be interested in what you have to say about
the President’s request for prior notification on price and wage in-
creases. This seems to be a hot topic in light of the meeting of the
AFI-CIO at Bal Harbor, Fla., and Mr. Meany’s comment. Do you
have any observations you would like to make on that matter as a
means of dampening down inflationary fires or pressures?

Mr. Bugrns. I don't really understand what the fuss is all about as far
as prior notification of wage increases is concerned. The Labor De-
partment’s mediation service is thoroughly informed about wage
contracts—when they expire and which ones are coming along. Pre-
notification is not a problem at all in that area; we have the informa-
tion now. I don’t know what that debate is all about, really. I think
it is an emotional debate rather than a debate of substance.

Prenotification of price increases is something else again. 1 think
you have heard me talk about that approvingly mn the past, Senator,
and I have not changed my basic views. But I do believe there is a time
for everything; and now, when businessmen across the country are
deeply concerned about possible price controls down the road, it
seems doubtful to me whether this is the right time to stir up that issue.

Senator Hunrparey. Despite the President’s repeated statements that
he will not support wage and price controls nor will he ask the Con-
gress for wage and price controls, which I think has been made not only
by the President, but by his advisers. I heard Mr. Schultze this morn-
ing on TV, Mr. Blumenthal, et cetera.

Mr. Burxs. There is not the slightest doubt in my mind about the
complete sincerity on the President’s part and on the part of his
economic advisers. There is not the slightest doubt in my mind that
they will keep their pledge to the American people and to the business
community.

But this confidence of mine is not shared by a large section of the
business community. Although I believe they are wrong in their judg-
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ments, that does not alter the fact that these are their judgments,
these are their opinions, these are their doubts.

As an old educator, I have learned that the amount of educating
that you can do in a short period is very, very limited. Being concerned
about the economy and its prospects, I for one, have said nothing
about incomes policy in recent months, although I do believe—and I
will say so candidly once again to you and to vour colleagues—that
this country will need to develop an incomes policy even though we as
yet do not know how to do it properly.

But I don’t think this is a good time to talk about this subject since
businessmen are so fearful.

Senator Humpurey. Well, there is a certain irony here and para-
doxical situation. On the one hand, the business community talks to it-
self about the concerns over inflation, and I think really gets into an
emotional lather over it, even though there is reason—obviously reason
for concern.

But at the same time, they don’t want to talk about an incomes pol-
icy which has some relationship to curbing inflation. It is very difficult
to deal with this volatile complex subject that we call inflation in this
type of an economy that we have that’s affected by worldwide factors
such as energy costs and fuel costs, food costs, commodity costs. But
an incomes policy is an anathema to the American business com-
munity, and apparently to the labor community. And yet the same
ones that have this concern over or antagonism toward an incomes
policy are the very ones that go around and daily place in the press and
in the public media their deep concern over the revages of inflation.

Well, how do you get them out of this syndrome?

What youn have said to me this morning, Mr. Burns, is that there is
money in the banks, that the banking and lending institutions, finan-
cial institutions are stronger today than they have been for a long
time ; that they have been able to liquidate a number of their losses,
thev have even cushioned for further losses; they have had some
profits. You have indicated that corporations have been expanding
their financial base by both short-term and long-term bonds; that
mortgage money is there, that interest rates at least over the past 18
months have been declining somewhat while there are some variations
and of recent date there 1s some increase in Federal paper rates or
Treasury notes. That basically that they are building blocks of the
economy and they are in better shape today than they were at any time
in the past 3 years. I think that is really what you are saying to us.

Now, what do we need to do to convince these doubters that it is
time to move? What Senator Proxmire says has great merit if for
only one reason, that the traditional indicaters for investment, for
expansion of plant or modernization of equipment and thereby im-
proving productivity, that those traditional indicaters are on the plus
side, they are good.

What’s negative ? The lack of market ?

Now therefore, the stimulus package comes along for one reason.
well, I would say two reasons. No. 1, to increase the spending capacity
of the American consumer; and to put people to work on what would
be at least more productive constructive jobs than sitting around on
their posterior portions waiting for the unemployment compensation
or the welfare.
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Now, how do you get us out of this? Dr. Burns, you notice I didn’t
say Mr. Burns, I say Dr. Burns, what is your prescription other than
just concern over the Federal budget? The Federal budget is here sim-
ply because of the needs. Very frankly, Mr. Carter has cut out pro-
grams that many Members of Congress are deeply concerned about not
because they are Members of Congress, but because there are people
right out here in this hallway waiting to talk to me about projects
that have been cut out.

Business people that want to know why we are cutting out the water
programs. Why are we doing this? Why are we doing that?

What do you offer? I realize that you don’t have a magic formulia
for everything, but I have such faith in you I want you to give the
country this morning the reassurance that it needs, Mr. Burns, and
I will look at the market tomorrow.

Mr. Burxs. Let me start by indicating what I think large sections of
the business community are concerned about at the present time.

There is & certain nervousness within the business community. What
is it that businessmen fear? What is it that troubles them ?

They are troubled, first of all, by the size and the growth of the
Federal budget.

They are worried by the continuance of inflation and the possi-
bility that inflation may intensify. They are worried about the possi-
bility that wage and price controls may come along 3 months, 6
months, or a year from now.

As far as wage and price controls are concerned, what I would do is
nothing ; I would just stop talking about them.

As far as the budget is concerned, I would make every effort to cut
back on Federal spending rather than augment it. Beyond that, as far
as the fear of inflation is concerned, I believe that it is important that
an anti-inflation policy be developed and presented to the Congress
and the country. This is something that I know the administration is
working on. But the sooner a plausible, persuasive anti-inflation pro-
gram is put forward, the better.

There are still other concerns on the part of the business community.
This country does not have an energy policy.

Senator HuypHREY. A what, sir?

Mr. Burys. An energy policy.

Senator HuMPHREY. Yes.

Mr. Bugrxs. Our economic future at the present time is at the mercy
of a half dozen Arab sheiks who could impose another embargo on
imported oil. Our national security is in danger. We spend over $100
billion on defense a year at the present time, and yet our Defense Estab-
lishment could be rendered powerless if oil is cut off. Once again, I
Lnow that the President is working on such a policy and will announce
it. But until that happens, there will continue to be doubts within the
business community.

These are the directions in which I would be inclined to move.

Senator Huyrerrey. May I say that T thoroughly agree on the
energy policy matter. I have said in our seminar with the President
and his Cabinet that until we get an energy policy we have neither an
economic nor a security policy. I couldn’t agree with you more. Until
that energy policy is resolved, the billions and billions that we are
putting into defense loses much of its meaning in terms of its effective-
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ness; and secondly, until it is resolved, there is no way that you could
make any safe predictions on the performance of the economy because
energy in America is so vital to our entire economic structure.

Senator Javits.

Senator Javrrs. Thank you.

Senator Humrury. Thank you for returning.

Senator Javirs. Mr. Burns, I have read your statement with great
interest, and I take great satisfaction from the fact that a report of
the minority of Joint Economic Committee on what is to be done
about our existing situation, which I reviewed last night, almost
tracks exactly your views and they said they didn’t consult. That gives
me great satisfaction to know that we have come to very much the
same conclusions.

The thing that I would like to ask you is this: generally the ideas as
they emerge from your paper tell us not to do certain things. There
are relatively few things we are to do.

For example, you are not too excited about rebates as compared
with the tax reductions.

You are not very anxious to have any implications of wage and price
controls, feeling that that is unwise. You tell us that we should not be
quite so gung ho on environmental outlays. Generally speaking, you
seem favor—I don’t want to put any words in your mouth—the
deflation rather than inflation which has taken place in the last couple
of years which has tended to—it claims to keep unemployment high
at the price of keeping inflation low.

You have taken a few cracks out of development regulation of their
excessive character.

Now, that kind of characterizes the situation as I read it.

The question I would like to ask you primarily is what can we do in
your judgment which is confidence-building rather than just, you
know, say we won’t do this and we won’t do that and we won’t do
the other, though that, itself, of course, has a tendency to bulid confi-
dence. But I so thoroughly agree with you when vou say, “I believe that
a major reason for the inadequate expansion of plant and equipment
spending is the impact of the recession of 1974-75 on the psychology of
the business community.”

So my question, what can we do in your judgment—because I
believe you define the business community as I do to include the labor
community, there is no seperation there—what can we do in an affirma-
tive policy, for example. I would like to give you three illustrations so
I'make my question precise.

Project independence, $100 billion. The kind of expenditure we made

in war. T mean that is a massive national dedication to a great ob-
jective.
: Second, we do not contribute up to 1 percent of our gross national
product to the acceleration of the development of the LDC’s. a dedi-
cation of our country to contribute. say. even three-quarters of 1 per-
cent would increase our whole position in order of magnitude so enor-
mously that we would be able to play a very much stronger hand in
what we ask of the LLDC’s in return. and the north-south dialog would
be backed up by vast resources and that is a very, very meaningful
operation.
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Item 3, perhaps some massive effort to deal with the world’s
health which is miserable, again, outside the billion people who are
in the industrialized countries, to deal with the world’s food and to
deal with technical assistance, to even agricultural development on a
Peace Corps to out-Peace Corps Peace Corps would be an inspiring
and monumental national adventure.

I only suggest that by way of implementing the question that I ask.

Mr. Burns. Thank you very much for giving me the opportunity
to address some of the major questions that you have raised. I think
your comments on my statement were entirely fair; my statement does
lack the major forward look to which you correctly aspire.

Let me try to fill this gap to some degree.

I did comment in my statement on the need for a constructive tax
policy, a tax policy designed to stimulate business capital investment
In areas in which our Nation has been lagging. I won'’t say any more
about that.

You have commented on the need for a long-range energy policy
that would reestablish this country’s independence in the energy area,
and I endorse that completely. Whether that calls for a $100 billion
project such as Vice President Rockefeller put forward is perhaps
debatable. But I do think that a massive approach to this matter is
desirable, and that massive expenditures on the part of the Federal
Government will probably be necessary—along with a conservation
program, another area in which we have been lagging badly.

I would like to comment now on two subjects. One is the need for a
comprehensive program for mobilizing the latent energies and enthu-
siasm of the American public.

I think there are mﬁlions of people in this country who would be
only too glad to have a purpose in life—something that many of us
haven’t had in recent times—who would be very willing to devote their
time and energy to help educate many of our youths who are wander-
ing the cities and many of our unskilled people, to find jobs for them,
to help them in their manner of living.

I think we badly need to revitahze our cities. But when we talk
about that subject, what we commonly do is focus on Federal spend-
ing. Well, we have had massive Federal programs, and they haven’t
accomplished very much.

You have put forward some ideas in that area yourself, Senator.
over the years.

We need to establish productivity councils within individual plants,
in individual cities across the country. We need a national productivity
center that would supply some seed money for projects of this kind,
so that businessmen and trade union leaders and government officials
could sit down and diagnose the problems of our cities.

So many of our cities are decaying. I think solutions will have to be
found on the local level. The good will and energy of millions of
Americans can be mobilized for that purpose. I think that would do
a great deal more than the Federal programs manufactured in this city.

Also, we need a coherent anti-inflation program. It has to start with
a policy of budgetary restraint and a moderate monetary policy, but
it has to go further. I have talked over the years about the need to be
fair to our young people. We have a Federal minimum wage which
is pricing hundreds of thousands of our young people out of the
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iabor market. I think we need to revise the Federal minimum wage
aw.

I think that the Davis-Bacon Act is restraining construction over
the country. That act should be suspended or repealed.

I have already mentioned the need for a national productivity cen-
ter. I have already mentioned the need for stimulating investment
and thereby revitalizing productivity, which has been lagging in our
country. :

We need to reform our building codes and regulations across the
country. We need to modify our environmental standards. We need
to remove remaining restrictions on agricultural production. We need
to liberalize tariffs. We need to relax and, to a degree, remove
various regulations that impede progress in our transportation indus-
tries. We need to establish national bargaining committees in the con-
struction trades.

These are some of the elements of an anti-inflation policy that ought
to be articulated, developed, and put before the country. If that is
done, I think a new spirit may arise in our America.

Senator Javrrs. Well, I think it is terribly inspiring to hear you
cay this and very, very important to our country.

Mr. Vice Chairman, my time is up.

_S}t}anator Huxrrarey. You were entitled to a little more time, if you
wish.

Senator Javrrs. I just have one question that I would like to ask.

The $64 question, and you have certainly inventoried much better
than I did the possibilities and the need for our country in terms of
the spirit of its people, but the $64 question is: Where you gonna get
the money ?” as an old friend of mine used to say in the House of
Representatives.

Now the question is, this is the big one, we budget so that if you tried
to 2o into any one of these things you would increase the deficit.

Nonetheless, they represent capital improvement to the United
States of enormous consequence. Any business concern will tell you not
what it owes alone, but what it has and what it earns.

And yet under our budgeting, we have got a $70 billion deficit
coming up this year, a good deal of which is this very kind of capital
investment, albeit very inadequate, so my question is: Must we not
couple with these ideas which may really free the American people
and their energy, some other concept of how we are going to raise the
monev on the theory that we cannot expect to raise it out of current
taxation, therefore. we cannot in justice signal the deficiency of current
taxation which is all the deficit does: and shouldn’t we, therefore, have
to consider some kind of capital establishment ?

Now I might point out, Mr. Burns, that we do exactly that in all
kinds of Government guarantees of which we have tens of billions.
and incidentally we have never really lost any money on them.

On the contrary, we have always made money. So we get around
it by Government guarantee instead of by appropriation, and we feel
that even for a capital expenditure for which we should be bor-
rowing, we have an appropriation.

Now this is a riddle which in my judgment has tied the hands of
Congress for decades in what it could or couldn’t do respecting the
country.
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I would like to get your views on that.

Mr. Bourxs. I think we have to watch our budgets. You uader-
stand that. You understand that fully. I think that regaining, re-
building a state of confidence in our country is our most important
need. I believe that we should not concentrate on the question, “Do
lx)veegeed a stimulative fiscal policy, and if so, what should its character

e?

If, instead, we ask the question “What do we need to do in order to
rebuild, to strengthen the state of confidence in our country ?” we will
have a better starting point for constructive governmental action.

Spending money to assure our national security—spending money
to regain independence in the energy area, I think would be well re-
ceived by the American people. There is quite a contrast between that
and spending money on public works.

T don’t like to criticize the fiscal package that has been put together
by the administration. I think the President went about that in a
conscientious manner; he consulted many, he sought to achieve a
moderate program, he sought to achieve balance. I think there is much
to recommend the package. But as far as the so-called tax rebate, let’s
be sure it puts money into the pockets of the people immediately, as
Senator Humphrey has pointed out. But I have not found one busi-
nessman who would be willing to spend an additional dollar on new
plant or equipment just because retail trade will spurt for a period
of 4 or 6 or possibly 8 weeks.

No, that doesn’t build confidence, whatever its merits otherwise may
be. The program that would appeal to me most, I think, is one of mob-
lizing the energies of our people on a volunteer basis which I think
can be done. I think President Carter, because of his great sincerity
and the love that he has generated across the country, could achieve
success in this area. People are waiting to find a purpose, and revital-
izing our cities, helping disadvantaged youths by educating and pro-
viding jobs for them, getting rid of our slums—these are things that
people can do on their own in very large part.

As to your concept, Senator, of a national productivity center with
local productivity councils seeking to improve productivity, seeking
to create new jobs, seeking to remove the difficulties that are causing
industry to move out of this city or that city—I think the President
could initiate a program like that without great cost to the budget
and possibly with substantial savings to the budget. Such a program
would not only help to rebunild confidence across the country, but
would also enable people to lead happier, more useful lives.

I think people in our country are starving for a purpose. they are
so frustrated. I think the President could mobilize their latent energy.
I very much hope he will do so, and I think you can help him, Senator.

Senator Javirs. I amn going to do my best, and I feel deeply grati-
fied that you feel as you do.

Thank you.

Senator Huarurey. Senator Proxmire.

Senator Prox»mre. To follow up on yvour response to Senator
Javits. T was in Milwaukee last Friday. Milwaukee has had a system
since the WPA days of requiring everybody on general relief to work
or get off relief, general relief. They have ADC, of course, and others.

Now, I had an opportunity to meet with 20 people who were in this
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position, they were equally divided between blacks and whites, men
and women.

They were told this is what they had to do:

They would work 32 hours a week at $2 an hour, they would pro-
vide their own transportation, they would provide their own clothes
for work, they would get a little bit better break than they got on
welfare, because they would be earning a little more, not much, a
few dollars more per month.

Now, as I say, Milwaukee has done this for a long time. It is good.
People were grumbling about the fact that they also had withheld
from that $64 a week income tax and Social Security. Nevertheless,
they wanted to work. They didn’t want to lie around.

1 was very impressed by this because it was the people who were
in hard and difficult times.

I think what you propose is the kind of thing that Milwaukee
is doing, and that we could perhaps provide throughout the country.
But it doesn’t solve the fundamental problem. It doesn’t permit us
to recover economically.

As T say, these people have a little more, they are going to con-
tribute to a better Milwaukee, sweeping the streets and straightening
up the parks and assisting in the hospitals and other public buildings.

But it is not the kind of economic stimulus that will really permit us
to advance as we should. People will be happier, it is a better set-up,
and I agree wholeheartedly, but I don’t think it is a satisfactory eco-
nomic answer. What is your response to that?

Mr. Burns. I think it is an important part of an economic answer.
For people who are not working at the present time, finding some
work—and not the jobs that they would prefer, to be sure, but some
kind of employment~—is a part of the answer.

As for the rest, I think that our private enterprise system is enor-
mously capable of generating jobs——

Senator Proxmire. Hasn’t done it, though. We have 7.3 percent
unemployment, almost 2 full years into the recovery.

Mr. Burns. We had a substantial expansion of jobs last year. I
think we could have a larger expansion in the future, once we have
had a sufficient return of confidence.

Senator Proxuire. Now, let me follow up on an entirely different
issue. I want to get back to monetary policy, which is your responsi-
bility, and where you have the authority.

Can you provide a little more detail on how you would accommo-
date the tax rebate? To what extent? How much may the money
supply, for instance, be increased at an annual rate in the second
quarter?

Mr. Burns. Let me tell you how we went about this task in 1975
when we had a similar problem, and what our plans are at the present
time.

Our staff made estimates of the increase in money supply that would
oceur as a result of the 1975 tax rebate. The estimates indicated a sharp
increase in the money supply for a month or two, and then a progressive
diminution. These estimates served as a basis for Federal Reserve
monetary policy at that time.

We found in May and June of 1975 that the money supply was
increasing a good deal more than our estimates had suggested. We
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inferred that something was happening in the economy—in the way
of an increased demand for money—in addition to the flow of checks
from the Treasury to people across the land. And, therefore, to indi-
cate to our Nation that the Federal Reserve was alert and doing its
job, and that we would not release a new wave of inflation through the
monetary side, we pulled back just a little.

This time we have a better basis for making estimates than we had
in 1975, because we have that experience to draw upon. Also, the esti-
mates that we will make now will not be single point estimates. We
will make a range of estimates, recognizing the error that may occur
in the estimating procedure. After all, neither we nor anyone else
knows precisely how much of the so-called rebate will be spent by
the people, how much will be saved, or how fast spending will occur.
We will go through exactly the same procedure that we did last time,
but we expect to have better estimates and to govern our policy over
this difficult period a little better than we did in 1975.

Senator Proxmire. Let me ask, the Carter forecast for the budget
is for a 5.4 percent increase in real growth, and a 5.6 percent inflation.

That would mean about 11 percent in terms of dollar growth.

The M-2 target is 7 to 10 percent. Would that accommodate that
11-percent demand for additional money? That is the M-2 target.

The M-1, of course, is substantially less, about 5 percent.

Mr. Burws. Our judgment is that it will fully accommodate an in-
crease in the dollar value of our gross national product such as you
have suggested.

Senator Proxmire. Then you make an assumption, of course, as far
as velocity is concerned, to the extreme based on the experience being
this far into the recovery %

Mr. Burns. Noj; I don’t think we are making an extreme assump-
tion. Our financial system has been undergoing very rapid changes
which have served to augment the turnover of money in the narrowly
defined sense. If you take account of those changes in financial tech-
nology, I don’t think our assumptions are at all extreme,

I think that the Nation is awash with liquidity at the present time.
Our monetary policy as we have projected it will allow for substan-
tial increase in the money supply. It does assume a moderately high
turnover of money, but I think experience justifies that assumption.
If we should find that we made a mistake—well, I assure you we don’t
live very long with our mistakes.

Senator Proxmzre. Let me ask, how does the Federal Reserve coordi-
nate its monetary policy with the administration? You have several
proteges now in the administration—Mr. Gramley and Mr. Brill.

Is the Quadriad an active group in policy formulation now? Do
you meet regularly ?

Mr. Borxs, As you know, the new administration is getting its
bearings. I have met with the Secretary of the Treasury on a regular
basis once a week, and I have seen him at other times during the week.
He and I have met with the members of the new Council of Economic
édgisers. I have had one or two meetings with the Director of the

udget.

The new economic policy group is still getting its bearings. The
chances are that T will be meeting with them with some frequency,
but as yet T have not done so.

92-625—77—7
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Senator Proxmre. Now, I am very concerned, as you know, about
housing and I am extremely disappointed in the fact that the admin-
istration doesn’t include—not only doesn’t include it in their economic
stimulus package, but doesn’t include it in a significant housing pro-
gram in my view in their 1978 budget.

Mr. Burns, housing, as you know, is particularly sensitive to mone-
tary policy. Every credit crunch, housing is the number one victim.
‘We have had a very poor performance over the past 8 years. The last
4 months of 1976, the housing starts were somewhat better, but they
dropped again in January. And those housing starts in 1976, as you
know, were confined to expensive houses primarily in scattered areas
of the country.

You talked about favorable mortgage rates in your presentation.
I don’t see that. The last figure I have for January is 9.05 percent for
mortgages, and that is about as high as it’s been in history except for
3 or 4 months in 1976.

It is a very, very high rate and it is a discouraging rate and it
makes it extremely hard for the average family to buy a2 home when
they have to pay 9-percent interest on it.

It makes monthly payments so high that they priced 70 to 75 per-
cent of the American families out of the market.

And housing is just a marvelous way to stimulate the economy, as
you know. Very high unemployment in construction trades, we need
the houses very badly. The industries that feed housing are operating
far below capacity.

Why wouldn’t it be desirable—TI realize it would have great impact
on you and maybe cause some difficulty for your operation—but why
wouldn’t it be desirable to have a vigorous program in the Federal
Government of providing money at 7 or 714 percent, if it would be
permitted, if it were implemented as the administration would like,
which I think it should, instead of 9 percent? That would provide
fc%r -hlgndreds of thousands of housing starts and provide for millions
of jobs.

‘What would be wrong with that approach?

Mr. Burns. First, a very minor technical point: I think that the
typical mortgage interest rate is more nearly 834 percent. The most
representative figure is 8.7 percent. I think that is a better estimate of
the average interest rate on mortgages than the figure that you cited.

Senator Proxmire. Well, mine are from the economic indicators,
new mortgage yields, Federal Home Loan Bank Board. That is the
latest figure.

Mr. Burns. The series on mortgage interest rates that I find most
dependable is the weekly series that covers about 120 savings and
loan associations.

Senator Proxmire. At any rate, the interest rate is extremely high.
You would agree with me on that?

Mr. Burns. Yes, the interest rate is extremely high, if you consider
interest rates without recognizing the inflation premium that is built
into them. With a 5- to 6-percent rate of inflation, a mortgage inter-
est rate of 83/ percent is really not high, but it is still uncomfortable
for millions of our families. You are quite right in your basic point—
namely, that millions of our people are being priced out of the hous-
ing market.
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A permanent solution to that problem, I think, is to be foun not
by adopting this or that governmental program, but by getting the
rate of inflation down and eventually eliminating it.

But now let me turn to your question, why not embark on a large
new housing program ?

I think we have to watch our step. Homebuilding has revived very
significantly. As far as single-family housing starts are concerned,
at the present time we are approaching the peak level of 1972. We
certainly want to avoid overbuilding in that industry. We may get
another major boom in homebuilding and then have a depression in
that industry a year or two or three down the road. You don’t want
that any more than the rest of us do.

At the same time, I have a great deal of sympathy with a housing
program such as the GNMA tandem plan. Some expansion of that
program would enable low- and moderate-income families to acquire
a neﬁv home. I think I could readily support some modest expansion
n that.

Senator Proxarire. My time is up, but let me say that we very care-
fully calculated what our housing goals should be for the 10-year
period beginning in 1968. We calculated for 26 million housing starts,
2.6 million a year. The last 3 years have been disastrous. We are far
bql(fw what we should be. We have a tremendous backlog to catch up
with.

As T pointed out, our annual housing starts in January are only
1.3, half of the housing goal.

In our view, will interest rates in 1977 be conducive to recovery in
the housing industry ?

Mr. Burwns. I don’t think I ought to be forecasting interest rates,
Senator.

Senator Proxame. Well, my time is up, but I think that the fact

Senator Humpurgy. I yield some more time to you, if you can get
an answer out of him. [ Laughter.]

Senator Proxmire. You pointed out how interest rates have been
low, although they have been increasing somewhat for Treasury bills
and for other Government obligations and indeed for most business
loans.

They have fallen in 1975, 1976, and by and large they have been
modest. compared to what they were, but not the mortgage interest
rate. The interest rates that apply to housing did not respond.

If your contention about the inflation premium is right, why it is
that business loans have fallen, and long-term rates for Government
bonds have gone down and for municipals, but not housing ¢

Housing interest rates have stayed up.

Mr. Burns. First, a fact: mortgage interest rates have come down.
The weekly series I referred to earlier—which I think is the most de-
pendable one—showed an average interest rate on mortgages of a
little over 10 percent in October of 1974, and it shows a rate of 8.7
percent presently.

So mortgage Interest rates have come down. They have not come
down nearly as much as market interest rates. The question is, why not ¢

I think one major reason is that the demand for mortgages has
been enormous, not only because home building has been rising, but
also because many people have refinanced their mortgages. Mortgage
lending has been at a record rate.
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Senator Proxarrre. Well, you can’t see that in the figure on starts,
but you may be correct on refinancing used homes, sales, turnover,
but that just indicates there is not enough money around, there are
just not funds available. Money supply isn’t available, and that’s your
shop.

Mr. Burxs. I don’t think you can justify that statement. The mort-
gage commitments made by savings and loan associations are now at
a record level. The inflow of funds to our savings and loan associa-
tions has been enormous. All you have to do is talk to any savings
and loan association.

Senator Proxarre. But we are not getting the results. My time is up.

Senator HumprREY. MT. Burns, we have discussed today the impact
of the weather on the overall economic picture, and in January in
testimony before the House Banking Committee you expressed reser-
vations about the need for the administration’s fiscal stimulus package
which you have expressed again today.

