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Chapter 1

Role of Government in Economic Progress

AGREAT OPPORTUNITY lies before the American people. The
United States is in a position immediately to undertake a sustained

improvement in national living standards. During World War II the
needs of the military services and the contributions that this Nation made
to the military efforts of its allies naturally took precedence over all other
claims on the economy. The years that followed the war were devoted,
in the main, to meeting demands that had been postponed during the
conflict and the preceding years of depression. The war in Korea once
more assigned first priority to military needs. Today, and we believe to-
morrow, this emphasis is no longer as pressing. Our approach to a position
of military preparedness now makes it possible to turn the productive poten-
tialities of the economy increasingly to peaceful purposes. This is a welcome
opportunity. To help our people seize it, the Federal Government must
continue to meet successfully the challenging problems of economic transition
from war and inflation to peace and monetary stability.

Our economic goal is an increasing national income, shared equitably
among those who contribute to its growth, and realized in dollars of stable
buying power. To achieve this goal, the dynamic forces of our society
must be fully released. Accordingly, Government programs must be de-
signed to help maintain reasonable stability during periods of readjust-
ment and to encourage long-term growth. The mandate of the Congress as
set forth in the Employment Act must always be kept before us: "To pro-
mote maximum employment, production and purchasing power . . . in
a manner calculated to foster and promote competitive enterprise and
the general welfare." This Report sets forth the main lines along which
the Federal Government proposes to move toward these ends.

THE IMPORTANCE OF PROGRESS

A high and sustained rate of economic growth is necessary to the wel-
fare, if not to the survival, of America and the free world. The United
States is now engaged, and must be for some time to come, in an effort to
build security forces adequate to deter and to strike back at aggression.
These security-building efforts, and the parallel efforts to raise the defense
potentials and the living standards of friendly peoples in other countries,
are as much dependent on our industrial production as is the conduct of
war itself. Success in them will depend in large part on the amount by
which our national output is increased.
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Economic progress offers more than security against aggression. An
increasing national income, with the purchasing power of the dollar main-
tained at a steady level, will make it easier to move against substandard
living. American living standards, on the average, are higher today than
ever before, and the diffusion of prosperity is wider. Yet for certain
groups consumption is much below the level it should reach. The elimi-
nation of substandard living is a goal that can be approximated within
the lifetime of many of us, if the economy continues to grow rapidly.

The prospect of a steadily rising standard of living is, furthermore, the
best assurance of harmonious social and economic adjustments. There can
be no real and lasting harmony in a nation in which competing groups and
interests seek to divide a constant, or a shrinking, national output. A gen-
eral improvement in incomes makes it easier to reconcile conflicting claims,
releasing everyone's efforts to constructive ends.

For all these reasons, it is essential that measures be taken by the Gov-
ernment to promote economic progress. In order to move effectively,
however, it is necessary to have clearly in mind the conditions on which
rapid progress in our own country and age depends.

CONDITIONS OF PROGRESS

There is, of course, no formula that will guarantee economic progress.
Progress is, to a very considerable degree, the product of a people's culture
or "way of life," which includes such intangible and spiritual qualities as
their religious ideals, belief in personal dignity, faith in self-improvement,
capacity for cooperation, and receptiveness to change. Progress can be
nurtured by wise public policy, just as it can be impeded by careless or
shortsighted policy. Above all things, public policy should recognize that
the atmosphere in which people pursue their productive activities is as
important to progress as the physical resources that they employ.

Individual freedom

Our history provides abundant proof that a basic condition of economic
progress is an environment in which the individual can, within wide limits,
pursue his interests according to his own lights. American culture is an
expression of economic as well as political freedom, and of the interde-
pendence of the two. Traditionally, our Government has sought to create
and maintain a democracy of opportunity in which individuals have the
general freedom and the specific opportunities to work, to spend, to save,
and to invest, and the incentive to pursue these opportunities to the fullest
extent.