But ‘as has been noted, since that time the Nation has been through
a time of extremely severe weather. I asked the Library of Congress
to prepare through its Congressional Research Service an estimate of
how much consumer demand would be channeled into higher heating
bills. Assuming the severity of the cold weather continued throughout
the winter.

Again there is always some problem about that. We are having some
changes right now. But assuming that the severity would continue,
the Congressional Research calculated that consumers would spend
%8 billion more this winter than they did last winter to heat their

omes.

I thought that was a rather high figure myself, but that was the top
figure that they gave. I believe they gave us a range between $5 and
$8 billion.

At the same time I asked Mr. Schultze, Chairman of the Council of
Economic Advisers, to provide this committee with his best judgment
or the CEA’s best judgment of the impact of the weather on the Amer-
ican economy.

Chairman Schultze responded to my request yesterday, and ac-
cording to the CEA estimates, the cold weather will cost consumer
expenditures to rise between $2 and $5 billion, as Senator Proxmire
alluded to earlier.

It is my understanding from your comment today, Mr. Burns, that
the severity of the weather and the impact on the economy, whatever
that figure might turn out to be, is not sufficient to change your views
on the economic stimulus package; is that correct?

Mr. Bourns. That’s correct, yes.

Senator Humearey. Well, I will place in the record then, if some-
one will handle this, the report of the CEA.

[The report referred to follows:]

ASSESSMENT OF THE PROBABLE EFFECTS OF THE COLD WEATHER ON THE
PERFORMANCE OF THE EcoNoMY IN 1977

SUMMARY

Assessment of the economic effects of the cold winter weather and of natural
gas sh.ortages is fraught with hazard. Weather prospects for the remainder of
the winter are uncertain; data on plant shutdowns and curtailments of con-
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struction and other forms of economic activity during the first quarter are frag-
mentary ; and the effects of the cold weather on business and consumer confidence
remain problematieal.

Based on such information as we have been able to glean, our tentative con-
clusions are these:

1. Production curtailments because of natural gas shortages and cold weather
will have a significant, but largely temporary, depressing effect on total real
output of goods and services in the first quarter of this year. Real output will
still rise appreciably, but the level for the quarter may be from % percent to 1
percent below earlier expectations. These production losses will be largely made
up by the fourth quarter of 1977.

2. Because of additional consumer expenditures for fuels, and to a lesser ex-
tent because of higher food prices, consumer expenditures for other goods and
services will rise slightly less during 1977 than had been anticipated. The magni-
tude will be quite small if normal weather prevails for the rest of the heating
season and somewhat larger if abnormally cold weather returns.

3. Prices will increase somewhat faster in 1977 because of the cold weather.
Increases in demands for fuels will lead to an increase in oil imports and hence
to a rise in the average price of a barrel of oil, and to some increase in prices of
gasoline and heating fuels. Emergency sales of natural gas may lead to a
small rise in natural gas prices. Because of crop damage in Florida, fresh fruit
and vegetable prices will be sharply higher through the remainder of the winter
and early spring months. As a rough estimate, the annual rate of increase in
consumer prices during the first half of this year may be about 34 of one per-
cent higher because of the cold weather than had been anticipated. The underly-
ing rate of inflation, however, is unlikely to be affected by these developments,
and remains in the range of 5 to 6 percent.

4. The dampening effect on the overall rate of economic expansion from these
developments will be mild. If temperatures stay close to normal for the rest of
the heating season, the real GNP by the fourth quarter of this year is not
likely to be affected significantly. If abnormal cold returns for a lengthy period,
the fourth quarter effect could be observable, but still modest—perhaps reducing
real GNP in that quarter by about 0.2 percent below earlier projections.

This assessment makes no allowance for possible ice jams and floods related to
the cold weather that may develop this spring, or for continuing shutdowns of
industrial plants—to restore inventories of natural gas—on a significant scale
after April. Also, the estimated effect on consumer prices makes no allowance
for developments unrelated to the cold weather. There are substantial uncer-
tainties at the present time with regard to the effects on agricultural production
and food prices of water shortage in the West and the potential for drought in
the grain belt.

WEATHER ASSUMPTIONS

Estimates of the effects of cold weather on usage of fuels depend on the ex-
tent of subnormal temperatures, the time period over which subnormal tempera-
tures persist, and the size of the population. Weather severity for this purpose
is conventionally measured as the number of degree days (weighted by popula-
tion) relative to earlier periods. As of the end of January 1977, the population-
weighted number of degree days was 38 percent above the winter of 1975-1976
and 22 percent above the average of the last 30 years.

For purposes of this assessment, two assumptions have been made about the
weather for the remainder of the heating season :

(1) A return of temperature and fuel consumption to normal about mid-
February. Under this optimistic assumption, degree days for the entire winter
would be about 14 percent above normal and 28 percent above last year.

{2) A continuation over the remainder of the heating season of cold weather
as severe, relative to normal, as the period through the end of January. Under
this pessimistic assumption, degree days for the entire winter would be 23
percent above normal and 38 percent above last year.

PRODUCTION ADJUSTMENTS IN THE FIRST QUARTER

As yet, there are relatively few hard facts about the effects of the cold weather
on production and employment in the first quarter. Residential construction is
being curtailed, as is industrial production. In January, new housing starts fell
sharply—particularly in the North Central and North Eastern States—and in-
dustrial output declined an estimated one percent. However, a large number of
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the industrial plants that were shut down in the latter half of January and early
February by shortages of natural gas, cold weather, or heavy snow have already
reopened, and activity on many construction sites has probably resumed also.

Since the middle of January, the U.S. Departments of Labor and Commerce
have made efforts to develop as much information as possible on the extent to
‘which fuel shortages or cold weather have curtailed employment. These estimates
-are subject to an extremely high degree of uncertainty, but they are the best
-available. It appears that workers off the job for reasons related to weather rose
‘to a peak level in the neighborhood of 114 to 134 million during the first week
-of February. Since then, the number has declined steadily to around 1% million
by the middle of February.

Based on our optimistic weather assumptions and these estimates of employ-
‘ment losses to date, we believe that manhours lost due to plant shutdowns and
curtailment of construction activity during the first quarter might total about 0.3
to 0.4 percent of total manhours worked. If the pessimistic weather assumption
proves correct, the proportion of aggregate manhours lost due to the weather
might run as high as 0.6 to 0.8 percent.

In translating these figures into estimates of lost production, we have made
allowance for the possibility that widespread plant shutdowns may affect pro-
ductivity adversely. Accordingly, our estimates of weather-related output losses
during the first quarter range from 14 percent to 1 percent.

Offsetting these losses of output in manufacturing and construction in weather-
affected areas will be increases in consumer expenditures for fuels that will
probably not be offset fully by reduced consumer expenditures for other goods
and services or by reductions in fuel inventories. As a rough estimate, the
addition to measured real GNP from this source during the first quarter will
range from 0.1 to 0.2 percent.

The net reduction in real GNP during the first quarter due to weather-related
phenomena would thus be in the range of 0.4 to 0.8 percent.

CONSUMER EXPENDITURES ON FUEL

Consumer expenditures on fuel will be substantially larger this winter than
last. Prices of energy items in the consumer price index have been rising rapidly
since May 1976; the quantity of fuel purchased will be much higher this winter
because of the cold weather, and this larger quantity purchased will itself tend
to exert some upward pressure on fuel prices.

To obtain estimates of the effects of cold weather on the consumer fuel bill,
it is important not to include the increase in expenditures over last year that is
attributable to the general rise of energy prices since last year. That had already
been allowed for in our earlier projections of economic activity during 1977.
What is needed is an estimate of the additional expenditures for fuel associated
entirely with the cold weather.

Based on statistical studies of past relationships between temperature and
fuel usage. the cold weather is expected to lead to residential fuel bills that are
$2 to $5 billion higher for the entire winter of 1976-77 than had been antici-
pated—toward the lower end of the range if our optimistic weather assumption
obtains ; toward the upper end of the range if the pessimistic assumption proves
to be correct.

AGRICULTURAL PRODUCTION

The Florida freeze destroyed a large portion of Florida tomatoes and other
cold-sensitive vegetables, and damaged a substantial part of the Florida citrus
fruits. It is estimated that the loss of vegetables will be approximately $100
million, and of citrus fruits between $50 mililon and $100 million, at last year’s
prices.

The impact of these losses will show up in higher consumer prices for fresh
fruits and vegetables for the remaining winter and early spring months. The
particular vegetables lost in the Florida freeze have a relatively high weight in
the consumer price index, and that weight will rise as a consequence of higher
prices. We estimate that the annual rate of increase of the total CPI may be
boosted by 1% of one percent during the first half of 1377 due to price increases
for fresh fruits and vegetables,

EFFECTS ON ECONOMIC PERFORMANCE OVER THE REMAINDER OF 1977

To assess the significance of the cold weather on longer-run economic per-
formance, it seems desirable from a conceptual standpoint to distinguish care-



409

fully between the effects of plant shutdowns and work stoppages in the first
quarter, and the effects of additional consumer expenditures for fuel because of
the cold weather.

Additional purchases by consumers of fuels will tend to reduce consumer
spending on other goods and services. To be sure, the funds going into addi-
tional fuel expenditures will not be entirely lost to the spending stream. Part of
these added outlays will result in additional oil imports in 1977—and to higher
receipts by oil-exporting nations. Eventually, some of the dollars going abroad
will work their way back into the spending stream through larger demands for
our exports. Another part of the added outlays for fuel will accrue to domestic
producers and distributors of fuel, or to electric utilities, mainly in the form
of higher profits, and this will eventually result in higher dividend payments
or larger investments. But the return of these funds to the spending stream may
occur mainly in 1978 or later years, rather than in 1977. As a result, the drain
of consumer purchasing power stemming from higher fuel bills will tend to
exert a dampening influence on the rate of economic expansion during the course
of this year.*

This drain of purchasing power due to higher fuel bills is a once-for-all loss
rather than a continuing drag on consumer real incomes., The adverse effect on
economic growth is therefore unlikely to be either large or long lasting. The results
of stimulations on an econometric model suggest that if additional consumer fuel
expenditures for the heating season were to equal or somewhat exceed the upper
limit of our estimate—$5 billion—real GNP by the fourth quarter of 1977 would be
only about 0.1 to 0.2 percent below our earlier expectations.

Turning to the potential longer-run effects of the production loss in the first
quarter, note first that the estimated magnitude of this loss is no larger than has
sometimes oceurred during a strike in a major industry. For example, a strike
at a major auto manufacturing company in the fourth quarter of 1970 reduced
auto output by more than one percent of real GNP—an amount greater than our
estimate of the output loss in the first quarter of 1977.

Apart from responses of the economy to major strikes, there is little or no
empirical evidence available to judge how the economy’s longer-run performance
might be affected by a development of this kind. It seems reasonable to expect,
however, that both producers and consumers will recognize the transitory char-
acter of the work stoppages and will hold to their longer-range spending plans.
Plants shut down in the first quarter will tend to work overtime later in the year,
and the loss of wage and salaries during the first quarter will thereby be made
up. Workers off the job in late January or early February will tend to maintain
their consumption expenditures by digging into savings, and later build up their
savings funds again.

A good part of the production loss—though probably not all of it—may be made
up in the second quarter. We believe that virtually all of this loss will have been
made up by the fourth quarter.

CONCLUDING REMARKS

Our overall judgment is that total real output of goods and services in the last
quarter of 1977 will only be slightly affected by the cold weather. This effect could
range from near zero to about an 0.2 percent reduction, depending on whether
not severe cold returns over the remainder of the winter. Even the maximum
loss would be well within the range of normal forecast error.

It must be emphasized, however, that the economic outlook for 1977 has become
considerably more uncertain because of adverse weather. As noted earlier, we
have made no allowance in our assessment for several possibilities that may
eventuate—such as floods this spring, continuing work stoppages to restore in-
ventories of natural gas, or draught in the Mid-Wesi and the Wesi. Nor can we
take into account such imponderables as the effect of the weather on consumer
and business confidence. Thus, while our point estimates of output and employ-
ment in the fourth quarter of 1977 remain essentially unchanged, there is now a
larger band of uncertainty surrounding them.

1 A similar argument could he made about additional consumer expenditures for food
hecause of rising food prices. The resulting enlargement of farm income—at the expense
of real incomes of wage and salary workers—might result in some reduction in aggregate
demand because farmers may spend less of their additional income on goods and services
this year than wage and salary workers would have. The return of funds to the spending
stream in this case, however, i3 likely to be much larger and more prompt than is the
casghwithnadditional consumer fuel expenditures, and the magnitudes, in any event, are
much smaller,
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Senator Hunmrurey. Now, I want to get to a matter of the money
supply, because we had testimony here by Mr. Modigliani of MIT,
Massachusetts Institute of Technology, he found projected rates of
monetary growth too low to accommodate any expected real growth,
imd phrobable increases in the level of prices. He went into this at some

ength.

In the past you have been willing to lower the limits of monetary
growth or M—1 in part to reflect the technical innovations of regulatory
changes that allow corporations to hold more of their funds in savings
rather than checking accounts.

Now the question is, Mr. Burns, Is the current target range for M-1
growth adequate to meet the economy, the needs of the economy? And
can you assure us that the Federal Reserve Board will be as flexible in
increasing its target ranges in the light of changed circumstances?

Mr. Burns. I can assure you that the Federal Reserve will continue
to monitor economic and financial developments with the greatest of
care and that our thinking about monetary targets is by no means
frozen. But I must add the comment that we will proceed very
prudently.

Senator Humparey. Very what ?

Mr. Burns. Very prudently.

Senator HumpHEREY. Yes.

Mr. Burxns. We have lowered our targets for M~1; you are quite right
about that. But we have been doing it, I must add, at a snail’s pace. If
we continued on that course, it would take us perhaps 10 years to
arrive at monetary targets which would be consistent with general price
stability ; and that’s too slow a pace.

In my judgment, if the Federal Reserve has erred at all in the past
2 years, it’s been on the side of excessive liberality. .

Senator Humpurey. Let me continue with another question in this
area, just to expand it in our record as to your views.

I think it is well recognized that limiting the growth in the money
supply can be relatively effective in situations where domestic demand
is simply too high. This is rather standard observation. But it is apt
to cause economic harm if it is used to deal with rising prices caused
bv foreign cartels or natural disasters. The unusual weather in early
1977 threatens to seriously reduce harvests, as yon have indicated
today, in the South, Midwest, and Far West. This will have an impact
on food prices; also, the serious weather problem in the citrus areas
and vegetable areas is going to have an impact on food prices.

Now, if the Federal Reserve reacts to higher wholesale prices by
slowing the rate of growth of the money supply, isn’t it fair to say
that the entire economv could suffer?

Therefore, my questions are: .

Has the Federal Reserve Board predicted the magnitude of the
future increases in food and fuel prices? And how will the Federal
Reserve Board react to those higher prices? )

Mr. Burns. Our staff has made projections of those prices. My
general answer to your second question is that the question implies
an ability on the part of the Federal Reserve to engage in a degree of
fine tuning that we simply are incapable of carrying out.

Senator HumpHREY. But in this instance, Mr. Burns, at this stage
in this latter part of the month of February, it is pretty well under-
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stood that there will be increased costs because of fuel and because
of projected harvests. I think almost everyone recognizes that. I mean
the future market, the raw materials, grains, soybeans, wheat, pork
products, beef, et cetera.

~ It all indicates price rices in the food area. There is nothing to
indicate that fuel prices are going to come down. You yourself have
indicated that they will most likely go up. I think Senator Proxmire
has given us some statistical evidence here today that that increase
will be rather sharp.

So my point is the Federal Reserve must undoubtedly take these
factors into consideration as you look at monetary policy. I just
wondered whether the Federal Reserve Board will react, how it will
react, and will it react to these higher prices?

Mr. Burns. Let me tell you what I know, or what I think I know.

As far as the freeze in Florida is concerned, the judgment of our
experts is that the prices of some vegetables—green beans and tomatoes
—will go up for 1 month or 6 weeks. The effect will be no more lasting
than that.

As far as the drought in the West is concerned, the effects could be
much more serious, but we will not have any firm knowledge about
them until early May. If and when and as the effects occur, I assure
you that we will examine the facts as we then know them.

We don’t respond to every little wiggle in prices or in our exepecta-
tions of prices, if only because our control over the money supply
over a very short period is so imperfect.

Let me remind you of this, Senator; it is a thought worth con-
templating. We had a mild winter last year and 2 years ago. I don’t
recall anyone at that time suggesting that Federal Reserve policy
should be tightened just because we had a mild winter or that taxes
should be raised just because fuel bills were a little lower and people
therefore had more money at their disposal.

Now we have become much more sensitive to evey item of adversity
and are in danger of overdoing things.

Let me say this to you: Whatever benefits may result from the
new fiscal package, there is at least the possibility—the very distinct
possibility—that, together with the weather, that package may induce
an inventory cycle in our economy ; later in the year we may be talking
about a pause or a lull in the economy that might have been induced
in part by governmental policy itself.

When we consider manipulating the economy over the short run
let’s not be too sure that we know precisely what we are doing.

What is important is stable policy, and that is what we at the Federal
Reserve try to achieve. I hope you will not ask us to try to respond
to every liftle wiggle—first, because we don’t know how to do it; and
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second, even if we had the knowledge, I doubt that tha
or sound policy.

Senator Huarearey. I think what we are really asking for is what
you have indicated ; namely, prudent flexibility. We have never really
tried to bring pressure to bear on the Board, at least T haven’t during
the times when:

Mr. Burxs. You certainly

Senator HuMrHREY. When prices were down and fuel costs and the
weather was moderate because the Board by its nature is somewhat
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conservative in terms of money supply. There wasn’t any need of any
coaching on my part. But——

Mr. Burws. I think you have been wonderful over the years, Senator.
I think that the Board is simply carrying out the policy that the Con-
gress laid down. Congress gave the Federal Reserve a measure of
independence because 1t wanted to remove us as far as seemed reason-
able from day-to-day political pressures. And you have respected
that throughout your career, to the best of my knowledge.

Senator Humprrey. To a reasonable degree, I have, yes.

I wouldn’t want the record to indicate that I am beyond trying to
bring sufficient pressure to bear on what I think needs to be done.

. Senatgor Proxmire. If the Senator would yield, that is our function,
isit not?

Senator Humparey. That is our function.

Senator Proxyire. You are a creature of the Congress, Mr. Burns,
and you are supposed to do what the Congress decides you are to do.
isn’t that right? Isn’t that your understanding of it?

Mr. Burns. When Congress passes legislation, you can be quite
sure we will live by the laws enacted by the Congress.

Senator Proxmire. That is right.

Senator HumpHREY. But up to now you have been extraordinarily
competent with the Congress to see that it didn’t get out hand as you
would say.

Now, I have this question, and I think this will complete my
questioning.

In recent years we have seen a disturbing pattern of the behavior
where banks have made risky loans and wound up in trouble because
of it. You have testified here on this, how the Federal Reserve Board
has as one of its first responsibilities, to move in and try to stabilize
the banking structure.

Recent experience with the real estate investment trust REIT’s is
the classic example. Now, it appears that a similar situation may be
developing with loans that commercial banks have made to less devel-
oped countries. I have been concerned about this for some time.

A recent article in the Morgan Guaranty Trust Co.’s world financial
markets, outlines the huge buildup in external debt experienced by
oil-poor LDC’s as a result of rapid oil price increases to the less
developed countries. According to this report, U.S. commercial banks
hold approximately $50 billion of that debt and I might add that most
of these countries to which this indebtedness applies are on the verge
of insolvency. I don’t know how in the world they make these loans,
but they make them. I mean we have people out in my State that are
much better credit risks, the city of Minneapolis is a much better
credit risk for what it needs than some of these less developed coun-
tri(is, but the banks have been loaning money like it is going out of
style.

$50 billion worth of loans are sitting out there and we get worried
about a stimulus package here of about $13 to $15 billion this year
or $30 over 2 years in the American economy where you have got a
highly integrated economic establishment.

We have got $50 billion out there on loans to the less developed
countries.
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At a recent meeting attended by one of our staff members, a former
employee of the Ford administration, in the financial circles, noted.
that two of the New York big five banks were currently on the Fed’s
watch list because of this situation.

What can you tell us about this situation? We don’t read much:
about this in the press. I keep reading about inflation, inflation, infla--
tion, and here are two of the big' banks in which the American people.
have put their money that are off here playing games with these loans
to pay for high fuel costs to countries that have a lousy credit
rating.

Mr. Burxs. All T can say to you, Senator, is that I share your con-
cern, and that T have communicated my concern to the leading bankers
of the country.

Senator Humpurey. Have you communicated it in the kind of per-
suasive language that you use with this committee ?

Mr. Burxs. L have even communicated it in strident tones, Senator.

Senator Humpurey. Well, thank you, that is very reassuring. I know
that I was a bit facetious in some of my comments here, possibly a
little overdramatic, but I want to be very sincere with you about
this. I do think there is only so much credit, it is like a well out of
which you draw water and 1f you are going to take $50 billion out
to pay for loans for high fuel costs in the less developed countries
which they need, there isn’t any doubt about it, they need it, but the
farmers in western Minnesota need it a whole lot more. They have
had 8 years of no crops, absolutely been down the tube. And my local
bankers out there tell me that they are in dire straits, they have loaned
their money, they are demanding young farmers pay up and there
is going to be mass liquidation of real estate and of farm animals be-
cause we cannot pay.

The drought is not new in our State. Three years of severe drought
we have had. Now here are the two big banks loaning $50 billion to
people we have never met, never will see, and my folks out home that
I get to see at least once a month and most of them, a lot of them,
are out in the hallway waiting to meet me today, they can’t get a
dime. They are told there are limits on how much money is available,
and the Government has a budget problem, and the banks have got to
be careful about loans and so on, and so on.

Gobbledy, gobbledy, gobbledy, and he doesn’t get a loan. That is off
somewhere I haven’t been and possibly you have been there. I don’t
know. But I just hope you will be there to tell them, I hope you crack
down on them and tell those banks you are not going to bail them out.

We had the Franklin National situation, and we had these boys
playing with REIT’s and they are playing with other people’s money.
The banker never plays with his money. He plays around with other
people’s money. He has a fiduciary responsibility and I just think it
is time for the Government of the United States through its central
bank to blow the whistle and say, “Look, Buddy, why don’t you borrow
that money from the Arabs? They got the price up.”

Mr. Bur~s. The shortest answer I can give you is, “Amen.”

Senator HuareaREY. Thank you.

And that’s a good way to end this service.

Do you have any questions?
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Senator Proxsre. I would just like——

S]ena;tor Huyerrey. Would you like a hallelujah chorus? [Laugh-
ter.

Senator Proxmrre. I want to follow up on Senator Humphrey’s
questions, but I want to say, Mr. Burns, the reason that Congress
has become so sensitive to adverse developments is that we are not
recovering satisfactorily from the recession.

Up to now, the problem has been complacency, not overreaction. 1
don’t think anybody can say that we have recovered too rapidly so
far, that we have gotten unemployment down too fast.

In fact, it has been the reverse.

That is, I think, why Senator Humphrey and I are so concerned
that we don’t seem to be moving with enough vigor, enough force.

Let me follow up on Senator Humphrey’s questions.

This is a little different, because I am talking about all foreign
lending by U.S. banks not simply lending to LDC’s. Last week the
Commerce Department released a figure showing a record increase
of $20.6 billion in foreign lending by U.S. banks. That report comes
on top of estimates that about one-fifth of all claims of U.S. banks and
their branches are to oversea borrowers.

I understand that is about $250 billion.

Now I wonder what are the implications, of lending abroad, for the
domestic recovery ? Do you feel that this kind of lending abroad could
result in perhaps a more rapid rise in interest rates than if we recover
as vigorously as we all hope we will ?

Mr. Borws. I don’t think that lending abroad by our banks will
continue at any thing like the extremely rapid rate of the past 2 years.
I do think certain facts ought to be recognized in this connection.
One is that loss experience on foreign loans thus far has been extraor-
dinarily good. In fact, loss experience has been better on foreign
loans than on domestic loans. However, this is an unfinished story and
that. T think, was the burden of Senator Humphrey’s remarks.

The second point I would make is that it is to our own interest
to have an international economy that functions reasonably well, and
that this lending, whatever dangers may be connected with it, has
helped to maintain activity in foreign economies and therefore has
played a certain supportive role not only for our economy but for the
international economy.

Senator Proxmire. I wouldn’t argue with that.

Senator HumpHREY. Yes, I want to join you in that. I think that is
great.

Senator Proxmire. Morgan Guaranty, Bankers Trust, and Chemical
Bank had all subscribed to a loan to Sweden and a loan to Britain
aggregating about $214 billion and the argument is that this was
because it was their notion that loan demand was going to remain weak
in this country and they, therefore, felt that they might as well make
these loans abroad, they are fairly long-term commitments. )

Mr. Burns. I think that with domestic loan demand relatively
weak—as it has been up until recently—our banks have gone abroad
on a far larger scale than they otherwise would have. Loan demand has
been increasing recently; it has taken quite a jump since last October.

Senator Proxmire. Let me ask you, in the longer term how does this
internationalization of the U.S. banking system—and I think one-
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fifth of our loans abroad now suggest there has been a great interna-
tionalization—how does that affect the Fed’s ability to manage the
domestic monetary policy ?

Mr. Burns. It is a complicating factor because there are no con-
trols whatever on the enormous Eurocurrency markets that have
developed across the world. These are entirely uncontrolled markets.
Our ability to control the domestic money supply has not been di-
minished, but the international money supply that is being created
has an impact here over which we have no control—neither we nor
anyone else.

Senator Proxmire. There has been some talk about linking future
lending to programs acceptable to the IMF. What do you think
is the appropriate relationship between the International Monetary
Fund and our commercial banks? What role should the U.S. Gov-
ernment play in these transactions including the Federal Reserve
Board?

Mr. Burns. I have given a great deal of thought and attention to
that problem. I believe that in the kind of world that has emerged—
with floating currencies everywhere—we need to develop a rule of law
in the international monetary area, and that the only instrumentality
throggh which we can achieve that is the International Monetary
Fund.

I believe that lending by governments—by ours or by other govern-
ments—to other countries around the world should be viewed very
gar:efully in the light of what the International Monetary Fund is

oing.

Let me indicate the problem that now exists.

A given country comes to the IMF for a loan. The IMF imposes
conditions, as it should, to help that country reestablish its national
finances. Now, conditions imposed by the IMF are often uncom-
fortable for a given country ; its prestige, its pride, its domestic policy,
will be injured, at least in the eyes of the government in power. There-
fore, the country that is negotiating with the IMF may come to the
United States or to Germany or to Japan and seek to circumvent IMF
controls. Moreover the country may go to private bankers in an at-
tempt to obtain loans from them and in that way circumvent the
rule of law that only the IMF can impose.

Therefore, I lean strongly to the view that the IMF will have to
play a much larger role in the conduct of international finances than
1t has been doing. First, individual governments should completely
avoid circumventing the IMF by making loans. Second, I believe that
the time may come and probably should come when at least some in-
formal surveillance of private lending by the IMF will be the proper
course. This is a subject that I will develop in the near future at some
length, because I don’t know of any more important subject in the in-
ternational area.

Unless we have a rule of law in the realm of international mone-
tary affairs, we will have chaos.

Senator Proxmire. Meanwhile, would it be wise to consider the
possibility of legislation or some kind of action by the Government
to provide the discipline for private banks? There is nothing to pre-
vent them in a competitive world, with the bank, or course, seeking the
best opportunity, of private bankers going out and ignoring any
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recommendation the IMF can make and they are free to do so under
the circumstances. There is no discipline from your agency or from
any other regulatory agency; isn’t that correct ¢

Mr. Burns. I think that is substantially correct, but I would proceed
very cautiously. I believe that effective informal procedures can prob-
ably be worked out. If we fail in that, as we may, then I think we may
have to turn to the subject of legislation. But it is not easy to see
how legislation can cure the difficulties from which we seem to be
suffering—and, to a degree, actually are suffering—without impeding
international trade and international relationships. I would proceed
cautiously in that area—for a time, anyhow.

Senator Proxyire. I assume you are going to address this subject
when you appear before the Senate Banking Committee in a few
weeks to tell us about the state of our banking system

Mr. Burxs. I will have something to say on that subject on that
oceasion and on a somewhat later occasion as well, perhaps at greater
length. When I appear before your committee, I will have to cover a
very large number of subjects; I intend to devote a full-length talk to
this international subject alone.

Senator HumpaREY. Mr. Burns, I say that this recent testimony, or
your comment, on the international financial world, is very heartening.
First of all, of course, you have recognized the complexity of it, and
we all understand the interdependent world in which we live. We
nnderstand the competitive structures of financial institutions.

The Congress is organizing itself and has been arguing considerably
over a considerable period of time as to how we should structure our-
self to study foreign economic policy. There has been this argument in
the Senate between the Banking Committee and the Foreign Relations
‘Committee and I think it is fair to say that it somewhat resolved that
‘both committees are giving a good deal of attention to the whole mat-
iter of foreign economic policy. ,

Foreign economic policy must, of course, include loans and credits
both by governments and private institutions. : '

Mr. Burxs. You know, it is not part of my business to interfere with
the organization of the Senate—that is the business of the Senate—
but-I must say I regret that as of today the Senate Banking Com-
mittee does not have authority to explore questions relating to the
Tnternational Monetary Fund and other international financial insti-
tutions.

As far as I can judge, that committee, which is constantly working
on banking and financial problems, is perhaps best qualified to deal
with that subject. But Members of the Senate have considered the
matter and in their wisdom have decided otherwise.

Senator HumpazrEY. The Foreign Relations Committee has a special
:subcommittee now on foreign economic policy.

It was a battle royal in the Rules Committee, there is no doubt
-about that. But I don’t believe that the jurisdiction is that exclusive,
Mr. Burns, and we have a way around here of doing what you men-
tioned a moment ago, being able to accommodate ourselves to the
realities.

Senator Proxmire. We could have been accommodated a lot better
by allowing us to win the fight though.
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Senator HuxpHRrEY. I understand that, but we outpunched you.

Senator Proxa1ire. Yes.

Senator Humprrey. There are times when political cannons are as
important as political wisdom and in this instance, Senator, I am
sorry, old buddy.

Senator Proxm1re. Soam I.

Senator HumraREY. Do you have any more questions?

Senator Proxyixre. No.

Senator Huxrrrey. Mr. Burns, we thank you very much. As usual
you have been most helpful in this area.

Mr. Burxs. Thank you, Mr. Vice Chairman.

[Whereupon, at 12:27 p.m., the committee recessed, to reconvene at
9:30 a.m., Thursday, February 24, 1977.]
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OPENING STATEMENT OF REPRESENTATIVE BoLLiNG, CHAIRMAN

Representative Borring. The committee will be in order.

As we continue the hearings on our annual report this morning, the
Joint Economic Committee is especially pleased to have as its first wit-
ness Mr. Leon Keyserling. He has been for many years a good friend
of this committee and a personal friend of mine.

Many of you here this morning will remember him as the Chairman
of the Council of Economic Advisers under President Truman. Since
then he has continued his keen interest in good government and good
economics. Today he serves as President of the Conference on Eco-
nomic Progress. Throughout his career, he has been a fighter for full
employment. In the last few years, he has been in the front ranks of
those staunch advocates of the Humphrey-Hawkins bill as a way out of
our present unacceptable level of unemployment.

.Ii;l is a great pleasure to have you here, and you may proceed as you
wish. :
STATEMENT OF LEON H. KEYSERLING, PRESIDENT, CONFERENCE

ON ECONOMIC PROGRESS, AND FORMER CHAIRMAN, COUNCIL

OF ECONOMIC ADVISERS

Mr. Keyseruine. Mr. Chairman and members of the committee, I
appreciate the kind remarks.

Mr. Chairman, I ask that my full statement be put into the record.

Representative BorLine. It will be done.

(419)
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_ Mr. Keyseruxe. I have a short summary and would prefer to read
1t.

I submit that the President’s first-year package and budget pro-
_posdals c]onsistent with it are seriously deficient in size and misdirected
in detail.

Assuming adoption, I estimate that real GNP in calendar 1977 as a
whole would be only 4 to 5 percent higher than in 1976 as a whole,
or very far short of the about 6 percent needed for adequate inroads
upon idle resources.

This puts unemployment at end of 1977 unacceptably above the 6
to 6.5 percent we should achieve—I think it should be 6; I think we
won't do better than 7—toward the minimal acceptable goal of about
4 percent within 4 years, and lower later on.

I do not believe that the package would hold inflation for 1977 as
a whole below 5.5 to 6 percent, which is not good enough, nor is the
package the right start toward a balanced budget at full resource use.
I hardly discuss the second-year package nor the parts of the 1978
budget consistent with it, as I believe that drastic reconsideration will
result from conditions at the end of the first year.

Before discussing the President’s proposals in more detail and
offering alternatives, I shall deal with other matters far more funda-
mental.

The unfavorable current economic situation and unpromising out-
look are essentially in a pattern of economic developments during
1953-76 which I first predicted in 1954 ; a roller-coaster performance
of stagnations, recessions, and inadequate upturns, with more unem-
ployment and other unused resources at the bottom of most recessions
than at the bottom of the previous one, and more idle resources at the
peak of most recoveries than at the peak of the previous one.

The five business cycles since 1953, really similar in causes and con-
sequences, have borne this out. The most poignant examples are the
most recent recession, the extremely deficient and deteriorating recov-
ery for three quarters even before the weather freeze, and where we
stand now, with responsible forecasts of another large recession in due
course.

The roller-coaster performance during 1953-76 caused us to forfeit
4.4 trillion 1976 dollars worth of GNP, forego about 67 million man-
and woman-years of useful employment, do without so much Federal
deficits at existing tax rates as to run horrendous federal deficits
even while starving some of our most vital domestic priority needs,
and suffer chronically rising inflation.

This long and bitter experience should warn us that we cannot
straighten ourselves out with disjointed and fragmentary short-
range measures, which have officially been called a “shot” or quick-
fix in the first year, and another in the second.

We have tried this several times before, along practically the same
lines as proposed now, and it has not worked. We need now a drastically
altered national economic policy and program, both comprehensive
and coherent, and developed in a long-term perspective. I can best
suggest how we should change our course by discussing the long-
enduring errors which are still manifest in the President’s program.

Here they are:
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First, due to assuming the trouble to be with excesses or shortfalls in
total purchasing power, we have injected stimuli or restraint in the
form of general fiscal and/or monetary policies. This is like some-
body driving up to a filling station, and when the attendant asks
whether the gas should be poured into the radiator, the oil into the
tires, or the water into the gas tank, the driver replies, “What difference
does it make ; have you never heard of Lord Keynes?”

But the basic trouble has always been maladjustments in the struc-
ture, which is fundamental to economic analysis, regarding both income
flows and resource allocation, which make high or even growing pros-
perity nonsustainable. Yet even today ignoring the precise nature of
these maladjustments, the stimuli are not appropriately directed. There
is no meaningful analysis underlying the direction of the stimuli.

Second, national policies have not paid sufficient attention to national
values and priorities. Quite apart from the relative inefliciency and
higher costs of tax reduction in stimulating jobs and production, the
widely disbursed spending of tax concessions by most of our con-
sumers will not buy the goods and services which they and the economy
need nearly as much as those which would derive from well concen-
trated additions to public investment. These additional public outlays
should not be mainly in the public sector, as I shall discuss further.

Third, technological trends have never been factored in property.
Consumer spending of tax concessions will largely by goods produced
in industries where productivity will advance so much in consequence
of higher plant utilization that there will be only disappointin ly small
increases in employment. Far more can be adde‘f to emp%oyment,
national wealth, and well-being by Federal outlays in the public sector
and to help stimulate the private sectors, that is, housing, to enlarge
production of some other types of more needed goods and human
services, where in addition productivity growth is lower but real needs
more urgent.

In other words, we are taking potshots, but we are not analyzing the
real basic cause of what has been troubling us all along, or directing
ourselves to a long-range program to correct it, and preventing the
roller coaster from getting worse and worse.

Fourth, we have continuously placed excessive reliance upon @ nar-
row range of conventional or stereotyped fiscal and monetary policies
of a general nature, instead of using them in proper combination with
other national economic policies, and supplementing them with micro-
economic measures.

This reminds me of a violinist who holds a Stradivarius in one hand,
which is no more marvelous in its capabilities than the American
economy, but applies the bow which calls forth the performance on
only one string, and the G string at that. This restricted approach calls
for three iliustrations. Now I am going to summarize further.

Three of our most difficult problems are the farm shortage problem,
the energy shortage problem and the transportation problem.

Going back 15 or 20 years in each of these three areas, I warned we
were running into long-range shortages in these areas, that they would
become more acute, and in the case of the farm situation, they would
drive millions of farmers and their families into the cities where they
would go on relief rolls and cost the Government more in addition to
being wasted human beings.
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We otherwise wouldn’t have the farm shortages that have not been
caused primarily by crop failures, just as the energy shortage has not
been caused primarily by what the Arabs did.

When I drew the farm, energy, and mass transportation problems
to the Council of Economic Adviser’s attention, they told me this was
none of their business with respect to the Economic Report of the
President, but rather the exclusive responsibilities of the Department
of Agriculture, the utility commissions, and the ICC, but how could
such vital matters as food, energy, and mass transport remain outside
the ambit of overall national policies?

Then, the use of the Federal budget for many years and even today
involves strange misconceptions. The central purpose of the Federal
budget is neither to be balanced nor to stimulate the economy, although
a well balanced budget could and should have desirable results.

The central purpose of the Federal budget as a national priority
instrument is to allocate to the public sector those goods and services
which the economy and the people need and which cannot be provided
or provided so well in some other way. Thus, I hold that the spending
side of the budget at almost all times should we set at that percentage
of our total GNP capabilities at estimated full resource use which
would represent the needed allocations to the national priorities which
the budget should serve.

When we are far below full resource use, this policy would yield
the additional benefit of helping to expand the economy ; and whether
we can afford this use of the budget depends upon the amount of our
idle resources and not upon the condition of the budget itself at such
time.

Moreover, that is the only policy which can balance the Federal
budget in due course. On the other hand, if the pressures on the
economy are so large that inflation results from strains in excess of
our capabilities at full resouce use—which has never been the case
in recent years—then restraining Federal outlays in a manner adverse
to these great priority needs which the budget should serve sacrifices
them first instead of imposing restraints upon activities of lesser or no
lesser or no real utility, through appropriate tax policies. So, cutting
out first what we need most and not touching what we need least
has been and still is the case.

Tax policy should be used to impose stimulus or restraint, as the
need may be at the time, by running a surplus or a deficit when a
balanced budget is not appropriate. But for many years in the past,
and the President’s proposal is another good example, we appear first
to decide how much we want to accomplish through tax reduction—
toward objectives not even clearly stated in terms of specific goals
or timetables-—and then to decide what Federal spending policy will
fit conveniently into the predetermined tax policy.

To repeat, this is entirely erroneous. This is completely upside down
with respect to proper use of the Federal budget.

For a long time past and again under the President’s proposals and
the explanations related to them, we recognize the need for public
investment in the great national priorities such as energy, resource
development, mass transportation, urban relief and renewal, environ-
mental improvement, housing, health and education, welfare reform,
et cetera.
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But it is then claimed that the package will stimulate the economy
enough to provide a large enough fiscal dividend around 1980 to enable
us to take care of now underserved priority purposes adequately
through increased public outlays.

This puts the cart before the horse. The fiscal dividend cannot be
achieved without balanced economic growth at an optimum rate for
several years. And for reasons already stated, such growth is veritably
impossible, unless we start now to blend into the structure those very
priority programs which we now tend to postpone until the growth
1s first attained.

In other words, if you don’t have the policies that will put together
the kind of bricks that will build a house, and you won’t be able to
@et the house, and you won’t be able to put somebody in it.

Through belief in the trade off, we have for a very long time and
still are bungling unspeakably the treatment of inflation. I cannot
review here all of the empirical refutation of the tradeoff.

In brief, as I have noted repeatedly since 1954, there has emerged
an unmistakable inverse correlation between the rate of real economic
growth and levels of unemployment on the one hand, and the rate of
inflation on the other.

The periods 1947-53, 1955-58, 1958-66, and 1966-69 are excellent
examples. But the best examples came thereafter. Even though the
combination of the highest inflation since the Civil War with the high-
est unemployment since the Great Depression was due in part to spe-
cial factors such as Arab actions and crop failures, the underlying rate
of inflation under conditions of low growth and high unemployment
was unusually high, about 6 percent.

In other words, even if you x-out the effect of those special develop-
ments we had inflation 2% times as high under conditions of high un-
employment and low plant use as we had had under better conditions.

The very rapid recovery movement from fourth quarter 1975 to first
quarter 1976 was marked by sharp reduction of inflation, and since
then augmenting inflationary trends have marked the serious eco-
nomic slowdown.

Some strange ratiocinations have been attempted to support the
tradeoff theory. One is the time lag argument that wage and other
costs built into the economy during high prosperity result in inflation
when stagnation and recession come.

But costs which are desirable and supportable when the economy is
growing will become hard to bear when growth wanes and productiv-
ity gains decline or vanish. The real inflation cause is therefore the
economic slowdown, and the consequent productive slowdown.

My good friend, the current Chairman of CEA, has occasionally
told us that the inflation would rise dangerously if unemployment
were reduced to 5 or even 5.5 percent, uniess we adopted price and
wage controls, and that the earlier evidence was based upon a differ-
ent kind of economy. But there is now little or no empirical evidence
that acceleration of inflation starts when unemployment is reduced to
5-5.5 percent. And if that were the case, what are we ever going to do
about intolerable levels of unemployment, since President Carter, and
Mr. Schultze presumably, are now adamantly against the direct con-
trols except in a great national emergency ?
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The tradeoff proponents then tell us that rampant inflation precedes
and causes recessions; but empirically, this was not true before the
Great Depression, or before most of the recessions since early 1953.
Avoidance or modulation of the business cycle depends upon correc-
tions in income flows and resource allocations, which require far more
than willy-nilly attempts to restrain inflation per se.

In any event, the economic, sccial, and civil costs of the roller-
coaster economic performances have been infinitely greater than any
marginal differences in price behavior which might have resulted if
there had been no such performance. And it is morally indefensible
to impose the cruel burdens of unemployment upon millions of fami-
lies on the alleged ground that this protects the employed and the af-
fluent against mflation. The tradeoff theorists have not even analyzed
whorﬁ unemployment hurts and whom it helps; it does not affect all
equally.

Yet,y Mr. Chairman, and members of the committee, the tradeoif
theory remains the undisclosed premise for the inadequate stimulation
program offered by the President.

My entire record demonstrates that I am not soft on inflation. At
the end of the Truman administration, in which I served as Chairman
of CEA, there was 2.9-percent unemployment and 0.8-percent infla-
tion, and during 1947-53 the average was better on all scores including
economic growth and the condition of the Federal budget, than at
any subsequent time.

Whether I am right or not, I think I am, in the empirical observa-
tion that the first and foremost way to restrain inflation is to move to-
ward reasonably full resource use as quickly as practical and then
maintain it, by now it must be absolutely clear that damaging inflation
occurs at times at all stages of the business cycle.

We should therefore make restraint of inflation through a range of
nondirect control measures which we do not now have and restoration
of a fully healthy economy, simultaneous goals with each reenforcing
the other, instead of continuing the farrago of the tradeoft. The inade-
quate stimulus in the President’s package is due largely to adherence
to the tradeoff theory; no independent measures to restrain inflation
are proposed.

Among measures to restrain inflation, I have long favored a volun-
tary national incomes policy. But guidelines or analogous measures
designed only to restrain inflationary price and wage increases are
shallow and ineffectual, and in the past have been excessively repres-
sive on the wage front without doing much about prices. And the
larger but neglected chronie problem, existing now, is to use voluntary
price and wage criteria to bring about a sufficient expansion of con-
sumer purchasing power to promote restoration of full resource use.
Besides, all major income flows and resource allocations are basic de-
terminants of the entire economic performance.

Thus, a mature national incomes policy must extend to national fiscal
and monetary and other policies importantly affecting income flows
and resource allocations, all developed in the perspective of an eco-
nomic model and goals which I shall further describe. Withont such a
model and goals, all national policies are disjointed and flying blind.

Most of what I shall now state in detail about the President’s pro-
posals is implicit, or even explicit, in what I have already said. The
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“package” for the first year comes to less than 1 percent of the size of
the economy, or a much smaller percentage than proved adequate when
similar “shot” or “quick fix” approaches were tried.

As earlier stated, I am not discussing the second year package, or its
implications for the Federal budget, except to say that economic con-
ditions at the end of the first year “quick fix” would require drastic
revision of the second.

Far more important, I do not subscribe to first or second year “shots”
or “quick fixes.”

We are not on the Lusitania, which sank in 5 minutes, or
on the Ztanic, which sank in 5 hours, because it was a British
ship. [Laughter.]

The benefits claimed for the “quick-fixes” are excessive or illusion-
ary, and we can do much better in every year by a longer-range and
more systematic approach. The six-parts tax reduction and one-part
direct job creation in the first year package is, in my judgment, a gross
distortion.

The widely heralded tax reductions in 1964 gave the economy a shot
in the arm for a short while. But for reasons which I then predicted,
the real growth rate slowed down greatly by 1966, and the general view
was that another recession was just around the corner; it was post-
poned but not avoided by the vast acceleration of Vietnam war outlays,
which were not accompanied by prompt and adequate tax reductions
as we had done in the Korean war.

The large tax reductions in 1975, as we all know, went only in dis-
appointingly small proportion to stimulation of employment and pro-
duction. The proposed tax reductions in the current “package™ have
inherently the same defects.

I have noticed the recent arrival of a gifted and pulchritudinous
member of the staff of the Joint Economic Committee. The Joint
Economic Committee in recent years has put out study after study
reflecting what I have said, but due to the horrible lag in American
economics, this has not been translated into action, and the older
theories are applied after the empirical studies discredit them entirely.

The President’s proposals are also hopeful but short of specifics
on the anti-inflation front, and they ignore the imperative need for
large changes in current and prospective monetary policies.

The Federal Reserve can again cancel out a large part of the benefits
of any given fiscal stimulus.

_ Based upon a continuous model of goals related to the U.S. economy
in action, which I have developed and corrected from year to year,
I submit that the first year package should be $25 to $30 billion, instead
of about $16 billion. I submit that at least two-thirds and perhaps more
of the first year stimulus should be Federal outlays for direct job
creation, but I am concerned about excessive rellance upoi Conven-
tional public works and public service jobs of a nonsustainable nature.

Therefore, while I agree with the size of the proposal recommended
by the AFL-CIO, I think it is too much committed to traditional
shots in the arm, unrelated to our long-range needs in these arcas,
I think that the Secretary of Labor’s concern with job training is
excellent, but most job training is really on the job, as we learned again
and again, and job training without a long-range program of what we
should train people for and to create the jobs for them and make shifts
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in the job patterns in accord with technological changes and real needs,
1s the essence of an effective job training program and much neglected
now.

Moreover, we should distribute additions to Federal outlays across
the entirety of our great priority needs, geared to optimum and bal-
anced economic growth on a long-range basis.

The preponderance of these additional outlays should be marginal
assistance to job expansion in the private sector, housing and energy
being good examples.

The argument that tax reduction will create jobs faster is simply
not true on empirical grounds and it would be wrong even if it did,
for reasons already stated. It would be far wiser to start now what
offers enduring and highly needed gains in worth of product terms,
rather than to make effective, even if a few months earlier, a stimulus
which will be of much inferior value in worth-of-product terms, wash
out in short order, and leave us with the same old difficulties we had
before and with another shot in the arm next year, and the year after
that, and the year after that.

I submit that tax reduction, at not more than one-third of the first
year package, and perhaps less, should be entirely in the form of
personal tax reduction in the lower half of the income structure. This
1s greatly needed on a long-range basis, on both reasons of economic
equilibrium and social grounds.

I see need for more effective measures to restrain inflation. And I
submit that legislative means should be found to enable the President
and the Congress to assert more influence upon the Federal Reserve
System, in order to help make its policies consonant with the declared
objectives of the elective representatives of the people and the Na-
tion’s economic and social needs.

I recognize that all of what I have recommended cannot be put into
motion at once. But we can and should put into motion at once the
basic requirements for measuring correctly the size and composition
of the national economic policies we need, and making them consistent
with one another. This does not call for planning the whole economy
nor the private sector. But it does call for long-range planning of
what the Federal Government itself does. It does call for recognition
that economic maginot lines are not enough; that it is not enough to
throw up short-range breastworks agalnst recession or economic
stagnation.

We should abandon an anti-this-or-that defensive posture, and take
the offensive on a long-range and purposeful prosperity policy and
program, toward full employment, balanced growth, and serving
priority needs.

Finally, I recognize also that this committee does not make legisla-
tive recommendations. But as a prime congressional custodian of the
purposes of the Employment Act of 1946, this committee can lead
the way toward the new accents which are needed. not only in what
it says to the Chief Executive, the Congress at large, and the American
public, but also through some reconsideration of some of the content
of its own studies and hearings.

And not as a committee. but as influential Members of the Congress,
T hope that members of this committee will contribute to the enactment
in this session of the Humphrey-Hawkins bill, which I regard as
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indispensable to substituting a comprehensive, integrated, and suc-
cessful national economic policy and program for the hit and miss,
fragmented, and limited approaches which unfortunately still prevail.
Again, I thank the committee for the opportunity to be heard.
[The prepared statement of Mr. Keyserling follows:]

PREPARED STATEMENT oOF LEON H. KEYSERLING *

Mr. Chairman and members of the committee, I appreciate this opportunity to
appear before you again, and to summarize the current significance of studies
and observations which I have made since this Committee commenced its opera-
tions in 1947 under the Employment Act of 1946. I say this advisedly, because I
have become increasingly convinced that appraisals of current national economic
conditions and development of current national economic policies have been
seriously handicapped for more than two decades, and still are, by excessive
concentration upon short-range matters. My reasons for this conclusion will
become obvious as I proceed.

IMMEDIATE NEED FOR A LONG-BANGE AND COMPREHENSIVE ECONOMIC POLICY
AND PROGRAM

The Chairman’s letter inviting me to testify requested that I discuss the eco-
nomic outlook, the President’s economic “package,” and his fiscal 1978 budget.
I shall discuss these matters today, although it may be rather repetitious and not
very helpful to the Committee for me to confine myself to what most others at
these hearings are covering. Briefly, my views shared by many are that the
short-range outlook is not good. Without changes in national economic policies
far more extensive than and considerably different from those proposed by the
President, we are most likely to find ourselves a year from now far shorter of
full use of our labor force and of other productive resources than we ought to be,
and certainly have the capabilities and know-how to be. I believe that the
President’s economic “package” and related Budget proposals are far smaller
than they should be, and poorly composed in various respects.

1 anticipate, even with the President’s “package”’ and new Budget, a real GNP
in 1977 only 4-5 percent above 1976 as a whole, far below the 6 percent needed to
make desirable inroads upon idle resources. This imports unemployment at the
end of 1977 far above the 6-8.5 percent we should and can achieve by that time.
I anticipate during 1977 as a whole a rate of consumer price inflation of 5.5-8
percent, or far higher than what is achievable with appropriate measures. And I
anticipate that these trends will militate severely against balancing the Federal
Budget in the longer run. I shall not discuss the President’s second year “pack-
age” and Budget proposals consistent with it, for I feel that the first year pro-
posals if unmodified will lead to economic conditions at the end of the first year
requiring drastie revisions of the second year proposals.

But before elaborating upon these conclusions, I shall now turn to other
considerations of an even more fundamental nature. For without prompt and
adequate attention to these fundamentals, I am deeply concerned that our short-
range efforts will again turn out to be as disappointing as quite similar efforts
made repeatedly during the course of the five business cycles we have experienced
since 1953, and doomed to lead us into another recession in due course. Instead
of forecasting just when that may occur, I submit that we should start now to
change the course.

It has become rather habitual for us to regard every current economic situa-
tion as critical and immediate, and to attempt to deal with it accordingly on an
emergency, fragmentary, and short-range basis. We are again tending to do that
now. But most of our large problems today are neither new nor unique, and those
which are new or unique are really of secondary import. For example, the weather
freeze has introduced a special and transient factor, and some actions are re-
quired to relieve the distress caused by it. But we now know that each of the
last three quarters of 1976 registered a declining rate of real economic growth,
moving into a period of economic stagnation even before the freeze. Thus, it is
clear that the economy was in deep trouble before the freeze occurred, and that
the freeze has not altered fundamentally nor in the longer-run the big problems

P 1 Former Chairman, Council of Economic Advisers; president, Conference on Economic
rogress.
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to be dealt with. The problems requiring vigorous and extensive treatment would
have been about the same if there had been no freeze, and they will remain about
the same when the freeze is over. Unacceptably high rates of inflation, and the
inflationary shortages of today in energy, food, housing, and elsewhere are not
of recent inception. They were initiated through errors of omission and commis-
sion many years ago, and these in turn were in large part offshoots of derelictions
in general economic policies.