This concept of the role of Government has not been made obsolete by
the events of the last few decades. Two world wars and a world-wide
depression brought a continued broadening of the scope of governmental
activities, but this fact does not justify the oft-made assumption that the
range of Federal activities must continue to grow.
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Adequate incentives
It must be recognized, however, that the demands of modern life and

the unsettled state of the world require a much larger role for Government
and a much higher level of taxation than suited earlier generations. For
this very reason, Government must exercise great care to shape its policies
so as to strengthen economic incentives, rather than to chill or frustrate
them, as has happened so often in the world's history. Reasonable assur-
ance must be given that efforts will be fairly rewarded. The wage earner
must know that greater exertion, and improvements in his skill and capacity,
will earn him more pay. The saver must be assured of a fair return for
contributing capital to the productive process. Equally, the risk-taking
investor must have an assurance of adequate rewards for successful ven-
tures. In a society which fails to provide these assurances, the urge to
greater effort is enfeebled, capital does not grow rapidly, and the economy
may stagnate.

Effective competition

Open markets and effective competition are the means of channeling
productive efforts toward social purposes in a private enterprise system.
Markets must be kept free from restraints that discourage the innovator
for the benefit of established firms or products. Open markets provide
ladders of opportunity up which the newcomer may climb. Competition
must be allowed to perform its traditional role of regulator and energizer,
to direct our economic resources into those lines which most accurately
meet the needs or tastes of consumers. This role of competitive markets
is as basic to the proper functioning of our economic order as the secret
ballot is to our political democracy. Government has a vital responsibility
in this area, immensely complicated by large aggregations of capital under
single management and large organizations of labor.

But it is clear that size alone does not preclude effective competition.
Cases abound in which competition among large firms turning out similar
products, seeking steadily to improve them or to reduce the cost of making
them, has speeded technical progress and price reduction to the consumer.
Government must nevertheless remain alert to the dangers of monopoly,
and it must continue to challenge through the antitrust laws any out-
cropping of monopoly power. It must practice vigilance constantly to
preserve and strengthen competition.

Savings and capital formation

Another condition of economic progress in our society is an ample
supply of savings, for on this depends the growth of real capital. It is
essential that economic policy give encouragement to thrift. There is no
place for a fear of thrift in a dynamic economy. Perhaps no greater con-
tribution can be made by Government to the encouragement of thrift, and
thus to growth of the stock of capital, than to provide assurance that a
dollar saved today will not go to waste through inflation of prices tomorrow.
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Also required is a supply of money in keeping with the increase in the
physical volume of production and trade. Such a growing money supply
is necessary to prevent the development of deflationary pressures, to main-
tain equity values, and to keep the purchasing power of the dollar reason-
ably stable.

But savings will go to waste, from the viewpoint of society, unless they
are readily transformed into productive investment. This means that the
economy must have an efficient, competitive financial system, capable of
channeling funds—risk capital as well as borrowed funds—into those lines
in which they appear likely to be most productive.

Research and development
A fundamental condition of economic progress is a growing fund of

scientific and technological knowledge. From such knowledge come op-
portunities for investment and new industries, based upon the development
of new materials and products, more efficient processes, and the improve-
ment of old products. Scientific research and development have created
an almost endless roster of new industries and products, including atomic
energy, radioactive isotopes, electronics, helicopters, jet engines, titanium
and heat resistant materials, plastics, synthetic fibers, soil conditioners,
hybrid seeds, and a host of others. During 1953 the outlays on scientific
research and development by industry, institutions of learning, nonprofit
foundations, and Government rose to the total of about 4 billion dollars.
Progressive public policy requires that these activities be given strong en-
couragement.