Circa 1954, I predicted before this Committee and elsewhere that, without
changes in national economic policies more drastic than any which have since
then been undertaken, the American economic performance would follow a roller-
coaster course of stagnations, recessions, and inadequate upturns, with each re-
cession at its trough tending to produce more idleness of human and other re-
sources than the trough of the previous recession, and with each recovery tend-
ing to leave us at its peak with more unused resources than the peak of the
previous recovery. I predicted that the rate of inflation, and the Federal Budget
deficits, would augment in consequence of failure to maintain stable prosperity
at reasonably full resource use. All of this has come to pass with a vengeance,
and the most recent recession and highly inadequate recovery to date are the
most poignant examples. The current economic slowdown, which commenced be-
fore the freeze, may well be followed by some quickening. But the hope of full or
sustained recovery is now unrealistic, without much larger and different changes
in national ecomomic policies than those in the President’s “package” and his
new Budget ; and my allusion to another and deeper recession in due course is not
so unlikely that we should view it with equanimity, or fail to avert it.

THE COSTS OF THE ROLLER-COASTER ECONOMIC PERFORMANCE

The long-term costs of this roller-coaster economic performance, in which we
are still enmeshed, have been staggering. According to my conservative estimates,
which are not far different from those of other competent analysts, we have
from the beginning of 1953 through the end of 1976 forfeited about 4.4 itrillion
1976 dollars worth of total national production, and lost about 67 million man-
and woman-years of employment opportunity.2 Vulnerable groups have been hurt
immensely more than others. The inflationary trends have at times become in-
tolerable. Government revenues, at existing levels of tax rates, have fallen so far
short of what they would have been at sustained reasonably full resource use that
horrendous Budget deficits have been accompanied by financial inability to avoid
starvation of some of our most pressing domestic priority needs.? And all of these
difficulties have interacted and continue to interact upon one another. This dismal
performance has not ended. It is operative even now.

THE REAL CAUSES OF ROLLER-COASTER PERFORMANCE

Manifestly, under circumstances set forth above, no adequate nor lasting re-
medial measures can be derived and applied without general appraisal of the
central reasons for the roller-coaster performance. There has been no time, during
the five cycles since 1953, when this genuine and full appraisal has entered ade-
quately into the formulation and application of mational economic policies. In-
stead, the uniform practice has been to begin with a finding that the volume of
total economic activity has been either too slow or too fast, too high or too low,
and then to attempt to apply stimuli or restraints without careful regard as just at
what points in the economy they are applied. I have often stated that this is like
somebody driving up to a filling station, and when the attendant asks whether
the gas should be poured into the radiator, or the oil into the tires, or the water
into the gas tank, the driver replies: “What difference does it make. Have you
never heard of Lord Keynes?”

It should be much clearer than it has been to economic advisers to the Presi-
dent and others that the roller-coaster nerformance of the economy has not been
due primarily to excesses or deficiencies in total purchasing power. For if that
were the case, since any level of GNP generates an equivalent amount of pur-
chasing power, one cannot explain how reasonably full resource use converts into
stagnation and then recession. The basic explanation of the roller-coaster per-
formance is to be found in maladjustments in the structure, with respect to both
income distribution and resource allocation, which make high or even growing

2 Qee charts 1, 2, 3, and also chart 4 as to the future.
8 See chart 5.
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prosperity ncnsustainable. But neither during previous times nor today have we
examined the precise nature of these maladjustments, and applied the stimuli at
the right points accordingly.*

WHAT TYPES OF EMPLOYMENT AND PRODUCTION DO WE MOST NEED TO [NCREASE?

A second and perhaps equal defect, in what has now become the chronic ap-
proach, is to apply stimuli on the alleged ground that they will speed things up,
without regard for national vaules or priority needs. I am not arguing that the
Government should interfere with the free choices of consumers in the spending
of the money in their hands. But I am insisting that the role of the Federal Gov-
ernment, in its own policies, should be concerned with these values and these
priorities. To take but one example which I will deal with further as I proceed,
the question is not solely nor even mainly whether a given number of dollars of
tax reductions will stimulate jobs and preduction as much as the same number
of dollars of increased public outlays. Iven if it would do that—and I share the
views of many others that it certainly would not—there is the crucial question
of whether the widely disbursed spending of tax concessions by most of our con-
sumers will buy the goods and services which they and the economy need nearly
as much as those to be derived from well-concentrated public investment, either
in the short-run or the long-run. Such questions have not been dealt with satis-
factorily in the current economic “package” and the new Budget.

IMPORTANCE OF TECHNOLOGICAL FACTORS

Technological considerations are equally important. In general, the spending
of tax concessions by consumers will be directed largely toward acquisition of the
types of goods produced in industries where ttechnological advance is so rapid
that the additional spending would add very little, if at all, to employment in
these industries. By promoting fuller capacity use, such spending will mainly
increase productivity in ‘these industries. For example, in a recent year when
the automobile industry was producing several million more cars than in an
earlier year, there were more than 300 thousand fewer automobile workers than
in a given earlier year, and the increased numerical size of the auto union
was due to taking an aerospace worker and others. My studies over many
vears, and those of others, have demonstrated that the same situation is true of
many of our basic industries. Actnally, total unemployment in these basic in-
dustries has declined on a secular basis. In contrast, and in accord with national
needs, there is room for greater inereases in the production of some other types
of goods and in the supply of human services. Also, the rate of productivity in-
crease is usually lower in these fields. Thus, increased spending in such fields will
add far more to the enduring strength and growth of the economy, and add far
more to the human well-being which is the ultimate purpose of all we do on the
domestic front. Yet everyone on this informed Committee must know that very
little nttention has been directed in past years to this problem, and the same is
true today.

THE EXCESSIVELY NARROW RANGE OF APPLIED NATIONAL ECONOMIC POLICIES

Another defect in all that we have done in recent years, and still tending to
do, is to place excessive reliance upon a narrow range of conventional or stereo-
type fiscal and monetary policies of a general nature, while neglecting to bring
these into combination with other equally important national economic policies.
I would like to give three very important illustrations of this from my own
experience.

THR FARM-PRODUGT SHORTAGES

First. around 1954 we embarked upon a policy of driving millions of farm
families off the land and into the urban centers, on the assumption that we had
too much food and fiber production, that restraints upon production would im-
prove farm prices and farm incomes, and that the Government would be relieved
of the costs or of a large part of the costs of supporting farm prices and carry-
ing so-called farm surpluses. I pointed out in 1954, and continued to do so re-
peatedly in later years, that we did not have farm surpluses related to the real
food and fiber needs of the United States at full resource use plus a better

+ See chart 6.
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planned and more thoughtout export of our farm products. Most important of
all, I pointed out that these farm policies would lead to chronic and inflationary
food shortages, and this has been and still is more important than recent crop
failures. And I pointed out that the millions of farm families driven into the
cities would land largely on the relief and welfare rolls, be wasted instead of
productive, and contribute infinitely more to public costs than if they had re-
mained on the land. But when I took this matter up informally with members
of the Council of Economic Advisers, I was told that farm policy was for the
Department of Agriculture and not for them. To be sure, the details of farm
policy are for the Department of Agriculture. But how can we have a mature
and comprehensive employment poliey under the Employment Act of 1946, if the
Council of Economic Advisers and the Economic Reports of the President largely
take the position that the agricultural problem is not for them ?

THE FUEL AND ENERGY SHORTAGES

Second, fifteen or so years ago as a consulting economist, I commenced to
appear in cases involving many very large utilities, both gas and electric, before
Federal and also before State regulatory bodies. I found that these regulatory
bodies were concerning themselves with a rate of return adequate to service
capital requirements as set forth by the utilities, but were not even raising the
question of what capital would be required to support the utility plant and serv-
ices consistent with the demands of a fully healthy economy. I pointed out that
real utility plant growth in many instances was moving negatively, and that we
confronted the clear prospect of serious shortages in due course. A large con-
tributory factor was the tight money and high interest rate policies of the
Federal Reserve, especially in that the utilities finance a higher proportion of
capital investment with borrowed funds than any other basic industry except
housing. But when I took this matter up informally with members of the Council
of Economic Advisers, I was told this was not their business nor the business
of the Economic Reports of the President, but rather was the business of the
regulatory commissions. How can something as important as utility plant and
services not be the concern of those entrusted with a full and comprehensive
national economic policy? If this crucial priority had been attended to rather
than neglected, neither the Arab actions or anything else would have gotten
us into nearly as much trouble as we have experienced and are experiencing now
on the fuel and energy front.

THE MASS TRANSPORTATION SHORTAGES

A third example is the railroads. For six years before the Interstate Com-
merce Commission as an economist, and then before the Supreme Court of the
United States as a lawyer, I opposed the Penn-Central merger. I did not object
to big business as such, nor to mergers as such, and never have. I objected to
the merger on the ground that it was based upon the deliberate policy of trying
to save money for the two roads, and to save them from bankruptey, by delib-
erate denial of necessary rail services to many communities, and by widening
neglect of passenger traffic. I further pointed out that approval of the merger
on such grounds would certainly result in the bankruptcy of Penn-Central.
President Kennedy at one time set up an interdepartmental committee, includ-
ing representation of the Council of Economic Advisers, to examine the rail-
merger situation. But this effort came to naught, and the Justice Department
supported the Penn-Central merger before the Supreme Sourt, after opposing
it vigorously before the ICC. When I took this matter up informally with mem-
bers of the Council of Economie Advisers, they informed me that it was not their
business nor the business of the Economic Reports of the President, but rather
the business of the ICC. How could the adequacy of our rail services not be of
concern to those entrusted with levels of employment and the general health of
the economy?

A reading today of the Economic Reports of the President, year by year, will
abundantly illustrate the preoccupation with one or two lines of national policy,
especially fiscal policy, and the oversight of others of equal importance. The
performance of the Economic Advisers and many other economicts has reminded
me of a competent violinist holding in his left hand a Stradivarius violin, which
is no more wonderful in its innate capabilities than the U.S. economy, and then
placing the bow which brings forth the performance on only one string, and the
G string at that!
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INADEQUATE TREATMENT OF STRUCTUAL PROBLENS

Another difficulty is that economists and others have talked continuously
about structural problems in the economy, but mainly as an excuse for magnify-
ing the difficulties confronting them and explaining whey they have not been
more successful. Structural difficulties there are, but they are not really new,
and the urgent requirement is for a more thorough meshing in due proportions
of micro-economic and macro-economic policies. That we certainly do not now
have, as illustrated by the three examples of food, fuel, and mass transportation.

IMPROPER USE OF THE FEDERAL BUDGET: THE TRUE FUNCTION OF FEDERAL OUTLAYS

Still another difficulty, and a towering one at that, is the erroneous manner in
which the Federal Budget as the most important single instrument in national
economic policy is being developed and applied. In studying the Federal Budget
from year to year, and also the impressive reports and commentaries emanat-
ing from the Executive Branch and from the Congressional Budget Office, it
often seems to me that the dominant thinking is to the effect that the Federal
Budget exists primarily for the purpose of being balanced, and second for the
purpose of stimulating or restraining the economy as the need may be. But that
position is obviously incorrect. The Federal Budget could be balanced with zero
outlays and zero taxes. The economy could be stimulated with 20 or 30 billion
dollars of total Federal outlays and zero tax collections, and restrained with
20 or 30 billion dollars of tax collections and no outlays.

Although a balanced Budget and stimulation or restraint through the Budget
are highly desirable under given circumstances, the core purpose of the Federal
Budget is entirely different. It is to use fiscal policy to allocate to the public
sectors those goods and services which the economy and the people need and
which, to repeat what Lincoln said, cannot be provided, or cannot be provided
so well, in some other way. The expenditure side of the Federal Budget, at al-
most all times, should be fixed at approximately that percentage of our total
GNP capabilities at estimated full resource use (whether we are currently
at full resource use or not) which would represent that amount of allocation
to the needed publie priorities which the Federal Budget should serve.

When we are actually below full resource use at any given time, the applica-
tion of such a Budget-outlays policy serves the additional useful purpose of
helping to stimulate the economy toward full resource use. To claim that we
“cannot afford’”’ such a Federal Budget policy because it would lead to a Federal
deficit or increase its size, at times when we are far below full resource use, con-
fuses the condition of the Federal Budget with the real wealth potentials em-
bodied in the condition of the national economy and the priority need to activate
these fully. When real productive resources are idle in huge amounts, the en-
larged use of these resources by serving those unmet economic and social
priorities which the Federal Budget alone can serve, or can serve better than they
would otherwise be served, is almost always desirable.

On the other hand, if the pressures on the economy are so large that inflation
results from strains in excess of our capabilities at full resource use, then to cut
back on the above suggested use of Federal outlays, in a manner adverse to
meeting these priority needs, results in cutting back first on the things for which
we have a very high need, and which should not be in the Federal Budget in any
event if that high need does not exist. Instead, less useful or even expendable
activities should be restrained by proper use of tax policy.

THE TRUE FUNCTION OF FEDERAL TAXATION

Contrary to what seems to be a misdirection in thought and action during
many years in the past and today, Federal outlays and Federal taxation are not
for the same purposes, and they should not be used interchangeable. Tax policy
exists for the purpose of covering in appropriate degree the expenditures under-
taken by the Government, and it is tax policy rather than spending policy which
should be varied from time to time to impose stimulus or restraint upon the
economy—but only after Federal spending policy is determined as I suggest
above. I shall discuss further the appropriate Federal tax policy at this time,
far different from the President’s “package” and new Budget.

I do not understand how any economists can seriously challenge these proposi-
tions as I have stated them. They are simple common sense. But for many years
in the past, and even today, we have used spending policy and tax policy more
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or less interchangeably. On many occasions, and even today, with the President's
“package” a good example of this, we appear first to be deciding how much we
want to accomplish through tax reduction, toward objectives not even clearly
stated in terms of specific goals or timetables, and then we appear to decide what
kind of Federal spending policy will fit conveniently into the prescribed tax
policy. This is entirely upside down. It is also most unfortunate, in terms of
the highly desirable objective of using the Federal Budget in a manner which
will help to bring about full resource use and to balance the Budget or run a
surplus at that time. For the huge deficits in the Federal Budget which we have
been running have been almost entirely the consequency of all of the deficiencies
in national economic policies which I am attempting to detail’® There is not
comforting evidence that the President’s ‘“‘package” and Budget are adhearing
to these sound principles, regarding the utilization of Federal spending and tax
policies, respectively.

THE PROPER TIMING OF PRIORITY FEDERAL OUTLAYS

Still another deficiency in the President’s economic proposals, and the explana-
tions related to them, is that they appear to recognize the necessity for direct
investment in the great national priorities, such as energy, resource development,
mass transportation, urban relief and renewal, environmental improvement, hous-
ing, health and education, welfare reform, ete. But the official proposals then
proceed upon the erroneous assumption that the “package” will stimulate the
economy enough to provide us with a very large fiscal dividend several years
from now, say around 1980, and that we will then be able to commence in suffi-
cient measure to vindicate these priority purposes through increased public
outlays.

But the error in this approach is quite clear. To move toward achievement of
that fiscal dividend, we would need balanced economic growth at an optimum
rate, and this cannot possibly result from erroneously designed policies and pro-
grams which do not build into the structure the requirements for optimum and
balanced growth. Any serious study makes it abundantly clear that the achieve-
ment of sustained growth at these levels depends upon very substantial changes
in income flows and resource allocations. And almost all of these needed changes
are in the direction of devoting a larger portion of our total economic endeavors
to these priority goods and services which the economy most needs. There is no
other way to get back to full resource use, and incidentally to achieve the pro-
jected increase in Federal revenues.

This of course does not import that we can meet all of these priority needs
fully nor at once. But it does mean that we should develop a long-range model
of the whole economy in action, develop a balance sheet of our needs and capa-
bilities, set a few meaningful long-range goals, and relate what the Federal
Government does to its calculated share in the achievement of these goals. This
means among other things that, once an appropriate total stimulus is decided
upon. it should be supported in accord with proper beginnings, year by year, in
the servicing of the priority programs I have mentioned. This calls for much
more Federal outlays, and much less tax reduction. It calls for a careful exam-
ination of the needed changes in income flows and resource allocation, and of
this there are slight signs of recognition in the current “package.” ®

TEMPORARY “SHOTS” ARE NOT ENOUGH, AND ARE MISDIRECTED

All of what I have said boils down to the observation that the current “pack-
age” does not represent that rationalized long-range approach which is absolutely
essential to sound short-range measures. The current “package,” as it appears to
me, is merely another shot-in-the-arm, short-range in purposes and, in its defi-
cient size and poor composition, hardly different from what has been tried several
times before. And it is very likely to have the same results. I note that my good
friend the new Chairman of the Council of Economic Advisers recently told the

5 See again chart 5, and also chart 7.

¢ A “model” Federal Budget toward these ends is set forth on chart 8 and the costs and
benefits of such a Budget are set forth on charts 9 and 7. However, the component and total
quantifications in this model are lower than what I now recommend, due to the process of
inflation, the inadequate recovery movement to date, and other factors. The model Budget
when prepared did not contemplate further tax reductions, but my recommendations now
include some along the lines I indicate. -
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House Budget Committee that the first year “package” was just a “shot”; that
the second year ‘“package” was a different kind of “shot”; and that after about
two years the economy would be in such fine shape that, combined with renewed
confidence, this would enable ebullient capital investment to take care of us from
that point forward, with Government responsibilities greatly reduced. In other
words, it is proposed to try once again a series of ‘‘shots” which have not worked
well nor enduringly when tried before.

THE TRADEOFF, AND MISTREATMENT OF THE INFLATIONARY PROBLEM

Finally with respect to the deficiencies in our national economic thought and
action during many years and even now, there is the serious problem of inflation.
In 1953, the new Administration inherited from the Truman Administration
an unemployment rate of 2.9 percent, and an inflation rate of 0.8 percent for
consumer prices. But the new Administration, with Dr. Arthur Burns exerting a
powerful influence as Chairman of the Council of Economic Advisers, concluded
that the great danger was inflation. Both fiscal and monetary policies were
tightened to the point where unemployment rose to 6.7 percent in the last year of
that Administration, after three recessions, and with the inflation rate being
2.5 times as high in 1961 as 1953.

As early as 1954, I had commenced to state repeatedly that the so-called
tradeoff between unemployment and inflation was a travesty con all grounds,
and I cited many reasons why a sick economy would be prone to far more infla-
tion than a healthy economy. Most economists did not pay much attention to this
empirical observation at that time. Nor did they pay much attention to it when
the years from 1958 to 1966 witnessed a high average annual rate of real
economic growth and a tremendous reduction in the unemployment rate to 3.8
percent in 1966, accompanied by virtual price stability. Nor did they get
straightened out about the tradeoff during later periods, including the time
when the highest unemployment since the Great Depression was accompanied
by the highest inflation rate since the Civil War. By then, they were attributing
the double-digit inflation to the behavior of the Arabs and the farm failures,
although even before these things happened the underlying inflation rate had
mounted to unusually high rates under conditions of very high economic slack.
Nor did these economists pay much attention to the empirical evidence that
the inflation rate dropped very sharply when the current economic recovery
was moving very fast in real terms, and commenced to increase seriously with
the advent of a disappointly slow rate of economic growth thereafter, even
before the weather freeze.”

SALIENT DEFECTS IN THE ANALYSIS OF THE CAUSES OF INFLATION

Some strange ratiocination has recently developed in the discussion of the
relationship between unemployment and inflation. We are told that the rising
inflation during recessions represented only a “time lag,” in response to condi-
tions when the economy was in much better shape. What really happened is
that adjustments in the economy, including wage rate changes, which were
proper and sustainable when the economy was in good shape, became hard to
bear when the stagnation and recession ecame, and when productivity gains were
consequently reduced from rewarding levels to very low or negative figures.®
Soin the main, it was really the stagnation and recession, and not high prosperity,
which augmented the inflation.

More recently still, my good friend Dr. Schultze has come forward with some
additional alarums. Last year, he alarmed some Congressional Committees, some
members of the Congress, and the readers of The Washington Post with the prop-
osition that inflation would become uncontrollable if unemployment were reduced
to b percent or even 5.5 percent. He dismissed the much lower infiation in some
earlier times when unemployment was 3 or 3.8 percent, by arguing that times
had changed, and that we now live in a new kind of economy where the old rules
no longer apply. What this amounts to is the insupportable implication we should
move secularly toward acceptances of higher and higher unemployment rates as
a cure for inflation. But as indicated above, there has been little or no empirical
evidence that the acceleration of inflation starts when unemployment declines

7 See charts 10, 11, and 12,
8 See charts 12, 13, and 14.
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to 5 or 5.5 percent. The forecast that this will happen in the future is arrived
at by grinding materials through computers, but what comes out is all wrong
because the assumptions fed into the computers are based upon preconceptions
at sharp variance with the empirical evidence thus far

There is a very pertinent question to be posed to Dr. Schultze. He has stated
correctly that full employment is the most vital of all of our domestic objectives.
But last year, during his opposition to the Humphrey-Hawkins Bill in its form
at that time, he stated that this meant that we would need price and wage controls
when unemployment reached 5 percent or even 5.5 percent. But President Carter
is now adamantly against the direct controls, and so presumably is Dr. Schultze.
Does this mean that we should never try to get unemployment below 5 percent
or even 5.5 percent, and if we accept that proposition, where do we go from here?

VIEWING THE INFLATION PROBLEM IN PROPER PERSPECTIVE

The official position on the tradeoff is confronted by even more serious defects
in analysis. Dr. Schultze has fold us, without qualification, that inflation is the
basic cause of recessions, and that we must therefore succeed in restraining
prices before we try to get the economy moving forward at the needed speed.
But again, the empirical evidence is embarrassing to this thesis. The Great Crash
was not preceded by inflation, but rather by a remarkably stable price level for
seven years. Some of the recessions since early 1953 were not preceded by infla-
tion ; the inflation often grew as the recessions proceeded.

The crux of the matter is that the avoidance of the business cycle, or its modula-
tions, depend upon attention to corrections in flows of income and allocation
of resources, and this requires far more than willy-nilly attempts to restrain
inflation per se. Most important of all, the tradeoff exponents have not brought
to public attention the palpable fact that the economic and social and civil
costs of the roller-coaster performance have been enormously greater than the
costs of any marginal differences in price behavior which might have result if
there had been no roller-coaster performance.

And all this is apart from the moral indefensibility of saddling upon many
millions of families the eruel burdens of unemployment, on the ground that they
should be the protectors of the employed and affluent against inflation. Actually,
inflation hurts the unemployed and the poor most; and they are hurt more by
unemployment than by inflation. Nor does it hurt everybody; it hurts some
and benefits others; and we need much more examination, which has not been
forthcoming, as to whom it hurts and whom it helps. This in itself would point
the way to more correct national economic policies.

WHAT WE SHOULD DO ABOUT INFLATION

I am not soft on inflation. I insist that a stable price level is highly desirable.
I believe in many types of weapons, apart from the direct controls, to restrain
inflation. But I believe that the best way to restrain it is to restore and maintain
reasonably full resource use as quickly as practicable. ‘Whether I be right or
wrong on this, it by now must be indisputably clear that damaging inflation
occurs at every stage in the business cycle. We should therefore make the
restrain of inflation and the restoration of a fully healthy economy simultaneous
goal, with each reinforcing the other, instead of continuing the farrago of the
tradeoff.’ The President’s current proposals do not tell us how to guard against
inflation; they hope it will subside.

EVALUATION OF THE PRESIDENT'S “PACKAGE’ AND NEW BUDGET

Having made these points, my evaluation of the President’s first year “pack-
age,” and of his budget proposals in accord with it, will not take much time,
because it is implicit, or even explicit, in all that I have said above. On the
basis of models which I have made yearly since 1953 of the American economy
in action, and corrected in the light of evolving experience from year to year,
I submit that the President’s total “package” is much too small, The “package”
for two years comes to less than one percent of the size of the economy, or a
much smaller percentage than proved inadequate in earlier years when similar
“shot” or “quick-fix” approaches were tried. The argument that a retarded recov-
ery will be more likely to avoid recession than a more rapid recovery is not
borne out by the empirical evidence; most of the recessions since 1953 were

9 TFor discussion of a comprehensive anti-inflation program, see pp. 56 of the text of
a printed pamphlet on the Humphrey-Hawkins_bill, {ssued by the Senator and the Con-
gressmen in January 19877, and obtainable from their offices or mine.
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preceded by very inadequate recoveries. And, as earlier stated, the current
recovery for more than three quarters has been in a stagnation stage. The argu-
ment that a retarded recovery is the best way to restrain inflation, or the best
way to protect the Federal Budget, is invalid for manifold reasons which I
have already discussed.

The first-year “package,” coming to about six parts tax reduction and one
part direct job creation, is entirely distorted for all of the reasons I have set
forth above. Experience as well as reason supports this point of view. The widely
heralded tax reductions in 1964 did give the economy a shot-in-the-arm for a
short while. But for reasons which I then predicted, the real growth rate slowed
down greatly by 1966, and the general view was that another recession was just
around the corner; its advent was postponed but not avoided because of the vest
acceleration of outlays for the Vietnam war. The large tax reductions in 1975,
as we all know, went only in disappointingly small portion to the stimulation
of employment and production. The proposed tax reductions in the current
“package” which take the form of direct concessions to private investors are
almost entirely wasteful. The basic barrier to plant expansion, at least in the
mammoth corporations—small business is a special problem—are not in any
current inadequacies in prices or in profits per unit, but rather in the inadequacy
in demand for their products. The sure, sound, and economical way to enlarge
these demands is through the expansion of consumer and public outlays.

The President’s program ignores the need for drastic changes in monetary
policy, a most serious omission, as the current policies of the Federal Reserve
can again cancel out a large part of the benefits of any fiscal stimulus.*

As earlier indicated, I do not discuss the President’s second year “package,”
nor any Budget proposals in accord with it, because my estimate of economic
conditions at the end of the first year “package,” if it be adopted as submitted,
leads me to conclude that the second year “package” as submitted will need to
be altered greatly. Far more important, first and second “shots” or “quick fixes”
will, in my judgment, fall just as short as similar ones tried several times in
the past. We urgently need a long-range restorative program, comprehensive
and coherent, of which any short-range aspects will be found to be an insepa-
rable part.

MY OWN PROPOSALS FOR FULL ECONOMIC RESTORATION

For reasons already made clear, I submit that the first year “package” should
be 25-30 billion dollars, instead of about 16 billion. I derive this figure from
my continuous model of the U.S. economy in action, which I have already de-
seribed. I believe that at least two-thirds and perhaps more of the first year
stimulus should be public outlays for direct job creation, with the preponderance
of these public outlays in the form of marginal assistance to the creation of jobs
in the private sector, housing and energy being good examples. I have developed
a model Federal Budget which indicates a viable pattern for the composition
of these outlays.® The President’s new Budget should be modified along these
lines.

I submit that the tax reduction, at not more than one-third and perhaps less
of the first year stimulus, should be entirely in the form of personal tax reduc-
tion in the lower half of the income structure, this reform being greatly needed
on both economic and social grounds, and long-range in nature.

My studies also indicate that the contribution of this fiscal approach to the
achievement of balanced growth and reduction of overall unemployment to
4 percent within about four years would balance the Federal Budget at that
time, and there is no other way to balance it.?

The prevalent monetary policy is in urgent need of drastic revision.®

THE PROPER NATURE OF A NATIONAL INCOMES POLICY

The stimulus program should be accompanied by a wide variety of measures
to restrain inflation, pursued simultaneously, which the President’s proposals
do not include.” These in my personal view should include, inter alia, a vigorous

10 See again chart 12, and see chart 15.

1 See again chart 8. However, the component and total quantifications in the model are
lower than thoss I now propose, for a variety of reasons, including the process of inflation
and the current slowness of the recovery movement. The model when prepared did not allow
for]_fugther tax reduction, by my recommendations do allow for some along the lines I
ndicate.

12 See again chart 7 as an {llustration, although I now suggest higher outlays.

13 For discussion of how to correct the current monetary policy, see pp. 45-46 of the
Humphrey-Hawkins pamphlet.

14 See again pp. 5-6 of the Humphrey-Hawkins pamphlet.

92-625—77—9
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but voluntary national incomes policy. Such a policy, entirely unlike previous
efforts in this direction through “guidelines” or direct controls, should be con-
cerned not only with the restraint of inflation, but also with the chronic and
even more serious problem of promoting adequate expansion of purchasing power,
allocated in accord with the requirements for balanced growth, priorities, and
restoration of full resource use. A national incomes policy really involves taking
account of fiscal and monetary policies also, because the entirety of economic
activity is determined primarily by income flows. The neglect of these broader
aspects of a national incomes policy has thus far made the treatment of this
problem shallow and superficial.

THE VITAL SIGNIFICANCE OF A FEW BASIC GOALS

I submit, above all, that the entirety of national economic policy formulation
and application should be guided by a few basic quantitative goals, representing
our full capabilities at full resource use, and paying due attention to economic
balance and to the great priorities of our private and public needs. These goals
should be embodied, first of all, in the Economic Reports of the President and/or
in comparable submissions such as Full Employment and Balanced Growth Plans.
There are no really firm and convincing goals or commitments in the current
economic proposals of the President and the official discussion of them. Hesitant
and qualified forecasts are no substitute for such goals.

It is the task of national policy, not to guess what is going to happen, but to
commit ourselves to purposes, and to gear policies to their attainment. This was
done during the Truman Administration, and for a number of years during the
Kennedy-Johnson years, and that was when the economic performance record
was best by all tests.

THE LESSONS TO BE DERIVED FROM THE TRUMAN ADMINISTRATION

I conclude with a reference to the Truman Administration, which I trust will
not be regarded as prideful in view of my service on the Council of Economic
Advisers from 1946 to 1953, and my Chairmanship from 1949 to 1953, but rather
as an example which is very relevant today. Although there have been claims to
the contrary, the Truman Administration confronted greater economic and finan-
cial difficulties and complexities than any since. There was the challenge of
conversion from World War II to peace before the emergence of the cold war,
and it was accomplished smoothly. There were vast inflationary problems arising
primarily from the accumulation of wartime savings released very shortly after
World War II. There were all kinds of shortages, especially during the early
stages of the Korean war, which was larger relative to the size of the economy
than the Vietnam war. But the subsequently unequaled economic performance
during the Truman Administration was feasible because, in the main, we fol-
lowed the principles which I have stated above. Above all, we recognized always
that the greatest source of our wealth and well-being was recognition that the
full marshaling of our human and other economic resources through optimum
and balanced economic growth underpinnead all else that we sought to do. Because
of the very good economic performance, the Federal Budget averaged a surplus
over the period for the last time to date. And the total performance was greatly
aided by the willingness to increase taxes promptly and sufficiently in the face
©f a large war, a record not repeated during the Vietnam war.®

Substantiation of large parts of my analysis, and of events validating my
declared views, are set forth very fully in the Invited Comments which I have
submitted year by year to this Committee.

A complete coverage of the recent and current economic situation and of the
current outlook, and of what I submit we should start to do now, are set forth
in the new pamphlet on the Humphrey-Hawkins Bil{, issued by Senator Humphrey
and Congressman Hawkins in January 1977." Instead of encumbering the record
awith the reprinting of this pamphlet, I am making a copy of it available to each
fnember of this Committee. I regard enactment of the Humphrey-Hawkins Bill
at this session of the Congress as indispensible to the substitution of a compre-
bensive and integrated national economic program and policy for the hit and
miss, fragmented, and limited approaches which still prevail.

Again, I thank the Committee for this opportunity to make my views known.

% See again chart 11,

18 Single copies of this pamphlet may be obtained from Congressman Hawkins' office,
and in quantities from my office.
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COSTS OF DEFICIENT ECONOMIC GROWTH
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BENEFITS OF FULL ECONOMIC GROWTH, 1976-1980
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COMPARATIVE GROWTH RATES, 1961-1976

( Average Annual Rates of Change, in Uniform Dollars)
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FROM FEDERAL DEFICITS IN AN UNHEALTHY ECONOMY
TO AHEALTHY BUDGET IN A HEALTHY ECONOMY
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v President’s Budget as sent fo the Congress on January 21,1976,
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2/Ful economy goals shown on another chart.
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GOALS FOR A MODEL FEDERAL BUDGET, FISCAL 1977 AND CALENDAR 1980
CONSISTENT WITH OTHER GOALS TO REACH MID-1981 UNEMPLOYMENT GOAL
AND TO SERVE ADEQUATELY THE GREAT NATURAL PRIORITIES*

( Inbillions of fiscal 1977 dollars.Allin fiscal years except calendor 1980 )

MANPOWER PROGRAMS,
NATIONAL DEFENSE, INCOME SECURITY, OTHER INCLUDING PUBLIC
INTERNATIONAL AFFAIRS, THAN VETERANS AND PRIVATE
ALL FEDERAL OUTLAYS DOMESTIC PROGRAMSZ/ (Excluding Subsidized Hausmg) SERVICE JOBS
Tota) Per Capita % of Total Per Copitc % of Total Per Copita % of Total Per Capita % of Total Per Capita % of
Expenditures ($) GNP | Expenditures $) GNP Expenditures {$) GNP Expenditures  ($) GNP Expenditures  ($} NP
President’ ($ Billions) ($ Bitlions) ($ Billions) ($ Billions) ($ Billions)
resident’s
Budget, 1977 394.2 . 1,820.78 21.37 1125 51963 6.10 281.7 1,30L16 15.27 1374 63326 7.43 57 26.33 0.31
Goals for 1977 4030 1,861.43 21.21 112.8 52102 594 2902 1,340.41 15.27 1385 639.72 729 6.0 27.71 032
Goots f
Fical 980 4600 208145 2081 | 114.6 51655 518 | 3454 1562.90 1563 | 1460 66063 661 | 7.9 3575 036
Goals for
Colendor 1980  465.0 2,099.32 2076 115.0 519.19 5.3 3500 1,580.13 15.63 1475 66591 6.59 8.0 36.12 0.36
AGRICULTURE, NATURAL
HOQUSING AND COMMUNITY RESOURCES, ENVIRONMENT
DEVELOPMENT . AND ENERGY EDUCATION HEALTH TRANSPORTATION
Total Per Capita % of Total Per Capite % of Total Per Capita % of Total Per Capits % of Tota! Per Copita % of
Expenditures  ($) GNP Expenditures  ($) GNP Expenditures  ($) GNP -Expenditures  ($) GNP Expenditures ) GNP
Prasidan’ ($ Billions) ($ Biltions) ($ Billions) ($ Billions) ($ Biltions)
resident's
Budget, 1977 6.8Y 314l 0.37 15.5 71.59 0.84 ‘7.5 34.64 0.4l 344 158.89 1.86 149 68.82 08I
Goals for 1977 7.5 3464 039 16.0 73.90 0.84 .80 36.95 0.42 365 168,59 1.92 15.5 71.59 o082
Goals .
F?se::l fgeo 4.7 66.52 067 24.0 10860 1,09 16.0 7240 0.72 46.0 208.14 208 170 7692 077
Goals
Colndori980 150  67.72 0681 243 10971 108 | 162 7314 072 470 20218 210 | IT.2 7765 077

L/poliar goals woutd be higher to extent of further inflation.

2/ Includes cotegories other than those tisted in detail,i.e. ,other
i programs cllow for savings of one bittion in fiscal 1977,19 btllmn infiscal 1980, and 20 billion in calendar 1980, for lower interest,ower unemployment-related

The goais for

costs, g

nment

otc

benefits,law enfor

, zoro b

\general govert

interest,

ity and areo d

revenue shoring,and return

§/The housing portion of this $6.8 bitlion in the Presldem 's Budget proposed for i977, commq to $3.9 billion, appears in partin "income security "and in pamn "commerce and irunspovionon inthe
Prasident’s Budget. The proposed goal increases for”housing and community development” includes $3.3 biltion for housing for fiscal 1977 and $10.8 billion for calendor 1980,

Nota: Population--216.5million for April 1,197 7,220 for April LI980,and 2215 for July LI9BO.GNP(in fiscol 1977 dollars)--$1,845 billion for President’s Budget; $L990 billion for fiscal 1977 goal;$2,210 for fiscal 1980 goal,
and $2,240 billion for calendar 1980 goal. Bosic Data: Office of Management and Budget for President's Budget; Dept. of Commarce for population
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"COSTS"YAND BENEFITS*THROUGH 1980,
CONSISTENT WITH REACHING UNEMPLOYMENT GOALY/
BY THE MIDDLE OF (98I "

(Budget, fiscal years;G.N.P, calendar years: billions of fiscol I977 dollars ) '

PROJECTED FEDERAL BUDGET QUTLAYS -
TO HELP ACHIEVE UNEMPLOYMENT GOAL¥

(Note Different Scaie }

403 428 445

1977 1978 1979 o 1980

1977 BUDGET OUTLAYS
PROJECTED AT 1969-1977 ANNUAL GROWTH RATE &
394 408( Note Different Scals) 23 438
1977 1978 1979 1980
——l'tOSTS'U\VERAGE ANNUAL DIFFERENCE BETWEEN THE TWO BUDGETS, |8 '—

(Nats Ditferent Scols )

20

1977 e 1979 1980
G.N.P PROJECTED IN ACCORD
WITH MID-1981 UNEMPLOYMENT GOAL®

(Note Offerent Scale)
1,894 2,008 2,124 i 2,240

1977 1978 B 1979 1980

G.N.P PROJECTED IN ACCORD
WITH CONTINUATION OF CURRENT NATIONAL POLICIES”

(Note Different Scals) 2,055

T [, (EE [

1977 1978 1979 : 1980
__ [BENEFITS:AVERAGE ANNUAL DIFFERENCE BETWEEN THE TWO GNPs, 117 | ——

Note Differemt Scote } 185
4 -

94
1977 1978

L/tosts are difference between Federal Budget outiays needed to help achieve unemployment goal and 1977
Budget outiays projected with ly esti d ions of current policies and programs.
2./ Benefiis are dif ference bei GiNEIr d wiit i ment goo! and CN.D projscted in cocord with rageonohly
i d ians of current national policies and programs. 3/4 percent unemployment (3.0% adult) by middle of 1981,
-5/The Full Employment & Balanced Growth Plan in H.R. 50 8 S. 50 would use other policies
- besides those in the Federal Budget to help achieve the full loy goal.The average igr Q
outloys used for these projectionsis 5.1 ' !edmnfmule?s,whhdbwmformmheﬁsm”mmmf
projectionisat the 3.7 percent real avercge annual growth rate, consistent with lower projections for G.N.P.
Therea! g growth used for these projections is 5.9 percent,projected from catendar (976 base.
1/Based uponreal average annua! growth rate of 3.7 percent,projected from calendar [976 base. The average was only
3.1 percent during 1953-1976,and onty2.3percent during 1969-1976,
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RELATIVE TRENDS IN ECONOMIC GROWTH
UNEMPLOYMENT, & PRICES. 1952-1976

"PRODUCTIONAND:EMPLOYMENT —.!

Total National Productionin Constant Dollars, Average Annua! Rates of Change

== Industrial Production, Average Annual Rates of Change
Mﬂﬂﬂﬂ]ﬂ]ﬂ Unemployment as Percent of C|vnl|an Labor Force, Annual Averages®

{ann.rate) {ann.rate)

. S
1952-1955 1955-1958 1958-1966 1966-1969 1965-1976Y 10'74-1Q'75 4075-10'76 3476-4Q'76

Consumer Prices S Wholesale Prices [ Aindustrial Prices
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!
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§
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1952-1955 1955-1958 1958-1966 (966969 1969-1976Y1Q74-1Q'75 4Q75-1Q'76 3Q76-4Q'76
Average Annual Rates of Change (onnrate)  {annrate)

17 A1t1976 figures estimated.
¥ These annual averages(as differentioted from the annual rates of change)are bosed on full-time officially
reported unemployment measured against the officially reported Civilion Labor Force.

Source: Dept. of Labor, Dept. of Commerce, & Federo! Reserve System
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U.5.ECONOMIC PERFORMANCE.UNDER VARIOUS NATIONAL ADMINISTRATIONS
WITH VARIOUS APPROACHES TO NATIONAL ECONOMIC POLICY~

Real Ave.Ann. Ave. Annual Unemployment Ave. Annual Inflation Rate Ave. Ann.Surplus
Econ. Growth Rate Unemployment FirstYr. LastYr Inflction FirstYr. LastYr, or Deficit
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except Feduaral Budget,estimated, .

2/ 1946-1947 not included because greotly affected by transgﬁon from World Wor I

|
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COMPARATIVE TRENDS IN NON-FEDERALLY HELD
MONEY SUPPLY, G.N.P, AND PRICES, 1955-1976
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THE LAG IN WAGES AND SALARIES
BEHIND PRODUCTIVITY GAINS, 1960-1976"

( Average Annual Increases, Constant Dollars)

6.3%

49%

3.4%
26%

1960-1976 1960-1986 1966 -1976 1975-1976

"PRODUCTIVITY, 8 WAGES & SALARIES -
. TOTAL PRIVATE NONFARM ECONOMY

1960-1976 1960-1966 1966-1975 1975-1976
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172111976 figures estimated.
Basic Dota: Dept. of Commerce; Dept.of Labor
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IMPACT OF ECONOMIC GROWTH
UPON PRODUCTIVITY GROWTH

(Average Atinuo! Real Growth Rote }
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INCREASES iN AVERACE INTEZREST RATES,AND
EXCESS INTEREST CO5TS DUE V0 THESE INCREASES, |.
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Source: Dept. of Commerce; Economic Report of the President
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Representative Borrixc. Thank you very much, Mr. Keyserling, for
your statement.

Senator Javits.

Senator Javrrs. I wanted to say that I came especially this morning
out of a respect for you and respect for my brother, Benjamin, who
was an outstanding author, economist and lawyer, and literally re-
vered you as a very wise mind, and as a unique analyzer of the
American economic scene, years and years ahead of your time.

I have to go to the Senate to a number of very critical hearings,
but T wish to just record that I will study everything you say in the
greatest detail, and from a cursory examination, I believe the alter-
natives for development to the President’s package are very strongly
supported in many parts by your analysis of the situation.

Thank you.

Mr. Keyseruine. Thank you very much, sir.

Representative Borrixa. Thank you, Senator Javits.

Congressman Pike.

Representative Prre. Mr. Keyserling, I always enjoy your state-
ments because you have the ability to inject a little humor in them,
which we seem to find so absolutely lacking in our own debates all the
time, and you also make pretty good points.

I don’t understand, however, the scorn with which you apparently
hold the G-string. Why is the G-string a lesser string than any of the
other strings?

Mr. Keyseruixe. I would modify my statement by saying you need
to play on all four.

The G-string is a little dull. T am a little more moved when I hear
Jascha Heifetz on the E-string, but that is a personal preference.

My main point is that you need to play on all four strings.

ReprESENTATIVE Prxi. Fair enough.

I am very interested in your conclusion that the jobs part of the
package should be directed to, in your words, “marginal assistance to
job expansion in the private sector,” and I feel very strongly that we
have to go the route of jobs in the private sector, but I would like you
to be more specific as to how you would structure the marginal assist-
ance to job creation in the private sector.

Mr. Keyseruineg. Well, first of all, T take the heretical view, despite
the importance of jobs, that we must also ask the question, “What do
the jobs create in terms of what the economy and the people need?”

Taking an example, I fly the flag at the customary adherence to
private enterprise very genuinely. My studies have shown that 80 to
90 percent of the new jobs which should be created between now and
1980 should be in the private sector, but we need another guideline.

I believe there is a derogation of the function of the Government,
the function of our system, the function of the Congress itself. to say
that the stimulation of the building of another cigarette plant is pref-
erable on any ground to the building of another hospital with public
gain. Until we have that economic analysis, we could have a country
where wealth accumulates and people decay.

Next, I want to emphasize the technological factor. T am amazed
that economists after 25 years have not asked, “Can we, even if we
wanted to. get back to a healthy economy unless we change the pat-
terns of production and employment.”
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We can’t. The automobile industry employs 300,000 fewer people
in auto production than it did a number of years ago when it was
producing several million less cars. ] .

Private industry as a whole, and I am not saying this critically,
but because of the rate of technological change, has been in a chronic
reduction of total employment.

We have more challenge in terms of needs still unmet adequately,
to move more people into the service industries, into the health
services, into education, into energy production, into environmental
improvement and transportation, and this would have conservation as
well as productive results, and it happens that the rate of productivity
growth is relatively low in those areas, and therefore you get more
jobs for each unit of increase in GNP.

We are in trouble now, but we will always be in trouble if we
continue in the way we are going. We are not going to get out of
this trouble just so. I think the package may stimulate things a little
bit, and bring us down to 7 percent unemployment for a while.

That is not good enough. Then we will go up again and then down
again. These are the fundamental problems with the economy, and they
are not beyond the range of economists and not beyond the range of
a great Congress and a great exceutive branch dealing with the
problems of a great nation.

That is what we meed to take into account with respect to the
jobs problem. When we do that, we will find that four varieties of
approaches are desirable. First, a major stimulus, which is foremost,
stimulus of conventional private employment, across the board. This
requires changes in monetary policies, changes in fiscal policies, and
they should all be identified and pursued, but we have to have a set
of goals as to what kind of distribution of employment you are shoot-
ing toward before you find the policies. That is category No. 1.

Category No. 2 is private jobs of a nonconventional nature that
require some Federal aid. A good example of that is housing.

You can’t get an ample housing program to meet the needs of all
groups, to rebuild our cities, to keep up an adequate volume of home
construction as it relates to the economy at large, without Federal
assistance.

The other example is energy. Another is food supply.

Representative Prke. Let’s take energy. I think everybody in Amer-
ica is looking for some sort of breakthrough in the realm of solar
energy, but how do you structure the aid, the marginal Federal aid
that you are talking about, to put or to help the development, say,
in the private sector, of solar energy or any energy %

Mr. Keyserruing. I want to confess my noncompetence in some areas
as well as my competence in others.

I don’t come up here with the structure for a stimulus program for
energy. I don’t know.

Representative Prxr. That is the difficulty we are in. T don’t have
any trouble agreeing with anything you say, but we have the job of
trying to decide how we do these things, but if we are going to take
energy and we want to develop more, are we going to give additional
benefits to the oil companies, for example, to develop solar energy?

Mr. Kevseruine. Let me state it this way: My proposition is that
a large part of the Federal assistance should be marginal Federal
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assistance, the expansion of private activity. If you ask me how we
should structure it in housing, I could give you all the details you
want, because I have studied that problem for many years.

I have recently put out publications on it. I put out a book in 1972
called “The Coming Crisis in Housing” and if the Government had
listened to it, instead of not even including housing, while they played
the Stradivarius violin on the G-string, we would be better off now.
I could do it in mass transportation.

Representative Prxr. All right, do it in mass transportation.

How are we going to create jobs in mass transportation in the pri-
vate sector?

Mr. Keyserring. Let me give the example T am most familiar with.

I spent 8 years opposing the Penn-Central merger. I opposed it,
a}llsoi 8ecf01'e the Supreme Court of the United States, as well as before
the .

What was my argument? Not that I am against big business—I
said I don’t care if there is only one railroad in the country if it will
meet the transportation nceds of the country consistent with a healthy
and strong economy.

I opposed this merger because the philosophy of scarcity, which
has entered into our economic thinking, was the merger proposal.

They were going to save $67 million and save themsclves from
bankruptcy by cutting out communities, by cutting out passenger
traffic, by carrying only what they considered the most lucrative
traffic. '

I said, you put the imprimatur of the Federal Governimnent on this,
and it will be a, farce.

There was a Government interagency committee set up to consider
that merger and other rail mergers. It came to nothing. They were
afraid to make a decision. They said, “That is the business of the ICC.”

It can’t be. It is perfectly feasible to compute, and 1 am not pre-
pared today to give the statistical sides of every detailed program,
but I am talking about a method. It is feasible to compute how much
rail transportation we need in broad outlines, and it will require
marginal Federal assistance, whether 5 percent or 10 percent is a
relative detail, and it is not hard to structure.

Representative Pixe. Wait right there. It is not hard to structure,
you say. There are railroads in the country making money and there
are railroads in the country that don’t make money.

Do you give the 5 percent to all of them ?

Mr. Keyseruing. There are farmers in the country who are making
fortunes and farmers in the country going bankrupt and driven into
the cities.

This is no reason we can’t have rational farm support programs.

Representative PIxe. So, you give the money toallof them?

Mr. Keyseriine. I didn’t say that. You may apply criteria as to
which ones you give it to, but that is not what I am testifying on now.
I can give you a detailed breakdown of the farm arca of how much
farm production we need, of how much the Government shoul(l spend,
and to which farmers it could go to. I can give you ;111 the details.

The point I am making now is that the economic program by the
economic stafl of the President, and the_]’resldel}t’s message, which
ignores all these things and does not begin planning on this basis is
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derelict. I have no appreciable stafl. They have large staffs. They have
recourse to every agency of Government which they could ask for
continuous studies from.

I don’t have to be able to detail. Frankly, I think that is a burlesque
of my testimony, to say that I have to be able to detail a solar energy
program in order to validate my theories.

Representative Pixe. It seems to me you are getting a little defen-
sive here. I have tried to ask you to do that which you said you would
do, which was to give us the structuring of a mass transportation
program in the private sector.

Mr. Keyseruing. All right.

I will not do it here today, but I will send you a massive, detailed
study which I made at the time of the Penn-Central fiasco, which gives
you everything you ask for, hew much trackage we necded, where
we needed it, how much Government assistance we needed to do it, and
so forth and so on.

I have done it. I can give it to you. I will send it to you, and I have
done the same thing in agriculture.

Representative Pixe. Fine. Thank you.

Representative BoLriNg. The burden of what you are saying is that
we need to plan our Government program policies and expenditures
a little bit better ?

Mr. KeyserLING. Absolutely. Absolutely.

Representative Borring. In other words, if I understand you, what
you are saying is that we need to have a specific set of plans dealing
with the shortages that exist in terms of goods and services.

Mr. KevserLing. In terms of the shortages, in terms of national
needs, in terms of a goal for the reduction of unemployment, which
last, I think the Congress must set.

T don’t understand how the Congress determines how many war
planes we need, but says the fundamental economic and social and
political question of whether we should have 8 or 5 or 7 percent
employment should be left up to the executive branch economists.

Yes, I think we need those things.

Representative BorLine. And what we need in energy is a plan that
approaches the set of the problems and tradeoffs that exist, and if
there is an area in which the Government needs to play a significant
role in order to achieve or encourage the achievement of those goals,
that it would then participate?

Mr. Keyseruing. We certainly do, and we need to pay some modest
attention to empirical evidence developed in the great laboratory of
the $1.8 trillion American economy, instead of continuing to use shibbo-
leths to bankrupt our policy.

Representative Borring. Let’s take one example that deals with solar
energy.

OI%éY expert, Barry Commoner, has said that if we committed $100
million investment in solar energy, we could break through the diffi-
culty of achieving effective and useful results in a relatively shorter
time than would otherwise be the case, and that since the technology is
so complicated and difficult and relatively undeveloped, I suppose you
would have to say that unles it were a public committment, solar energy
would be knocked out in a competitive sense since other forms of energy
increases can be developed in different ways, not necessarily more ex-
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pensively or less expensively, but this requires a tremendous front-end
investment.

Are you suggesting that there ought to be a deliberate, conscious at-
tempt when we deal with energy policy to deal with anything as mas-
sive as that in terms of tradeoffs, or should we continue to do what I
think is really the thing that you are complaining about, tinker with
the bits and pieces in such a way that we end up with a policy that is
not realy a long-range policy in any sense at all ?

Mr. Keyseruing. I think your question enables me to answer better
the question asked by your colleague, and if anything I have said was
inadvertentently defensive, I offer my profound apologies.

Representative Borring. I don’t think you were defensive. He may
have felt you were not answering the questions.

Mr. Keyseruine. Well, anyway, let me say again that in one sense 1
can’t answer your question, and in one sense I can.

I am not technically equipped to evaluate the relative significance
of a particular energy approach that you have outlined as against
others. But I am prepared to say that, insofar as it is a serious, com-
petently offered proposal of a broad and general nature, and I must
assume that it is because of your interest in it, is should be given
full attention, although I am not personally equipped to deal with it
in detail.

Of course, it should be considered in the course of developing a
comprehensive, long-range energy proposal instead of tidbits, and
I think what is now talked about are excessively tidbits, and likewise
what is done with the energy component should be done with the other
major components.

This is not an undoable task. We have done this in the past.

During the Truman administration, we made fairly good models
of requirements of needs in various sectors of the economy.

We used them as guides to national policies—the Government’s
policies. These have so profound an effect upon the overall economy,
through tax policy and money policy and others, that I think you
get a very good overall adjustment if you use those in the right way.

So, I would say to answer vour question, yes, I believe that this
approach should be considered and blended into the consideration
of the energy problem.

Representative Borrine. You mentioned more or less in the past
that the United States had been able to accomplish national goals in
a war which were really no more difficult goals than the kinds of goals
we should be accomplishing, in effect, now.

Mr. Roosevelt said something about 50,000 planes a year, and every-
body in the United States laughed at him. So, it might be that the
point is valid.

Maybe we should really expect the Government to take a look at ener-
gy in much broader terms than it does, and deal with it. )

I suspect that you are right, we must begin to look at these things
in the large sense in terms of need, since we are now in a period of,
if not acute shortage, some shortage. and acute misuse of energy re-
sources.

It would seem to me that what voun are suggesting, if I understand
it correctly, maks a lot of sense,
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I have a whole series of questions and most of them, don’t really
fit into the pattern that you have in mind.

You talked a little bit about your attitude toward inflation, and
the points that were favorable during the years when you were Chair-
man of the Council.

You talked about a particular kind of approach. Could you give a
little more detail in how you think the Government should be struc-
tured to deal with inflation?

I gather you mean largely by voluntary deed and perhaps structured
kind of jawboning, and so forth.

Mr. Keyserning. I regard that as important in the last element I am
talking about now.