Maintenance of economic stability
Under a competitive enterprise system, which gives freedom to individual

initiative and encouragement to technological change and innovation, the
economy cannot, of course, be absolutely stable. Inevitably, economic
progress is to some degree uneven. Even when the economy as a whole
advances, some industries go ahead more rapidly than others, and some
may decline. The practical importance of this fact for public policy is
that it indicates a need for fluidity and resilience in the economic system.
The desirable goal of stability in the general level of prices must not be
interpreted to mean that every individual price should remain constant.
On the contrary, it is essential to economic progress that individual prices
be flexible, so that resources may be shifted from uses in which rewards of
labor, management, and capital are low to uses in which rewards are high.
Industries benefiting from advances in technology or shifts in demand will
offer expanding opportunities for employment, while others that have lost
favor with the public will provide fewer jobs. The proper role of Gov-
ernment is not to resist adjustment to change, but rather to foster con-
ditions under which adjustment can be accomplished with a minimum of
hardship or difficulty.
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The most important of the conditions favorable to effective adjustment
is a reasonable measure of stability in the over-all level of employment and
incomes. Letdowns in industrial activity were not so intolerable a bar to
economic progress as long as a large and expanding agriculture offered
temporary refuge to the unemployed. But agriculture today forms a smaller
part of the total economy and, having become more commercialized, is also
subject to the movement of business in general. As a result of the catastro-
phic depression of the thirties, minor dips in the curve of business, such as an
earlier generation passed by without notice, now cause concern in our shops
and homes. Unless the Government is prepared and willing to use its vast
powers to help maintain employment and purchasing power, even a minor
readjustment may be converted into a spiralling contraction. Recognizing
the changed character of our age, its anxiety about business fluctuations,
and the political as well as economic difficulties that would come to the
American people through a business depression, both parties wisely united
in the Congress to enact the Employment Act of 1946, which pledged the
Federal Government to use its power to help keep the economy on an even
keel.

Floor of individual security

Still another condition of economic progress in our times is a floor of secu-
rity for the individual, and it is incumbent on Government to help to estab-
lish it. A dynamic, urbanized economy poses numerous hazards for the
individual. No longer is free land on the Western frontier available to
those who want to make a fresh start. The spread of private pension and
insurance plans and social security programs in recent years has strength-
ened the forces of economic growth by helping to relieve individuals from
the anxieties attaching to sickness, accident, unemployment, and old age.
A further strengthening of social insurance is highly desirable. Yet it must
be kept in mind that the individual has a responsibility to provide, as far as
he can, for his own security^ and that Government can make its greatest
contribution to the welfare of individuals by fostering improvements in
their productivity.

World community of free nations

Finally, it must be noted that economic progress in our country is tied
closely to the progress of the rest of the world. The world is no less inter-
dependent economically than politically. Just as Americans have no
chance to enjoy security from aggression while aggression is being com-
mitted against other free nations, so also they cannot make maximum prog-
ress if other nations suffer economic stagnation or decline. A program for
promoting economic progress in America must therefore provide for an
extension and strengthening of economic ties with the rest of the world.
An accelerated flow of goods and of capital across national boundaries
would contribute to economic progress everywhere.
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THE TASKS AHEAD

These, then, are the conditions of economic progress in our country and
in our times. To forge ahead as our Nation can, the Government must
foster competitive enterprise, strengthen economic incentives, and promote
scientific and technological knowledge. It must use its vast powers to
help protect the stability of the purchasing power of money, to help main-
tain employment at a high level, and to help provide a floor of security
for the individual. It must not only join with other nations, but should
be prepared to lead them, in solving the problems of international trade
and currencies.

To deal with these difficult tasks in a systematic manner, steps were
taken in the last year to re-examine the policies of the Federal Government
affecting economic growth and stability. The Council of Economic Ad-
visers was reconstituted. The Government launched special inquiries into
the problems of agriculture, housing, foreign economic policy, and the re-
lations between the Federal and State and local governments. Further-
more, all agencies and departments of the Executive Branch were instructed,
in studying the problems coming within their purview, to keep the broad
objective of stable economic growth prominently in mind. Some of the
initial recommendations relating to this objective are set forth in this
Report. But before turning to recommendations of policy, it is well to
review economic developments during the past year, to note how the Gov-
ernment has dealt with them, and to analyze the current position of our
economy and its prospects.
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