Before we can deal effectively with inflation, you must determine
its source. This is going to be subject to human fallibility, but we can
do a lot better than we have done, because the prevalent analysis
still is that inflation is caused primarily by a low level of unemploy-
ment, and a low level of idle plant use.

Now, so long as that theory prevails, we are going to continue to
have policies, even as the President’s new proposals—and many be-
fore—founded on that approach, and, therefore, deliberately costing
us enormous losses in production and employment and Federal reve-
nues as an alleged cure for inflation.

What I am saying, and I want to point out that I have brought this
booklet in advocacy of the Humphrey-Hawkins bill; I brought it-—
not for the printed record—but as an economical way of introduc-
ing certain charts in it. These same charts appear in my prepared
statement.

I have a Jarge number of charts here that show not only during the
Truman administration but during many other periods—there is
really endless information.

I will first call attention to the chart on page 41, of the booklet.
There is not time to read it fully here.

Representative Borring. Let’s try this one.

I would like to be sure your view is in the record on this, your full
view on how to deal with the problem of inflation, or at least a sub-
stantial outline.

Mr. Keyseruine. I will do that.

I think first you have to discard the notion of a tradeoff, and it
is interesting that there is not a single economist faced with the chart’s
analysis that I have shown on this subject since 1954 who has brought
forth competing empirical evidence—not a single one.

The theory is accepted without empirical study.

Mr. Schultze is a competent economist, but the best thing he can
say about the causes of inflation in his most recent testimony is that
it was preceded by momentum.

I want to know what that is, and what do you do about it. The
momentum of what, the worst recession since the Civil War, the
momentum of three quarters in which we have stagflation? )

Now, the first real cause of more inflation when you have a high
amount of idle resources in that productivity growth goes down so
far that wage trends exceed productivity trends.

That is shown on two of my charts here.
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When the economy moved toward full resource use, wage trends
lag behind productivity trends. Thercfore, getting back to full re-
source use brings about a large acceleration in productivity, and this
demolishes the problem of wage-push inflation, which has become not
a legitimate concern so much as an overwhelming obsession with so
many economists.

So, the first thing to do in fighting inflation is to get back to fuller
resources.

We live in an administered price area, largely, and not a supply-
demand area. We were taught in school that 1f you are selling 10
apples and there are 11 buyers the price goes up; if there are 9 buyers,
the price goes down. Not if the seller controls the apples, and the
buyer needs them. The seller raises the prices, because that is the way
to try to meet costs and maintain profits despite inadequate volume.

There are published studies on all this over the years, much of them
submitted to this committee, and I could support my many studies
with some excellent ones by Gardner Means, one of the best economists
in this field.

1 am supported by a recent study made by the Joint Economic
Committee itself. There is not a single competing study. Try and
show me the opposite.

They raised their prices faster in steel recently, in automobiles
recently, and recurrently through the last 25 years, when plant idle-
ness is high and unemployment is high, first, because their costs are
high due to low productivity growth, and second, they have a profit
target, which they want to reach despite the inadequate demand in a
seriously lagging economy.

They raised their prices less when the economy was in good shape.

Therefore, other volumes should be coupled with a more direct and
meaningful antitrust and anti-monopoly program, which I think
should take the form

Representative Borring. We have been talking about that for I
don’t know how many decades. We never seem to get it.

How do you get more effective antitrust?

Mr. KryserLiNg. You get it by doing it.

You get it if the Department of Justice proceeds in that area. I
think more important is the national incomes policy, which I am
very much for, and which I think can be, on a voluntary basis

Representative Borring. Did you you say “can be” or “can’t be’?

Mr. Keyserning. Can be and should be, provided it is not what the
President is talking about, and not what Kennedy and Johnson did,
and not what Nixon did. It has been limited solely to trying to prevent
price-wage increases which are inflationary, but giving no concern
to the larger problem as to what kind of wage-price trend will meet
{he investment needs of business and the needs of the consumers.

We have let legitimate concern about inflation distract us from
other things we need to do much better than we have been doing them.
We could stop inflation by making a desert island of America.

So, T believe in a stronger antitrust policy, but far more important,
T believe in vigorous voluntary use of genuine national income policy,
which we have never had.

Representative BoLrine. Describe one in brief.
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Mr. Keyseruneg, All right, I will describe it by starting with a
model that T am talking about: What are the goals for the reduction
of employment ?

What are the goals for GNP ?

What are the broad contours of Government outlays, private invest-
ment expenditures ?

What are the income flows that are compatible with the support of
these contours ?

1f you don’t have that, you can’t do anything. You are flying blind,
because every national economic policy ‘affects that, and ‘you either
affect it without knowing why and in what direction, or knowing why
in what direction.

Once you have that, you can use your tax policy and the money
policy and the national incomes policy toward the achievement of the
related balanced growth.

We did it to a degree in the Truman administration, and we did it
during World War IT.

I must say that I find no merit in the arguments, “Oh, that was
wartime.” The American people think that, when I say we should do
some things as in wartime, I mean ol things, including all of the
controls,

We didn’t have unique controls and taxes in World War II because
of planning, but because the planning revealed that only half of the
produce was distributed to the people, and the other went into war
materials. We have a defense program associating only 5 to 6 percent
of the national product now.

But the idea that we should put programs together and make them
mesh, and consider long-range factors, and draw a national incomes
policy and tax policy and so forth in terms of these related goals,
it is just as applicable now as in wartime.

Representative Borring. In very simple terms, tell me what a na-
tional incomes policy is.

I think I know.

Mzr. Kevseruine. It is applying to wage and price trends the analysis
which will enable them, along with other policies, to contribute to full
employment and full resource use, and not create excessive inflation-
ary purchasing power.

Representative BorLixe. How do you then deal with the problem
of investment ?

Mr. Kexseruing. The problem of investment ?

Representative BorLrine. Obviously in some cases you deal with
Investment by enormous infusion of Government money, which, again,
to use your wartime illustration, is perfectly valid.

We weren’t going to get planes if it were based on profit, because
the profit wasn’t going to be there until the Gevernment spent money.

Mr. Kevseruing. How you deal with investment is in two parts.
The first part I would say, the goals for capital formation, is one of
the guides to national policies. There must be an overall target for
investment.

Representative Borring. Overall and by sector?

Mr. KeyseruNG. I would not break it down into too many sectors,
but, that is a matter of degree. After all, one of the problems with the

02-625—77-——11



460

investment tax credits and the other concessions to investors is that
they don’t break it down by sectors.

That is another problem that I will be glad to discuss, but at least
I would have the overall goal. With such goal or goals, we would be
able to consider whether we need a tax concession to investors more
or less than we need a tax concession to consumers, because we would
have something to measure this against.

I have a chart here which shows analytically and quantitatively
where the discrepancies have occurred, tracing all the way through
the various business cycles, and it can be done.

If what I suggest had been followed, the national policies would
have been based upon empirical analysis and more successful.

This really raises a problem of availability of capital. Let me state
it as axiomatically as anything can be in economics that there is not
really a problem of availability of capital for the large investors.
The small business problem is a different problem. Sometimes the
unavailability of capital is stated by saying that, if the Government
undertakes a larger amount of borrowing, or of capital supply, and
you can use different terms, through increasing the deficit in the
budget, then there is not enough capital left over for private capital
investment and that this cramps economic growth and also causes
higher interest rates.

Suppose we said that in World War IT?

We would have been in the German salt mines. Capital is not tangi-
ble or real wealth like oil and steel and human power. Capital is pro-
duced by the money system, and it is the function of the Federal Re-
serve Board, if and when the Congress and the President decide that
more capital is needed through the public budget, to provide enough
capital and a money policy which services both the policy of the Fed-
eral Government and private capital needs.

If the Fed acts counter to this, as it has done many times in the past,
in the view of many economists, if it acts counter to this, then it can
frustrate the Government’s policy by not creating enough capital.

Even beyond that, as axiomatic as anything in the American econ-
omy, is the proposition that when the American economy is doing well,
the operation of prices as they operate and the profits as they operate,
produce a super abundance and not an inadequacy of private capital
for investment.

Every boom has shown this over and over again. It is accompanied
by several times as much real growth in capital investment as in the
ultimate demand of consumer buying plus government outlays; the
resultant imbalances are stagnation and recession.

So, the only inhibition on capital availability now, or investment
now, if there is any, is not that prices are not high enough, not
that her unit profits are not high enough. It is not even that ageregate
prices are not high enough; they are breaking records. The inhibi-
tion on capital investment now is 80 percent plant use and 8 percent
idle human resources and a $250 billion GNP gap.

When we start taking care of that promptly and adequately, the
capital investment will be forthcoming. It always has been.

Representative Borrixe. Thank you.

Congressman Pike.
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Representative Prxe. Mr. Keyserling, it is my understanding that
Arthur Burns, in several appearances before this committee and other
committees of the Congress, has expressed the view that at the moment
the major danger, again, is not unemployment, but inflation.

Would you care to comment on that ¢

Mr. Keyseruing. Yes, sir. I am going to be a little humorous at the
end, because the Senator indicated that he appreciated that.

I say this in all sincerity. I was in Government for 20 years and
I was Vice Chairman and then Chairman of the Council of Economic
Advisers for more than 6 years.

During the Truman administration, our entire policy was founded
on calling forth the great new secret weapon of the American economy,
which is our unrivaled power to turn out goods and services at full
employment and full production and optimum real economic growth.
In fact, we built the whole concept of an expanding economy and
adequate growth into the popular thinking. That is how we got 2.9
percent unemployment and 0.8 percent inflation by the last year.

That was our foremost and first approach. We didn’t listen to those
who said that inflation was a greater danger to us than the aggressors,
and that we should accordingly smother or restrain real economic
growth in accord with our full capabilities.

Now, I don’t want to criticize any individual, but I think the Gov-
ernment needs a Department of Experience more than it needs any
other kind of Government reorganization.

Arthur Burns has been here a long time. He came in as the Chair-
man of the CEA under Eisenhower. He had inherited an inflation rate
of 0.8 percent, but he got so worried about inflation that he helped
to tighten up the budget and the money supply, and he ended up mov-
ing toward 6.7 percent unemployment by 1961, and 2.5 times as much
inflation as existed when he came in.

This is what the Department of Experience would reveal.

Arthur Burns came in again with President Nixon as his economic
adviser in the White House. He pushed the same kind of policies. We
then got the rare combination of unemployment and inflation that we
have had with virulence.

Arthur Burns as Chairman of the Federal Reserve Board, has done
nothing effectual to check the chronic rise of inflation. To the contrary,
extraordinarily high interest rates, and the severe shortages caused by
the Fed’s policies are highly inflationary in themselves.

Arthur Burns has been subjected, not only by liberal economists like
me, but by conservative economists, to the charge recurrently that he
was acting contrary to the Government’s stimulative policies, with
very bad consequences.

T have a chart here that shows the trends in the consumer prices, the
trend in monetary expansion and the trends in a real GNP. This chart
demonstrates that every time Arthur Burns or his predecessor, Bill
Martin, tightened up on the money supply to stop inflation, they
usually got more inflation, they got lower economic growth, they got
more unemployment.

Itisallin here.

Now, I say that the time has come, after all these years, to judge
people by the results of their policies, and not by their capacity to
answer questions.
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These are the results of the Burns policies.

Representative Pixe. Mr. Chairman, I think that the time might
well have come to have both of these esteemed gentlemen here at the
same time.

I think we could have a marvelous hearing.

Representative BoLring. Let me ask you one thing that I should
know the answer to.

Mr. Keyseruine. Let me just say this: If my policies, when I was in
the Government, had produced the results that Arthur Burns has pro-
duced, I would have been tarred and feathered and driven out of
Washington on a rail, because I got enough brickbats despite the suc-
cess of the policies.

Representative BoLrixe. Since 1951, and having followed up on the
Douglas subcommittee that in effect, I guess, had something to do with
causing the accord between the Fed and the Treasury, I wonder, in
looking back, if you approve the idea of that accord?

Mr. Kevseruing. I am glad you asked that question.

I think in 1951 Mr. Mariner Eccles, who had started out as a pro-
gressive banker during the New Deal, and became 2 troglodyte, as
was the case with some other people, he began agitating that the
monetary policy of having the Federal Reserve support Treasury
bonds, and the consequent moderate interest rates were an “engine of
inflation”—that that monetary policy during World War II was an
engine of inflation.

But the real engine of inflationary pressures was the war itself.
Before we really had any Fed, and again in World War I, when we
had it, war periods had been highly inflationary.

It is true that in the 1920’s we had high interest rates, though not as
high as recently. They were very damaging to the economy. They
were a large factor in what happened. The policy of the Federal
Reserve, when the “Great Crash” started, accentuated it a good deal.

During the early depression years, interest rates didn’t go down
very greatly, because interest rates are made in Washington. The
Roosevelt administration came in, and interest rates came down dras-
tically across the board—money generally. I regard that as one of the
most important economic performances—and I include social per-
formances—of the New Deal.

We went along that way until 1951. We financed the prosperity of
the Truman years and the Korean war with low interest rates.

Then the agitation started. The bankers wanted higher interest
rates. The insurance companies wanted higher interest rates. They had
the phantasmagoria ideal of an “independent” Federal Reserve Board.

Why should a Board that regulates money, the use of the people’s
money, be more independent than the group that determines how much
taxes we pay or what prices we pay and what wages we receive during
wartime ?

No other modern economy in the world has anything like that, and
we never had before 1951. We never had it under Harding or Coolidge
any more than we had it under Wilson or Roosevelt or Truman for
most of the time—the concept of an entirely free-wheeling Federal
Reserve Board.

Later on, in 1952, hearings were held before the Joint Economic
Committee on the “accord.” President Truman had earlier appointed
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a four-man committee. It was made up of mobilizer Wilson, Treasury
Under Secretary Martin—Secretary Snyder was in the hospital—
Federal Reserve Board Chairman McCabe, and myself. I was on that
committee.

President Truman was very much against the change in the money
policy. But this was one of the very few instances where he lost com-
mand. I was hardly kept informed as to what was going on. So, the
accord went into effect.

Then I testified in 1952—and this is a question—I testified before
the Joint Economic Committee and I got into a 2-day famous debate
with Senator Paul H. Douglas, who was a great liberal on civil rights
and a great man on various other matters, but in his basic economic
thinking in many respect he was of the “Chicago school.”

So, he took me to task on this great inflationary engine of moderate
interest rates, and he favored the accord.

We disagreed. The debate got pretty rough. He said to me, “Mr.
Keyserling, you haven’t studied the most elementary economic text-
books,” and I said to him, “Senator Douglas, you haven't looked at
any of the more advanced economic textbooks.”

It went on 2 days, and the Washington Post said that this was a
battle between two giants and neither won nor lost.

Around 1962, my wife asked him to speak before the Women’s
National Democratic Club, of which she was president. He had the
grace to say to the audience “Leon Keyserling and I had a big argu-
ment many years ago. I will now say that he was right and I was
wrong.”

Representative BorLrixc. That isa good point to end it on.

Anything you wish to supply for the record, we will be happy to
receive.

The committec stands adjourned for 10 minutes.

[ A brief recess was taken.]

Representative BorLixe. The committee will come to order.

Our next witness this morning is Mr. Bert Lance, Director of the
Office of Management and Budget.

Mr. Lance, we are pleased to have you with us this morning and we
welcome you to the Joint Economic Committee.

As you know, this committee is charged with reporting to the Con-
gress our evaluation of the economic outlook for the coming year. This
year, the economic report of the outgoing administration together
with the new administration’s stimulus package, and just this week
President Carter’s proposed revisions of the 1978 budget are all cen-
tral to our concerns here. We welcome you here this morning Mr.
Lance, and we are looking forward to your statement.

STATEMENT OF HON. BERT LANCE, DIRECTOR, OFFICE OF MAN-
AGEMENT AND BUDGET, ACCOMPANIED BY DALE R. McOMBER,
ASSISTANT DIRECTOR FOR BUDGET REVIEW

Mr. Lance. I am delighted to have this opportunity this morning.
I have been looking forward to an appearance before this committee.
I have not previously been privileged to appear before you.

I have a prepared statement which I would like to read. Let me
quickly go through it. It is not very long.
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The Congress, especially the Budget Committees and the Appropri-
ations Committees, has a very tight schedule for acting on the budget
and we have done everything we could to review the budget quickly.
Because of the need for speed, we have not had time to review all tax
and spending alternatives in depth. Moreover, many new proposals
that the administration will want to place before the Congress will
take more time to develop than we had for revising the 1978 budget.

While we have had to build on President Ford’s budget, the changes
we have made are significant. As you review our brief document on
budget revisions, I think you will see how significant the changes are.

The revisions in the budget have added $6.2 billion to 1977 outlays
and $19.4 billion to 1978 outlays. I would like, if I may Mr. Chairman,
to place in the record at this point a table that shows the major cate-
gories of increases.

Chairman Borrrxe. That will be done.

[The table referred to follows:]

BUDGET REVISIONS

[Fiscal years; outlays in biilions of doliars]

1977 1978

Fiscal stimulus e 5.1 8.0
Restorations:

For fiscal stimulus programs__________ - .2 2.8

.. Forotherprograms__________________ - 1.4 5.0

Initiatives and program changes (net) - . .2 2.6

Reestimates._ - -7 1.0

Total revisions e 6.2 19.4

Mr. Laxce. It is important to note that the unified budget deficit
drops by over $10 billion between 1977 and 1978. We will need to
speed up the rate of decrease in order to meet our goal of a balanced
budget by 1981. At the same time, we need to get the economy moving.
That is essential to achieving a balanced budget. Therefore, the Presi-
dent feels very strongly that his economic stimulus package—a large
part of which affects only 1977 and 1978—should receive rapid action
by the Congress.

The Chairman of the Council of Economic Advisers and the Secre-
tary of the Treasury have appeared before this committee to discuss
the stimulus package, so I will not go into its composition in detail.
You will recall that the major items in the package are $50 per person
in tax rebates and payments, business tax incentives, accelerated pub-
lic works, expanded public service employment and job training pro-
grams, and expanded countercyclical revenue sharing.

A few refinements have been made in the stimulus package recom-

mendations since they were originally presented. First, we would like
to see the additional countercyclical revenue sharing begin in April,
and this will require slightly higher funding than we had originally
proposed.
! SEcond, we want to change the standard deduction to a flat $2.200
for single persons and $3,000 for joint returns. OQur initial proposal
was for a $2,400 flat deduction for single people and $2,800 for mar-
ried couples.
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In addition to the economic stimulus package, we are proposing to
extend the temporary tax reductions that would otherwise expire.

e believe that this stimulus package will give us a better rate of
economic growth than would otherwise occur so that by the end of the
year, real output of goods and services will be increasing at an annual
rate of about 6 percent. This, of course, will help to bring down the un-
employment rate. Both real economic growth and the decline in un-
employment are somewhat greater than forecast in the January budg-
et, while the inflation forecast is virtually identical.

The forecast does not reflect the effects of the severe cold weather
recently experienced in part of our country or of continued drought
in the West. When the effects of the weather can be more accurately
estimated, the economic outlook will be reassessed. It now appears,
however, that the overall adverse effects of the severe cold weather will
be relatively moderate and temporary, and that real economic activity
by the end of the fourth quarter of this calendar year will have recov-
ered nearly all the ground lost due to the cold weather.

Moreover, generalized fiscal stimulus is likely to be of little help in
reopening a plant that is shut down because supplies and raw mate-
rials are icebound hundreds of miles away, or needed natural gas sup-
plies are not available, or irrigation water supplies or hydroelectric
power are not available. To the extent something can be done about
weather-created economic dislocations, we need specific targeted meas-
ures, not generalized stimulus, to deal with the problems.

President Carter will be working with the Congress on major tax
reform. That is an important reason why most of the stimulus package
is temporary. We need to work now on getting the economy moving,
but we need time to work out the details of tax reform.

‘We have tried to take a similar approach in reviewing much of the
budget. That is, in cases where we believe that serious problems would
result from the recommendations of the previous administration, our
recommendations remove those features. At the same time, we are
trying to reserve the flexibility for the future when we will have more
time to develop program alternatives.

In the defense area, for example, we are reducing the budget author-
ity requested by nearly $3 billion. In most cases, we are slowing down
the rate of planned activity or we are putting off the start of new ac-
tivity, so that we can make sure that the defense programs we support
are essential to national security. We have also recommended some
initial efficiency moves that will save money but not impair the effec-
tiveness of our national defense.

We are recommending some important changes in the natural re-
sources and energy area. We want to accelerate the energy conserva-
tion and oil storage programs. We want to cut back somewhat the
very high rate of growth proposed in the Ford budget for energy re-
search and development, particularly in the nuclear area. We are also
recommending more money for sewage plant construction for 1977—
roughly $5 billion rather than the $1 billion in budget authority re-
quested last January.

We are amending the budget to request no funding for 19 water re-
source projects that were included in the January budget. These proj-
ects appear to be environmentally damaging, economically unsound,
or have potential safety problems. We are currently reviewing all
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water projects with potential adverse effects. At the conclusion of this
project-by-project, study, we will forward to the Congress any addi-
tional budgetary changes that may be required.

In the transportation area, our recommendations for highways are
based on a $1 billion higher program level. We also are not recom-
mending any ceiling on operating subsidy grants for mass transit.

Our budget would add $1.5 billion for education bringing the total
request to $10.8 billion. The increase is particularly focused on the
needs of disadvantaged students. The revised budget supports the
reform of the impact aid program recommended in January.

In health care, we face a very serious problem of inflation. There-
fore, the budget proposes a nationwide program to hold down the
rate of inflation in hospital costs. We are also proposing a new
comprehensive child health care program.

The previous administration recommended an increase in social
security taxes. We do not agree with that proposal but we are begin-
ning an intensive study of the social security system to see what steps
need to be taken to maintain a sound system.

The previous administration also proposed cutting back the food
stamp program and converting the child nutrition program into
block grants for States, with sharply reduced funding. We will be
looking into these areas with a view to finding improvements. How-
ever, we do not support the proposals advanced by the previous
administration.

We believe there needs to be a much stronger effort to assure that
Americans have proper housing. We plan to increase the number of
subsidized housing units from 236,000 to 400,000. We are going to ask
the Congress to increase the term of subsidiary contracts from 20 to
30 years. We are also proposing more funds for subsidized units de-
veloped by State housing authorities.

We are proposing permanent legislation to protect veteran’s bene-
fits against increases m the cost of living. We also do not support the
proposal to limit the period of eligibility to the GI bill.

The document we sent to Congress Tuesday is intended to meet the
needs of congressional committees as they prepare their recommenda-
tions to the Budget Committees in the House and in the Senate. Their
recommendations are due on March 15, and we thought that they
would like to have President Carter’s views on the budget so that
they could consider them as they develop their own ideas. The docu-
ment is supported by a large amount of detail that we have not tried to
print. Additional material has been sent to the Congress. We will be
sending specific appropriation language within the next 10 days.

There is a great deal that we would like to do in the future that we
have not been able to do in this budget revision. We are going to start
zero-base budget reviews. We are going to reorganize the Govern-
ment. We are going to reform the tax structure. Thus, our revisions
represent only a beginning of our substantive efforts to improve the
Federal Government. We think and we hope we have corrected the
major shortcomings in the budget as proposed in January, and that
we have set forth the appropriate fiscal policy.

Mr. Chairman, I would be pleased to answer your questions.

Representative BorLing. Thank you very much, Mr. Lance, Senator
Bentsen.
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Senator BeENTsEN. Thank you very much, Mr. Chairman.

Mr. Lance, on the reform of the tax structure, when do you expect
that that will be before the Congress ?

Mr. Laxce. Senator, Mr. Woodworth from the Treasury Depart-
ment is in charge of that reform effort as it relates to the Treasury
Department, and it is my understanding that by August 1, or mid-
August, that proposal will be forthcoming. It 1s very complicated,
and it is something that requires a great deal of study. I am sure that
study will involve input of the people from the Congress as well as
other people about what needs to be done in the area of tax reform.
It will be very broad and all inclusive.

Senator BExTseNn. I am also interested in the tax reform bill, because
last year was a reform of the 1969 reform which was a reform of the
1961 reform. I wish you well in that area.

Mr. Lance. Thank you. We obviously need the well wishes.

Senator BexTseN. I think we have to give serious consideration to
capital formation in this country to keep us competitive in a world
where we are trying to keep up our balance of trade, so that we don’t
get into the same situation that England is in, where they are not able
to refurbish their manufacturing and get equipment that makes them
competitive.

I think tax incentives built into the system need substantial review,
be((iause some of them don’t fit the economic objectives of the country
today.

Are you prepare to make any comments concerning the energy legis-
lation at this time ?

Mr. Lance. No, sir, T am not. The legislation for the organiza-
tion of a department of energy will be presented to Congress March 1.
It is on the President’s desk for review now. Then, by April 20, he
will have a significant statement of policy on energy to be presented to
the Congress at that time. So I would not be in a position to make any
comments about that proposal now.

Senator BENTSEN. Are you prepared to comment on the action
taken by the Ways and Means Committee concerning the tax proposals
sent by the administration insofar as what was done on the tax credits,
or the investment tax credit ?

Mr. LANCE. Yes, sir, I think I am in a position to comment about the
business tax area and the other areas.

I am not able to comment about the total number of jobs that may
have been added, and what effect that might have with regard to
the overall program. With regard to the increase in the jobs portion,
that was a share of funds that were probably include& in the ad-
ministration’s 1978 totals, and the funding was provided in the 1977
totals of the Congress. That would be an ongoing sort of authority
that will be expended as those jobs coine onstream.

With regard to the tax rebate, the lowering of the income levels,
below $25,000, is certainly an appropriate action, one that we do not
have any disagreement with. The reason we started out to include
everybody was the fact that we were trying to be extremely fair in the
whole stimulus package. We thought it important to go ahead and
look at it from that viewpoint. The Ways and Means Committee de-
cided otherwise, and we had no difficulty with that.
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Senator BEntTsen. I think that cutoff is a good idea. A House Mem-

}b;er asked the Secretary what he was going to do with his $50 when
e got it.

Mr. Laxce. I thought his response that he would not significantly
change his standard of living was very appropriate.

We, of course, in regard to the business incentives that are part of
the stimulus, would like to see our proposals retained if at all possible,
for the increase in the investment tax credit and the payroll taxes.

I think obviously as we go forward that if we are going to depend
upon public jobs for a period of time as part of a stimulative package
to deal with the problem of unemployment that we face, we have to
have some mechanism in some way for those jobs ultimately to be
transferred to the private sector.

If we lose sight of that fact, then we are not going to be successful
in dealing with the economic problems we face. As a result, I would
hope that we can certainly look at the kind of job incentive tax that Mr.
Ullman is talking about in the future as it relates to jobs coming into
the private sector. I think it has some real merit in that instance, and
that it is something that ought to be looked at. I do not think on the
face of it, from the understanding I have, that it totally solves what
we are trying to do in the stimulus package per se.

Senator Bextsen. I am sure it will not solve all of it, but T am a
strong supporter of some sort of employment tax credit. I think small
business and business ought to have the option of using the tax credits,
and that you are putting people into jobs then will not be dead-end
jobs. I think it is better for the taxpayer than creating a public service
job. although I support that as a short-term measure.

Now, you make a recommendation about increasing the highways
by approximately $1 billion. Can you tell me the justification for that?

Mr. Lance. Yes, sir, I will attempt to tell you the justification for it.
My experience with the Highway Trust Fund goes back firsthand to
running the Highway Department of Georgia when those highway
funds were impounded. The difficulties that we faced just from the ad-
ministrative standpoint of trying to plan and complete the Interstate
Highway System in our State were considerable. The impoundments
created very real problems. That, of course is a thing of the past now,
and the fact that they were not able to obligate the funds in times past
I don’t think is a sufficient justification for keeping the funding levels
below what they really ought to be. We felt like, again, this was an area
where jobs could be brought into the private sector through highway
construction, that these funds could be obligated and put into the
spending stream if we raised the funding level. Therefore, our recom-
mendation was to go back to the $7 billion as opposed to the Ford bud-
get proposal of $5 billion, I think.

Senator BexTtsen. Maintenance costs have gone up, and many States
have difficulty keeping their highways in shape, not necessarily new
construction. I agree with you.

Mr. Laxce. I think the subject of maintenance is a major concern
for all of us, because we have a tremendous dollar investment in our
highway system, and if we don’t maintain it, we are not taking proper
care of our investment.

Senator Bentsen. Thank vou, Mr. Chairman.

Representative Borrixe. Congressman Pike.
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Representative Prxe. Thank you, Mr. Chairman. I apologize, Mr.
Lance. We are at the mercy of the bells.

I am very interested in one of the changes that you refer to in your
statement between the prior credits for married couples and single
couples, and I would like to know the extent to which this was caused
by {;he fact that the Carter tax package ran into the Carter moral
package?

MI'.gLANCE. Congressman, we went sort of through that process in
the Ways and Means Committee, and the questions were being directed
at Secretary Blumenthal. At that time I sure was glad, because I didn’t
think there was a good answer to that question, and I still don’t think
there is a good answer to that question.

Representative Pixe. What the revised proposals do, then, is to re-
duce the economic desirability of living in sin. Is that a fair statement ?

Mr. Laxce. Congressman, again, I don’t think I had better respond.
[Laughter.]

I remember in my seventh grade civies book somewhere that the
Ways and Means Committee originated tax measures, and I let that
;taqd over there on that side rather than on our side as the reason

or1t.

Representative Pige. Mr. Lance, in general I just would like to say
that I think that we are beginning to see some directions of movement
in terms of changing priorities which I find affordable. I wonder the
extent to which you can make them stick. The increased deficit con-
cerns people but the decreased spending influences people very, very
directly and very, very painfully, and the extremes are already going
up, and in my own area, they will have to do with impact aid, and not
with the termination of water resource projects. But I can certainly
understand the extremes coming from other areas on other issues.

To what extent do you think the projects are politically realistic?

Mr. Laxce. Mr. Pike, I would hope that what we have tried to do
in our budget revisions—and as I stated earlier, they have been done
in a relatively short period of time because of those restraints that I
think are properly imposed upon the executive branch with regard to
the budget process—is to be aware of the political realities. The water
resource projects, the aid to education—those are sensitive political
questions, I understand, and I understand that part of the process.

But I think it is obvious to me, and this stems from my business
background, from which I can relate to it in that regard, is that we
now have got to be aware of the fact that we are, in my opinion, at the
point when we have to start making some hard choices, and we have to
start making some tough decisions as they relate to the financial re-
sources and the expenditure thereof in this country.

Now, the Carter administration is willing to make those hard
choices. I am sure that the Congress has to deal with the question of
hard choices, and that you are willing to face those hard choices.

I think yon will see in the future that we will attempt to make some
of those hard choices and take the political aspects of it that come as
a result of those choices being made. Such was the case with regard
to the aid to education, for example.

We increased some programs that we felt were appropriate; for
example, that served a real need in the area of disadvantaged students.
We said that we are not going to recommend any more money in the
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direct student loan program. You already have $3 billion in that pro-
gram. We don’t think until another look is given at it that it is some-
thing we ought to continue to put additional funds in. I know in Con-
gress that presents a political problem. So, those realities are there.

But we have started in the process of having to make those hard
choices that are part of the process, and we will continue that part of
the process. I think it is important for the American people to realize
that we are willing to begin in that arca. There will be discussions, dis-
agreement and debate. That is all part of the process, and that 1s the
way it ought to be. We will be right in some instances, and wrong in
others, but at least we will be in the process of making those hard deci-
sions that I feel strongly, and I imagine a large number of people in
the Congress feel strongly, have to be made in the future when we talk
about the resources we have.

How many more do we have that we can really expend, and what
should be our direction ?

Representative Prxe. That is a whole answer as far as I am con-
cerned.

Mr. Chairman, I have no further questions but I would like to put
out a plea that T have put out before, and that is, when you get to the
realm of tax reform, the key word be “simplification.”

1 started off on the Ways and Means Committee hoping to do great
things through the tax code, and I have decided that T was wrong. The
history—there is a story in today’s Times which happens to come out
of my home county, of an attempt made to see how good the tax pre-
parers of the country are, and a sample tax situation was given to 10
different hired taxpreparers, and every one of them got it wrong.

Not only individuals can’t do their own taxes, but the people we pay
to do taxes can’t do the taxes.

T just think that there is nothing better in the realm of tax reform
than tax simplification.

Mr. Laxce. Of course, Congressman, as you know, that is part of
the permanent tax relief that we have proposed in the stimulus pack-
age to begin with.

Representative Pixg. I am talking about more than just putting
more people into the standard deduction, or into the—I can’t think of
the right word. I am talking about for the people who don’t fit into
the categories where Government does it all. It has got to be simplifi-
cation.

That is all, Mr. Chairman.

Representative BoLLing. Senator Hmphrey.

Senator HumpHREY. Please. I am just getting here. If you have
somebody who hasn’t had a chance to ask

Representative BoLrixe. Congressman Hamilton.

Representative Hamruron. Mr. Lance, we are delighted to have you
here. I think you probably know that the House and the Senate now
have acted on the third budget resolution. and in both of these in-
stances, they have increased the amount of spending over the figure
that the President suggested—the increase in the House is $1.5 billion
and I think the increase in the Senate is $1.2 billion,

I think these budget resolutions follow largely and are in agreement
with the President’s recommendations.
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Can we assume that the President will accept these changes that the
Congress has made in his budget if we go ahead and make the authori-
zations and appropriations pursuant to these resolutions? ]

Mr. Lance. Yes, sir, I think that that is a safe assumption with
regard to those totals. I am not sure, and I will have to get Dale to
tell me what the numbers are, but whether the total increases meet what
the budget resolutions call for.

Mr. McComeer. There is a bit of confusion. It appears to us that
the increase is about $1.1 billion rather than $1.5 or $1.6 billion. The
reason for that is a different classification of what is fiscal stimulus.
For example, both sides of that have money for highways. We also
have added some money for highways, which was not counted in the
stimulus. A reasonable figure seems tome 1.1.

Representative Hayirron. When you use the $1.1 billion figure,
are you going on the basis of the Senate or the House resolution?

Mr. McOneer. It happens to be around $1.1 billion on both sides,
if our arithmetic is correct.

Mr. Laxce. I wanted Dale to make that explanation, because I think
that is of some importance. But we don’t have any problem with the
numbers. It may be when you get to the appropriations process there
may have to be adjustments made in some aspects, but I am not in a
position to comment specifically on that, because we again would like
to see options preserved in that instance.

Representative Hammron. Mr. Lance, I would like to ask you a
question about how you got these recommendations and under what
kind of instructions from the President were you acting.

Now, in the changes that have been made. You have made a reduc-
tion in defense. You have made increases in environment, housing,
and education. You have changed some of the emphases of the energy
program away from nuclear to nonnuclear kinds of energy. Obviously,
this is a stimulus package.

‘What kind of directions did the President give to you here? These
were all, T presume, specific directions from the President with regard
to these areas. '

You mention in your statement how you couldn’t possibly look at
the whole budget, but you had to look at a few items in the short
time you had.

“The second part of the question is, can we expect these same trends
to continue ?

Mr. Laxce. Congressman, let me deal with the second part of the
question first. When you talk about the same trends continuing, I
would simply have to say that I would have to have a better under-
standing of what trend you have specific reference to.

Representative Hamiron. Basically, the increases in health, or,
rather, environment, housing, and education, and decreases in defense.

Mr. Laxce. I just wanted to make sure, because when we get asked
questions about the budget, they say the trend definitely is up.

We think that is not an accurate statement. The trend in 1977 and
1978 is down. So, I wanted to be sure.

I would say to you that I think the changes that were made, speaking
of trends, the second part of your question, relate to sense of direction
of the Carter administration. The program of compassion and concern
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for the human factors that we face and the human problems that we
haveto try to solve in this country, I think, are reflected in the changes
that were made, and I think you will see a continuation of that.

In the area of defense, we think we have made cuts without impair-
ing the strength of our national security system. I would again think
that that would be the sense of direction, that we want a strong defense,
but we don’t want one that is plagued with inefficiencies and expendi-
tures of moneys that don’t achieve the right kind of purpose.

So, I think those trends, I think as previously laid out, would con-
note a sense of direction.

Now, with regard to the specific instructions that I had, I had no
specific instructions with regard to the budget from the President.
We had, as I said, very little time to go through the process. I had in
addition, and this is not an excuse, but simply a statement, in addition
to the budgetary aspects of making revisions, I spent a great deal of
my time on the Hill here testifying about the stimulus, so the time
frame was shortened to less than 26 days which we thought we had,
from January 20 to February 15.

T had an awareness of things that the President was concerned about.
We tried to explore the major decisions in that regard. He also felt,
and I knew that I felt, that the new cabinet officers ought to have a
chance to not be faced with severe pressure on them without being able
to get acquainted with their departments and agencies and have a lot
of major changes coming forth early on in the budgetary process.

We tried to accommodate those cabinet officers who had a sense about
the direction they wanted to go in, the programs they wanted to em-
phasize and the things they wanted to see their departments begin to
malke. So we tried to accommodate them.

It was that sort of process. We are proud of the results. We think we
did a good job under the circumstances we were faced with. The Presi-
dent, as I said, did not give me specific instructions about what to do
in the defense areas. He made those decisions after briefings and after
consultation with the National Security Advisers and the Secretary of
Defense and briefings from the Joint Chiefs of Staff.

Representative Hamrrron. What kind of growth rate do you feel
you will need to have in the economy to balance the budget of 19812

Mr. Laxce. Six percent.

Representative Hamivron. Each year. Does that allow for any in-
creased spending ?

Mr. LaNcE. Yes, that will allow us increased spending, if we have a
6-percent growth rate, and this is a matter on which Mr. Schultze
testifies much more knowledgably on than I do in terms of the num-
bers, but we would have the fiscal ability to have additional money.

Representative Hasrmron. Thank vou very much, Mr. Chairman.

Representative Borrixa. Senator Humphrey.

Senator HumpureY. Mr. Lance, my concern is not so much with the
specific items in the budget and the activity of the departments of
government. The Budget Office is called the Office of Management and
Budget. I think it does much more budgeting than it does managing,
and obviously I am not directing this to you, sir, because you are
jusg new here and haven’t had a chance to get your input into this
system.
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The Budget Office has been in the past a very good one at withhold-
ing funds that the Congress appropriated. It has been grossly negli-
gent to seeing to it that funds we appropriated were properly and
expeditiously used.

I think that the duty of the Office of Management and Budget is
to remember that the title was changed, and that the title being changed
to Management and Budget, that the management part is as important
asthe budgetary part.

The word “budget” to people means we are going to cut back. You
can cut back at times and still do a good job of management. I know
this is the policy President Carter has, and that you have.

Let me give you an example. There are funds in the Department of
Housing and Urban Development that are not being used. We can’t
wait until fiscal 1978 to stimulate the housing program. 1 am sorry
Senator Proxmire is not here, but we had quite a discussion with Mr.
Burns yesterday.

The stimulus, the economic stimulus package which has been pre-
sented, which I support, and which I think is a reasonable package,
does not include in the package as such, or even in its descriptive
rhetoric, the possibilities that are found in housing construction.
Housing has a ripple effect in the economy second to none. It is the
bellweather of the economy. We used to think of the steel industry
as the bellweather, but it is not.

There is what we call the tandem program over at the Department
of Housing and Urban Development, which if properly used, has
funds there really to stimulate housing construction. Quite honestly,
I don’t think we are going to come anywhere near balancing the budget
or to reduce unemployment substantially unless we get construction
underway in this country.

That is one of the reasons I support construction. There are some
of our friends who speak of pork barrels.

There is no pork barrel out there to build water and sewage, or to
improve bridges we need in our county roads, and it is no park barrel
to put up a new firechall in a town that doesn’t have one.

Pork barrel is putting people on relief. I had to get this out, and I
hope the Office of Management and Budget will really get the whip
out and demand that the departments they are to manage—not just
here in Washington, and I want to put it in the record—(Government
is in the regional offices. They never get to see you. I had them lined
up 50 feet deep in my hallway. People who want disaster relief, people
who have had 3 years of drought. I have called up my friend, the
Secretary of Agriculture, and said, “Get with it.” o

He has a big department. But we can’t wait. All I am saying 1s
that I hope you have someone in that department who is as big as
you pliysically, that is as able as you are in terms of competence, that
will just call up on the phone and say, “Look, the money is there,
the program is there, let’s get with it. If you have regulations that
stand in the way, cut them out.” . . .

We are going to make some mistakes. The biggest mistake is over-
regulating.

T know this is what the administration says it wants to do, but I
think I should forewarn you that I am a persistent cuss and I will
be after this from here on out. We have money. It is incredible what
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you can do if you start to put the packages together. Billions of dollars
are there unused.

Now, the Congress appropriated that money for a purpose, and I
don’t think the economic stimulus package is going to do its job as well
as it could unless we use what is there that is not even called economic
stimulus,

I think there are several billion dollars of funds lying around that
are not in the package that could really give zest and thrust to the
economy.

I understand the administration is looking at a whole new housing
approach. God only knows it needs to be done. These programs under
the previous administrations with Mr. Lynn, and even Carla Hills,
whom I thought tried to do a good job, these programs have been
relatively ineffective. We constantly hear that we are going to have
more housing starts. We got starts and stops of housing. We are right
now at one-half of the housing effort that we need. '

So, I don’t know who the gentleman is with you, but I believe he
is from your office ?

Mr. Lance. Yes, sir.

Senator HumpHREY. I hope you have listened to me.

Mr. Lance. Dale is most responsive, Senator.

Senator Humparey. May I have a response to that ?

Mr. Laxce. Yes; I would like, if I can, to make a broad general
response.

Senator HumpaREY. Yes, please.

Mr. Laxce. With respect to the management function in the Office
of Management and Budget, I agree with you wholeheartedly. One
of the things we are interested in the reorganization process that
has been presented to the Congress is to make sure that in OMB we
have the ability to determine the management efficiencies that we see
in the executive branch.

As T see it, again looking at it from the viewpoint of not having
been in the process for a long period of time, there is no way to fix
accountability in the Government, and that is one of the things I think
you mean, very appropriately, when you talk about the regional office
concept. Your constituents, when they get a social security check
lost in the mail or they don’t receive it 1n the mail on time, that is the
single most important problem they are facing. If Government doesn’t
respond in that circumstance, they don’t feel the Government is being
of service to them.

Tf it gets bounced around between the regional office and the main
office in Washington, if that is what we call the main office in Wash-
ington, then, you know, there is no way to fix responsibility. We have
to be able to do that. We have to be able to point our finger and say,
“You are responsible for dental care in children,”—if that is what
the function is—“and if that function is being carried out properly,
then you get credit for it, and if not, it is your responsibility.

“Tt is your failure, or your lack of concern, or lack of management.”

We need to get to that point. We have got to do it. I share your
concern about that. . .

The statement about moneys being available, T am sure that is the
case. We have to look and see where the funds exist, where the
programs have been authorized and appropriated for. I think we are
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going to change that sort of thinking in regard to the way that OMB
does things.

The housing problem, you have made a very eloquent plea about
the need for housing to be given its proper place in our overall policy
and our overall setting of priorities, and I happen to agree with you
totally and completely.

In working with Secretary Harris, we have made significant
changes in the 1978 proposed budget. I think our budget authority
increases in 1978 by about $24 billion—around $15 billion. The total
amount is around 24. Fifteen of it is in the area of housing.

She will be having a policy statement in her testimony, I assume,
about the tandem situation. I think this is awfully important, and we
are going to be moving very aggressively in that area.

Senator Homerrey. This is a matter I know we have talked about,
but I wanted to emphasize it, and I say it because of my long experi-
ence in Government. When I was on the other side, I found the Bureaun
of the Budgst looking primarily to present the budget first and then
to see we didn’t spend too much.

Ilook upon the Bureau of the Budget now not only to see that we are
fru,lg'{al, but that we are efficient. That “efficient” is going to require a big
stick.

You are at the President’s right arm on this as the Director, and that
means the regional offices have to get the message that when the mayor
writes or calls them, they are supposed to get on the stick. They don’t
You know, I have had experience with them. I get my blood pressure
up beyond the danger point, except that it subsides quickly.

I suppose you have had a lot of questions about these water projects.

Mr. Lance. Yes, sir, and let me respond

Senator HomMpHREY. Do we have western State members here? You
are lucky ?

Senator BENTsEN. All of ours were justified.

Representative Brow~ of Ohio. As a water drinker, I sympathize
with you.

Mr. Lance. Let me respond to the statement you made about public
works, because I think again in the budget process we have taken into
consideration one of the things your colleague, Senator Anderson said,
when we were before the Budget Committee in the Senate, the fact that
when the fund runs out in certain States—I think Minnesota was one
State where funds had run out—and we did bring into the 1978 budget
some $400 million, or in that area—rather, $4.5 billion of budget au-
thority—to deal with that specific problem. So I would hope that Min-
nesota and the other States which have run out of funds, and alloca-
tions, will see some of those projects move ahead and not be delayed.

‘With regard to the water projects specifically, this, again, was in
iy response tv Congressman Pike, that 1t was one of the hard decisions
that had to be made.

We felt that values have changed in this country over the last several
years. In many instances, the question of water resource projects have
a lot of people for theim and a lot of people against them, and a lot of
them have been through the referendum process, actually having
people vote as to whether they wanted them.

We needed to say where we are, and where we are going, and what
criteria really needs to be developed. With regard to those 35 projects
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that were listed specifically, and the other 300-odd projects in various
States, we felt that we ought to withdraw those 19 projects, because
the corps or the Bureau of Reclamation thought that was an appropri-
ate action.

Those projects will be studied under the new criteria, and if they
appear to meet those criteria, then we will ask the Congress to rein-
state those projects in the budget.

T am sure that if those projects don’t meet the criteria and we don’t
ask for reinstatement, that there will be a great deal of interest in the
Congress to put them back anyway. But that is something we have
to wait and see about. But these projects have to be studied, criteria
will be established by the Corps of Engineers, and so forth.

L Senator Humparey. My time is up. Thank you very much, Mr.
ance.

Representative BorLing. Congressman Brown of Ohio.

Representative Beowx of Ohio. Thank you, Mr. Chairman.

Mr. Lance, let me say not for comment by you that I was in Cali-
fornia when the announcement was made.

Mr. Lance. I am glad I wasn’t. [ Laughter.]

Representative Brown of Ohlo. You should be very happy that
you weren'’t.

Mr. Lance, Professor Modigliani of MIT told this committee when
he testified here that rebates don’t work. He said the last one in 1975
was saved, not spent, and that it really had no measurable impact on
spending for at least a year after it was granted. _

b Rather, he said 1 year to 114 years. Why doesn’t this work any
etter?

Mr. Laxce. Let me respond to that question with a little detail.

Representative Browx of Ohio. Not too much detail, because I have
a whole list of questions.

Mr. Laxce. All right, but T think the question calls for a word on
the practical as opposed to the world the professor may deal in. I
have no reason to know whether that is an accurate statement of his
views or not. I was in the real world during that time running a bank
in Atlanta, where we had a terrible economic situation. The banks
were loaned up to the extent of 90 or 95 percent. We had double-digit
interest rates, unemployment, and inflation. I am convinced if we had
not had the rebate at that time, that we would have had an ongoing
economic circumstance greater than we had.

T think it did make a difference. I think it did work. I think it
worked in the standpoint I saw it from, In the practical sense. It
changed people’s attitude that they were going to be able to exist, and
prior to that time, T think there was real doubt in the minds of the
Georgia people. T can’t express what the rest of the people in the
country felt. In Georgia, things were tough, and they weren’t getting
any better. I think it did work. o

Now, it did not carry through with regard to capital investment and
plant and equipment. I think that is where the problem is, and the
only answer I can give to you in that regard is this: That the con-
fidence factor was not present, in the decisionmakers who would have
to expend the funds for investment in plant and equipment. They
were not sure about what we were going to be doing into the future.

Representative Browx of Ohio. Let me jump on that and suggest
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that we have had testimony before the committee that permanent tax
reduction stimulates the economy in three ways. It stimulates con-
sumer demand. The rebate is supposed to, but it lags 114 years or so.
But it does so more strongly and immediately.

Second, it increases aftertax takehome pay, encouraging laborers
to work instead of being tempted to linger, because people keep more
of what they earn, and at the same time, it increases aftertax return
to investment, causing more investment projects to be profitable, and
worth doing, and increasing the reward for people who make invest-

ments or savings.
Tt seems to me this has the impact, then, of increasing the country’s

growth rate.

A rebate may do the first thing, but it doesn’t work in the second
and- third. Wouldn’t it be better if we had a permanent tax rate re-
duction in order to have a more sure stimulating effect ?

I understand your bank, and I run a business, and I have to, of
necessity, maintain a friendship with a banker. I can tell you that
that temporary rebate doesn’t encourage me a great deal in my par-
ticular business. If that business, and if I personally had a tax reduc-
tion, then I could look at you and say, “Now, I have that much money
coming in from now on, and I know what we can do with it in our
company, and we can count on it.”

But the rebate is a sort of a quick fix that doesn’t get any place.

Mr. Laxce. I understand your comments, and I happen to agree
with you on permanent tax reduction.

Representative Brown of Ohio. Are you going to propose that?

Mr. La~ce. In the tax package——

Representative Brow~ of Ohio. When, when, when? That is the
big question.

“Mr. Laxce. I responded that that would be about mid-August of
this year. Permanent tax reduction has to be part of that process.

Now, in regard to rebates versus permanent tax reductions, it was
the consensus that the only way that we had to get money into the
spending stream of this country quickly was through the tax rebate.

Now, we have got $6.5 billion of permanent tax reduction in the
stimulus package as it relates to the tax simplification process and
the payroll credit to business. '

Representative Brown of Ohio. This isall borrowed money. I don’t
see in the total economy how it stimulates anyone. The Federal Gov-
ernment is borrowing it to give it to folks who are going to put it in
the bank, and I think it is very likely to stimulate inflation.

Mr. Laxce. We don’t think it is inflationary in its relationship to
the total economy at this time, and I think there is broad and sufficient
justification for that statement. The economy is operating at about
80 percent of capacity. We don’t have the same sort of circumstances
present with regard to high interest rates and high inflationary rates
that we have had in times past.

1 would say to you that, given the time to propose a stimulus pack-
age other than in the first 2 weeks of a new administration, that I think
we could make a strong case for permanent tax reduction, but I think
when you consider the timing problem and the circumstances that we
faced, that we had to do two things. One, we had to try to get the
funds into the economy as quickly as possible, and second, we needed
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to maintain the options that we would have going forward about
how to structure tax reform and how to structure the other things that
relate to the economic growth and development of this country.

So those were the reasons we opted for tax rebate instead of saying,
“We have time to study this very carefully and make some proposals.”
We didn't have that time.

Representative Brown of Ohio. I think you have gotten psycho-
logical emphasis on the permanent tax reduction. It seems to me the
impact of that in the long run would have been better.

I want to make one reference to the tax reduction that we had in the
President Kennedy area in the 1960’s, and the results that that got in
terms of increased Federal revenue, as well as the stabilizing impact
on the economic activity of the country at that time, both with refer-
ence to inflation and the growth of the economy, because it literally
enhanced investment and created job formation.

Now, we are going to need massive amounts of job formation in the
future if we are going to keep up with the participation rates, if those
stay up, and with the labor force, and if we are going to reduce unem-
ployment at the same time. We would have had a much more success-
ful ‘reduction of unemployment if we had not had so many people
entering the work force, and if we have those people entering the
work force in the next few years and don’t provide jobs for them, and
jobs, I think, clearly come from the power to invest by people who
Wa,nti) lto start businesses or expand them, we are going to have real
trouble.

A lot of the folks on your side of the aisle in Congress refer to a
tax reduction as reducing the Federal income that the Government may
seem to feel has not only a right to, but is in effect the Government’s
rather than the incomes of individual citizens. I am curious to know
what your position is on that. Do you think we are going to be reducing
or raising Federal revenues if we have a general tax reduction?

Mr. Laxce. My personal observation is that as you go through the
process of permanent tax reduction, that there is an awfully good argu-
ment to be made for the fact that the revenues of the Government actu-
ally increase at a given time. I think that has been proven in previous
circumstances. I have no problem in following that sort of thing.

Yet, as I said, I would personally come down on the side of perma-
nent tax reduction as opposed to something less than permanent tax
reduction. But under the circumstances that we were faced with, the
problems that we had to solve, there was no way to put that sort of
process together.

Representative Brown of Ohio. When you say “personally”, are you
speaking as Bert Lance, banker, or Bert Lance, of the Office of Man-
agement and Budget ?

Mr. Lance. I am speaking as Bert Lance, and I don’t think I could
draw that delineation there. I think that is my personal view.

Representative Brown of Ohio. That is not the Carter administra-
tion’s approach yet ?

Mr. La~ce. I make a distinction.

Representative Brow~ of Ohio. Profits have been low—in spite of
the fact that profits have been quite high, in spite of the fact that people
say corporations are making big money, now, a capital spending boom
isn’t yet in sight. It seems to me one of the things about the recovery
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that never quite comes along, and perhaps when you adjust those cor-
porate profits for inflation, that may be the explanation.

Doesn’t that low rate of capital spending then reflect what is happen-
ing to corporate profits, and wouldn’t the idea of a significant tax re-
duction, so that you could increase the after-tax return on investment
somewhat be a good idea, and shouldn’t we move on that more quickly
than just sort of waiting until next August and then have it taken up
in the second session of this Congress, and then it is an election year,
and things get lost in election years.

Mr. LaxcE. Again, to really be responsive to your question, I think
that is the area of overall tax reform, and Senator Bentsen earlier re-
lated to the need for a capital formation process in this country. I am
concerned about that. I think obviously we have to try to deal with
that problem I don’t think we can deal with it over the next 60 or 90
days. I think when we are talking about permanent tax reduction, then
that becomes an overall part of tax reform, and you have to look at
what you are doing now and what you want to be doing in the future,
and what kind of goals you have toward being able to provide for the
formation of capital, for investment in the plant and equipment for
the private sector to do its thing, about the job creating process, and
the job process in being able to deal with the problems of unemploy-
ment. I don’t think you can do that over the next 60 days.

Representative Brow~ of Ohio. My time is up, but I was surprised
that the President came into office without programs in this. I am sur-
prised they haven’t been dealt with.

Mr. Laxce. I am surprised at that sort of comment, because these
are not new problems. They have been here for a long time, and one
month is a short period of time for us to try to deal with them. I didn’t
think anybody, the American people or the Congress or people in the
Government or anybody else expects us to have all the answers to all
of the problems that many of you have been wrestling with for a long,
long period of time.

We have just begun the process. I would hope after we have been
onboard a while that we will have some well defined, well laid out pro-
grams and plans for dealing with some of the problems that have been
present, but I think again, talking about the time frame that we have
been involved in the process, I think what we are doing is good. We pro-
posed a stimulus package, introduced reorganization legislation, and
you will have energy organization proposals by next week. I think we
are moving along fairly well.

Representative Bowx of Ohio. Thank you.

Representative BoLrine. Before I yield to Mr. Rousselot, I would
hope it wouldn’t come up in too big a hurry. I have been here a long
time, and I haven’t ever seen an administration that came up in too big
a hurry that didn’t get into trouble. I would rather see solid recom-
mendations somewhat delayed than superficial ones coming too quickly.
The too quick ones haven’t been exclusively the products of Republic-
can administrations. I feel differently than Mr. Brown does. I hope it
is well thought out before we get it. The worse thing the administra-
tion can do is to come up with half baked proposals.

Representative Browx of Ohio. One came up with a lot of proposals,
but it only lasted for 16 years.
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Representative Borrine. If you look back on the history of that, you
find a great many of them were very good. There were a lot that were
uneven.

Representative Rousseror. Mr. Chairman, I appreciate your yield-
ing to me, and I will try to be brief, Mr. Lance.

Let me comment as a followup to Congressman Brown and my
chairman. I hope you certainly do give it careful, proper, adequate
consideration, and I know the President started thinking about it long
before he was elected. He said so during the election, and especially on
the issue of economics, and since you were heavily involved in that in
the private sector itself, I hope you will help us to get to it quicker
than August as it relates to permanent tax cuts, because in the Budget
Committee, we have to act in April, and heavily impacted on what we
do in that budget will be targets for 1978 that we can’t wait until then.

I really think that if we can encourage you to speak, and I know
you will speak before the Budget Commuittee again, to the issues, since
you do agree yourself personally that permanent tax cuts, both indi-
vidual and corporate, are partial answers to proper stimulus. I hope
that you will help us address that issue in the Budget Committee, be-
cause I think we need it, and we have to act on a law by April.

That doesn’t mean that everything in the Budget Committee is per-
fect, but we have to address ourselves. We can’t wait until August,
because by August we are also discussing the second budget resolution,
which then sets our permanent ceilings for the year.

T will be brief by saying this, that there is a tremendous ongoing de-
bate in this Congress over the proper amount and type of economic
stimulus, and that is very, very heavily influenced in the weight of our
decisions by various econometric models that we use, that you use, and
that the Federal Reserve Board uses to project into the future. We rely
on that an awful lot.

Our chairman quoted on the floor, and various committees quoted
them on the floor. .

In the assumptions that go into econometric models, there is a heavy
weight in the model on Federal spending and what that does to stimu-
late the economy, rather than on the supply side, and what happens
in the private sector. '

Mr. Blumenthal and you and Mr. Schultze have put heavy weight,
and the Carter administration has, that 5 out of 6 jobs are provided
by the private sector.

So I am going to write you a letter and ask for some long-term com-
ments on use of econometric models, the ones you will be using in
Treasury or in OMB and so forth, and the kind of assumptions that
go into those econometric models as they relate to Federal spending,
what that does in the general economy, et cetera.

T know in the banking business, I am sure you have many clients who
utilized econometric models and long-term projections, and if you want
to make any quick comment, all right, but I am more than willing to
let vou comment in writing.

Mr. Lance. I will be glad to respond to your letter and to your
questions.

One of the difficulties, I think, of econometric models, and I am
not an expert in that area, and I always try to shv away from that
sort of conversation in my own business, because I found out T——
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Representative RotsseLor. You couldn’t say? )

Mr. Laxce. No, I say if I relied on them too much, I lost sight of
what the real world was like out there. o

In the models, it is very difficult for you to build in consumer
confidence in those models.

Representative RousseLor. You are absolutely correct.

Mr. Laxce. So you generally end up on the wrong side because of
that. So I have to hear what people say, and what their thoughts and
plans are as a part of the decisionmaking process in the private sector.
I think we have to be aware of that, because I think that is one of
the deficiencies in the model structure.

Having said that, I can’t make much more response, because I
understand you have to have them, that this is a proper statistical
way of dealing with circumstances that you have to be able to deal
with.

Representative Rousseror. That is the best device we have at this
time. I agree with you that I am glad all businesses in this country
don’t rely strictly on econometric models of the kind we see here,
because, for instance, if they were existent today, Mr. Kennedy prob-
ably wouldn’t have instituted the tax cut he did, and it turned out to
be pretty good as a permanent tax cut.

I appreciate your comments, and I will give you my letter with a
statement including some remarks from the floor on econometric
models.

In the Budget Committee, we put a tremendous reliance on the
econometric models.

Representative Brown of Ohio. Would you yield to me for a
question ?

Representative Rousseror. Yes.

Representative Broww of Ohio. I would like to ask you what vou
expect the impact of the increased deficit to be, Mr. Liance? The
President has increased it substantially over what President Ford
recommended, and the Congress will, of course, if it follows its usual
pattern, and if the Sun comes up tomorrow, increase it beyond that.

‘What do you think will be the result in terms of inflation ? Could you
predict for me the inflation rate about a year from now, or maybe 18
months from now?

I know one organization in the community here, an apparently siza-
ble group which represents some private industry, people, that is
predicting double digit inflation within 18 months.

Can you give me that picture?

Mr. Lance. Let me try not to give vou a figure, because I would
have to give you the figure that Mr. Schultze has as his basis for
dealing with the percentage increase in inflation, which is in the 5- {0 6-
percent range.

I think that a couple of things are present that we have to deal
with here. There is no question about the problem of inflation in this
country. It is one we have seen in the last four years. The real
effects of double digit inflation and what happens when it becomes
rampant—

Representative Browx of Ohio. I might say that we have stimulated
demand over the last 6 years by something like $236 billion of bor-
rowed money, and I see no change in the pattern in the new admin-
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istration in that thrust in the economic sense, and that is why I asked
the question.

Mr. Lance. And I am trying to respond to your question by saying
that I think you will see a change in the thrust as we have a chance
to implement zero-base budgeting in the fiscal year 1979 budget. We
have a chance to really get into the budget process. The 1978
budget is really President Ford’s budget with revisions by the Carter
administration.

You know the time restraints there, and trying to make big deci-
sions based on that sort of thing. Again, when you see the difference
between the Ford budget and the Carter revisions to it, actually, you
are not talking about that much of an increase in the deficit.

Actually, when you take the $57 billion deficit that we are talking
about, and having started on a $47 billion base, we restored $8 billion
of Ford cuts, and there were $4 billion that we did not restore. There
are $8 billion in outlays for the stimulus package for 1978. So I don’t
think that should be considered by the Congress or by the American
people as a move toward reinstitution of the inflationary syndrome in
this country. I don’t think that is a proper analysis. I have seen what
Mr. Burns said yesterday, and I have seen what other people say
about it. It is something to be concerned about, but in many instances,
as you well know, if we talk about recession or depression long
enough, we find ourselves faced with those circumstances.

My only comment is that I think we need to look at the realities
of what we did with regard to the revision of the Ford budget.

Representative Brown of Ohio. The reality that I see is that you
increased the deficit and increased the spending. I guess what you are
telling me is that doesn’t indicate what you are going to do next
vear, and I want to push that inference one step further, and ask
if you then anticipate next year being able to cut back spending
increases that have been part of the Presidential budget, or that you
are going to have some increase in income for the Federal Govern-
ment that will cause the deficit to go down.

Mr. Laxck. Yes, I think the deficit will go down.

Representative Browx of Ohio. By increased income, or by reduc-
tion in spending, or a lid on spending ?

Mr. Lance. Well, I really would rather not get involved in talking
about a 1id on spending, because, you know, that is an area that I don’t
think that we have given that sort of thought process to. We talked
about the implementation of the zero-base budgeting concept in the
1979 budget, which gives to the Cabinet officer the hard setting of
priorities on what they are doing from an extended viewpoint in their
departments or agencies.

Representative Browx of Ohio. If we could stop there, it-seems
zero-based budgeting is done for the purpose of the reevaluating of
programs, and so the implication of zero-based budeeting, I think in
the minds of a lot of my citizens back home, who think it is a pretty
swift idea, is that you are going to terminate some bad programs at
the Federal level, or at least put a lid on them or at least recognize
that they are not working and say that somewhere we are going to
make them more productive.

But what is the other choice that the man would have? If you
say it is merely go set priorities as to which are good and which are
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bad, or which are good and which are better, it seems to me that that
is the process that at some place along the line you draw a finish line
and say, “Now, below here, we are not going to go into those programs
yet,” and that you are either then going to put a lid on the budget,
or try to hold down the rate of increase or perhaps even try to reduce
the budget.

Now, is that a proper inference from what you have said, or is it a
wrong inference ?

Mr. Laxce. No. I don’t say it is a wrong inference. I would say it is
an inference that you have drawn, but the zero-base budget process,
where you deal with the problem of spending levels, is a part of the
priorities choice process, the decision package that we will be talking
about as we get into the process, where you say for the Cabinet officer
in that case that here you have 85 percent of last year’s budget, you
have 100 percent of last year’s budget, you have 105 percent of last
year’s budget. Now, how would you rank your programs, and func-
tions of your department under that sort of circumstance, under that
sort of discipline? Is that part of the process of zero-base budgeting?

There are people who think that represents a ceiling. Where you just
put a ceiling on something, that generally implies you have across-
the-board cuts or increase, in relationship to the ceiling that is im-
posed, whether it is an increase or a decrease. That is not what zero-
hase budgeting is all about.

In response to your question with respect to the 1979 budget as
to whether we are looking on the expenditure side or on the revenue
side, I come from the business sector, as you do, where you try to cut
costs and increase income. You don’t think there is anything wrong
with looking at it as long as the increased income comes from increased
productivity in the private sector, which is where it has to come from
in my opinion.

That will be looked at in total, and there may be cuts made, and
there may be increased revenue we have to deal with, and I think that
is part of the process, but to say that we are talking about putting
the lid on, I think that is a part of the process. ‘

Representative BrowN of Ohio. I think my time, or Mr. Rousselot’s
time is probably up, and I am not sure whether I was too long, but I
will have to say that I will pray that whatever the process you go
through with zero-based budgeting that we get some reduction in the
deficit process, because we have had it for 6 years now.

We cleared up, but things have not gotten any better in terms of em-
ployment and inflation.

Thank you, Mr. Chairman,

Representative BorLing. Mr. Lance, pursuing this line a little bit,
you, as I understand it, have stressed the admimistration’s determi-
nation to balance the budget by 1981. Of course, this has attracted
widespread popular support. The questions I raise are about other
things.

Ts a balanced budget by 1981 compatible with the objective of reach-
ing full employment in that same year? Can vou do both? You know
perfectly well what is in the back of my mind.

There are other areas where people say there is a great incompatibil-
ity between the two unless we are very lucky in the way the private
economy grows, and full employment is defined at a higher level than
some of us wish to accept.
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So, I am curious how you really feel about that, not having had a

long time to look at it, and having had a great deal of your time taken
up with questions like this.
_ Mr. Lawce. Mr. Chairman, I think the goals are compatible. Talk-
ing about full employment, depending on the definition of it, I under-
stand that the Congressional Budget Office a couple of weeks ago said
we would have to add substantial—or I forget the exact wording they
used—growth in the economy in order to achieve that sort of a goal,
but I don’t think they are incompatible, and I don’t think this is the
time to be saying that we have to make a choice between those two sets
of circumstances. I think that we can move forward in the direction
of the balanced budget and the decrease in unemployment that we
kave certainly got to have in this country.

We can’t continue at these high levels of unemployment. That means
we have to have a viable economy, and the private sector has to be able
to be viable and be vital, and be moving along, and that implies the
6-percent growth rate that we talked about earlier.

Representative Borrine. I gather that in other places you have
thought the growth rate for 1977, at least, was going to be lower than
6 percent.

Mr. Lance. Yes; I think the rate in the last quarter, or the third
quarter of 1976 was significantly lower than that. Again, this is some-
thing that Mr. Schultze has a better feel for than I have with regard
to the numbers, but in order to get back on the track and have a
6-percent growth rate over the next 4 years, I would assume we would
have to do better in 1977.

Representative BoLrine. In other words, we have to do more from a
relatively low level, and that implies in some of those years we are
going to be moving above six.

Mr. Lawce. Yes, sir, when you have to play catchup ball, that is
the problem that you face.

Representative Borrixa. T have a problem in seeing how the thing
is going to fit together. I think you are right that we shouldn’t as-
sume that it can’t be done, because there are difficulties, and I think it
is a fundamentally difficult problem to seek a balanced budget in 1981
and a set of economic circumstances that will get us to a relatively low
rate of unemployment, a great deal lower than today, and at the same
time not expect a growth rate in the economy which would be almost
extraordinary, as I seeit.

Mr. Lance. Can I make a brief comment in that regard that I think
is important, and I just throw this in for the sake of discussion more
than anything else.

As you well know, in the past, what we have seen happen in the nor-
mal business cycle in this country is that we have seen consumer spend-
ing increase, and then toward the end of the cycle, investment and
planned equipment come along, and that sometimes increases the prob-
lems we have instead of helping to solve some of the problems we have.

I think right now we face perhaps different sets of circumstances,
and going on the assumption that we can be successful in dealing with
them.

First of all, the business people I talk to—and I try to ask this ques-
tion when I have the chance to do so—all of them respond that they
have more plans on the shelves, fully engineered, ready to go, as re-
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lates to investment in plant and equipment than at probably any time
in our history, and if we can bring the confidence back into being,
where people feel good about the future of this country, and feel good
about the course that we are taking and the fact that there is going
to be predictability, and consistency in government, then we could see
the economic growth change very quickly, again without the attend-
ant pressures upon the inflationary side.

Because corporations are flush with liquidity, banks don’t have any
loans to make, and that sort of circumstance is really awaited out there,
in my opinion, and it is awaiting the kind of confidence building that
can be important.

I lthink this is the kind of process that would allow us to change those
goals.

If we can do this, sir, if we can get the percentage of time that the
people in the business area, and I am not talking about big business,
but the drugstore and the barbershop, if we can get the percentage
of time that they now have to spend filling out government forms
and dealing with the problems of intervention and regulation on be-
half of government, and let them begin to use that time in a produc-
tive manner, then I think we will see some significant progress made.
We are going to do something about that with regard to the reports
and that sort of thing, and hopefully with the cooperation of the Con-
gress, and cut out some of these things that are totally nonproductive.

Representative Borrine. I would like to comment on that. I happen
to believe more that the psychological factor in the economy is a cru-
cial factor. I came to Congress when we did the last major reorganiza-
tion of the executive. It badly needed to be done, and it badly needs
to be done now. )

I also think that we have to go a step further in terms of our at-
tempting to restore confidence, to restore the viability of government.
Much government is nonviable today in my opinion, and not just the
Federal Government, either.

We do have a very acute problem of perhaps doing a better job of
leading our people more confidently in this economy. There is a set
of choices that is difficult, energy and environment as one example.
We have not done very well to date on these problems. Mr. Brown is
on the Interstate and Foreign Commerce Committee, and I have had
the Iuck to have to preside over the House on the bills that came out
of his committee dealing with energy. They really haven’t been very
satisfactory results.

I believe that the posture that you outline is an essential part, but
the problem we have in this committee is to recognize the psychological
factor, to recognize, also, that there are real difficulties in numbers,
and one of our problems is illustrated by Mr. Rousselot’s comments
on the speed with which we need to act on the tax program because
of the Budget Act.

If T understand your tax program, it is not going to be enacted in
this session of Congress. It will be proposed in this session, and hope-
fully enacted in the next session.

I know perfectly well that one of the things that we did not think
very carefully about in considering the budget was the transition from
an administration of one party to the administration of another party,
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and I don’t think there will be any way, you know, to build in that
kind of consideration.

There are a few things that I would like to get your longrange view
in writing on, or otherwise. I am not pressing you for a quick answer
on these.

There have been several innovations in the long-term budget-out-
look process in the last administration. I am sure you didn’t have time
to deal with the longer term implications of your changes in the
budget. It would be unreasonable to expect it. But I hope that you are
going to give very careful consideration to the longer range projec-
tions that were included in the earlier budgets of the last administra-
tion. Because I think we are going to have to go to a longer range
approach, a programatic approach, and so on. I am not going to ask
you what you are going to do, but I hope you will give very careful
consideration to the notion of considering longer range projections
and perhaps even longer range than we have used so far.

We ought to grow up to the point in this country of knowing that
when we make a projection, it isn’t something we are going to be held
to. It is something we are going to use as a goal, and I think the long-
range budget objectives are extraordinarily helpful, and I think they
fit in very nicely with zero-based budgeting.

There is one other factor—I don’t know the answer to this, but a
suggestion has been made—it is pretty well known that there was a
very substantial shortfall in spending in the second or third quarter
of the last calendar year.

Apparently that caught everybody by surprise. Obviously we
weren’t doing a very good monitoring job, or we don’t have the tools
for it. But I assume that you are going to be taking some steps to see
to it that we are doing a better job on that. I am not going to suggest
some of the suggestions that have been made, but I hope I would be
correct in assuming that you are not going to allow in the managerial
capacity that kind of thing to happen if you can avoid it.

Mr. Lance. No, sir, and there are still some that we still have to
contend with. We are trying to find the answer to that right now, be-
cause that shortfall is continuing. We know that is something we will
have to deal with.

Representative BoLLixg. Aren’t there ways to deal with it? Aren’t
there actual things going on in the Treasury that can be counted and
observed and reported ?

Mr. Lance. Yes, sir, it is difficult to get at. I found that. I share your
thought that that ought not to be too difficult to see how the spending
function is going along in this process, but it is a difficult situation to
arrive at, and it is hard to tell, because of circumstances.

Secretary Blumenthal and Mr. Schultze and I have had meetings on
how to deal with the problem, and Dale McOmber has been involved
in it. It is something that is difficult. I don’t minimize the difficulty
of being able to find out, because I am not sure that the agencies or
departments have kept that close to the expenditure process in their
own operation. It is very difficult to tell whether they are spending
along those levels or not.

Representative Borrineg. I find that—I am not doubting you—but
I find that weird, or at least incredible.
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Mr. Laxce. I think the other administration found it incredible last
year.

Representative BoLrixg. I know that. That is clear as a bell.

Mr. Laxce. That is why we have been concerned about aspects
of it, but in our budget, 1f I might just refer to that, last year’s
spending estimates were too high, and economic policymaking was ad-
versely affected because time did not permit detailed review of the es-
timates. I have instructed that this review be made in the President’s
message. The Congress was assured that it would be informed of the
results. The apparent shortfall is something we are concerned about. I
am not knowledgeable enough at this time to be able to respond to you
all the reasons that are involved, but there are obviously some reasons
out there.

It may be that the estimating process may be involved, and it may
be systemic in nature. That is a new word I have learned in talking to
the experts.

Representative Boruing. I am not going to ask you the obvious ques-
tion about the kind of effect this could have on the third congressional
resolution and so on, but Mrs. Rivlin makes a suggestion about Fed-
cral agencies making available to Congress monthly spending plans
and so forth, and the staffs could then check back and forth, and I
hope that will be given some consideration.

Do you have some more questions, Congressman Brown ?

Representative Browx o(f] Ohio. No. Mr. Chairman.

Representative Borring. I will go on for a little while, and we will
let you get away and even get some lunch, maybe.

I am concerned about a very, very narrow subject. I was the first
chairman of the Subcommittee on Economic Statistics of this com-
mittee before there was any general concern about economic statistics.

During the long process, we did everything, including appealing to
an outside lobby to press the cause of statistics, because we found there
wasn’t anybody in Government or out who was concerned enough
about having good statistical series for us to be able to get the money
from the Appropriations Committee.

Somewhere along the line, and I forget the year, we managed to get
something that provided in the OMB, then the Bureau of the Budget,
a coordinated group. I have even forgotten the name. But my impres-
sion today is that one of the dilemmas that we have is lack of really
good information on some very important areas—unemployment is
one,

We have programs, and laws, and we have enacted them, which re-
quire that a trigger by local unemployment be used, but there is no
good statistical series on local unemployment. I guess in some pro-
grams, they are triggered by regional unemployment, and there really
isn’t anything very good on that.

My question is, will you look yourself, or have somebody take a
good look at the problem of coordinating statistical information, and
a way of giving the OMB the power somehow to see to it that they
aren’t just negotiating among the agencies as to who is going to do
what series, and at the same time, have that same group that has the
coordinating responsibility, take a fresh look at what we need in the
light of the programs that have been enacted, sort of hit or miss.

I don’t see how any of us, either in the executive or here, or even in
some segments of business, can do a very good job on dealing with
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economic policy unless we have a great deal better raw material than
I think we have today.

Granted, raw material costs money, but certainly if it is better co-
ordinated than it has been in my opinion in recent years, we could get
more for whatever money we spent.

Mr. Laxce. I certainly agree with you, and I have had conversations
with Joe Duncan in OMB who is responsible for that function, and
we have talked about the very things you have talked about. I can as-
sure you that we will give that every consideration. We are trying to
resolve that problem, and this is off the top of my head, which I should
not do, but I believe that there is some sort of congressional proposal
now that relates to statistical information. I talked to Senator Cran-
ston about it just briefly. .

Representative Borrixg. We don’t coordinate very well in Congress,
and we can’t demand that everybody coordinate perfectly in the exec-
utive, but I think a time when you are contemplating reorganization,
and Congress is restless about their reorganization, I think it is a good
time to improve the whole area. I think it is fundamentally impor-
tant to deal with a more complicated economy than we have had in our
history.

Mr. Laxce. I think that is true. When people talk about the compu-
ter programs, they talk about garbage in and garbage out. I think we
need more information.

Representative Borrixe. The garbage in and garbage out is very
true in some instances.

Do you have further questions?

Representative Rousseror. One quick one. Relating to the balanced
budget by 1981, following up on the chairman’s questions, are there
alternatives that you now consider for long-term economic stimulus,
and since the President himself during this campaign emphasized that
he would work for a balanced budget, and because any deficits that we
have will be important. In the last 25 years, we have only had four
surpluses, and these budget deficits are just getting out of sight, and
sinee those deficits impact the private marketplace so heavily, because
the Treasury is forced to go out and borrow money, is there considera-
tion being given to speeding up the process of getting to a balanced
budget? If you had all your “druthers,” maybe before 1981—why
should we wait that long? Maybe we could do 1t in 19807

Mr. Lawce. There is no question about the validity of that com-
lr:)nent. It would be good. I think I agree with you that the sooner the

etter.

Representative Rousseror. And consider that as an alternative?

Mr. Laxce. I think when you consider the overall aspects of it, where
we are now and where we want to get to, it was felt that 1981 repre-
sented a reasonable year. If we can get to it sooner, I would be very
pleased.

Representative Rovsseror. And you would give that, then, serious
consideration, that alternative?

Mr. Laxce. As it relates to being an alternative, we feel that we
have got a Jong way to go in the process, and we are starting at a
rather high level, so to say that, T have a difficult enough time to
convince people that we are going to do it by 1981. I don’t want to
have to get into a position of convincing them we can do it in 1980.
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Representative Brow~N of Ohio. Mr. Chairman, since I don’t have
the chance to get to the White House socially as much as I used to,
and this may be the last chance I get to see you, I want to say some-
thing that I chose not to say a few months ago. Mr. Rousselot stimu-
lated me. Perhaps I should not say it now.

_ But I have to suggest to you that the short time for the administra-
tion to come up with its positions on things like economic packages
and the energy program, I really don’t buy altogether, because I think
the President has known since some time around the second of Novem-
ber that he was going to have that responsibility, and I understand
the transition teams were already kind of at work before that, having
read the polls earlier in the campaign.

A lot of these problems really are not all that new to either you or
to me as businessmen—never mind our political positions—and I
would hope that we can move somewhat quicker. An August proposal
on taxes, as both Mr. Rousselot and Chairman Bolling pointed out, is
reallgr not a proposal for this year. It is a proposal for next year,
maybe.

The energy program, which I was pleased to support the President
on in order to get, was an emergency program to deal with the fact
that we had people out of work in massive proportions.

Now, with all due respect, Mr. Bolling touched on that.

The Congress has been somewhat less than dramatically effective
in getting results to deal with our energy problems, and I think we
are going to have to have some strong, definitive and prompt leader-
ship out of the White House if we are going to get things done.

I am like everybody else. I want to give the President a good, solid
chance to develop his programs, and so I was happy to support this
emergency proposal as an emergency proposal, but I pleaded with him
before that to make long-range recommendations in the gas area. I
pleaded with Mr. Schlesinger, not this year, but perhaps for next
year, for breaking out the natural gas part of the program. I gather
that is not going to be done.

I have to say to you in sort of a fair warning, that if it is a half-
baked proposal on April 20, I have to call it as I see it at that time.

If it is one that the President does not get behind with his rather
considerable political clout and connections, why, I don’t see much
prospect that we will do very much better in the Congress this year
than we did last year with the energy problem, and I don’t think our
country can sustain too much more of that, because I think the Febru-
ary unemployment figures are going to jar us, just from the energy
problem alone, and the capital formation problem, the whole economic
problem, the inflation and the deficit. I recognize the need for you to
develop methods and to find the right people to do the job; to get
statistics and to make cconomic checks for your own benefit.

But these aren’t new problems, and I would hope that we can act
as I have learned to say, with all deliberate speed, but with the empha-
sis on the speed.

Thank you, Mr. Chairman.

Representative BorLixe. Mr. Lance, we thank you very much.

Mzr. Laxce. Thank you, Mr. Chairman.

Representative BoLrixe. The committee stands adjourned.

[ Whereupon, at 12:57 p.m., the committee adjourned, subject to the
call of the Chair.] o



