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ACCOMPANIED BY GARDNER ACKLEY AND JOHN P.
LEWIS, MEMBERS OF THE COUNCIL OF ECONOMIC
ADVISERS, BEFORE THE SUBCOMMITTEE ON EMPLOY-
MENT AND MANPOWER OF THE SENATE COMMITTEE
ON LABOR AND PUBLIC WELFARE, OCTOBER 28,1963*

Mr. Chairman and Members of the Committee, we are pleased to have
an opportunity to participate in these hearings on Employment and Man-
power. The employment problem is not only of the greatest importance
to the country and at the center of government economic policy, but is of
particular interest to an agency operating, as the Council does, under the
mandate of the Employment Act of 1946.

Recent discussions may have generated an impression of greater disagree-
ment among the Nation's economists about the origins and solutions of the
employment problem than actually exists. For in fact, the great majority
of those who have studied the matter carefully would agree with the
Administration's view that our excessive unemployment today cannot be
traced to a single cause nor eliminated by a single cure. Rather, it has a
mixture of causes which must be dealt with by a mixture—an amalgam—
of cures.

One problem, and a central one, is that total expenditures in the econ-
omy—total demand for goods and services—are not sufficient to generate
an adequate total number of jobs. We can, for convenience, call this kind
of unemployment "demand-shortage" unemployment. In our view, de-
mand-shortage unemployment can and must be attacked by vigorous poli-
cies—principally tax reduction—to raise the total demand for goods and
services.

Another problem is that the characteristics of our available workers—
their locations, skills, education, training, race, sex, age, and so on—do not
fully match the characteristics employers are seeking in filling the jobs
that are available (or that would be available at full employment). In a
dynamic, changing economy there is always some of this mismatching,
and we call the unemployment that results from it "frictional." But when

•Several passages and one entire section of the original have been deleted in re-
printing this Statement, primarily where the same material is covered in the text of the
Report either more fully or using more recent information. Footnotes added to the
original are indicated with asterisks.
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the pockets of such unemployment become large and stubborn—especially
when they impose chronic burdens on particular disadvantaged groups
and regions—we speak of the unemployment problem as "structural."

This type of unemployment is also a serious problem, which requires major
policy actions to overcome its corrosive effects. Structural problems are not
new. And the available evidence does not show that the proportion of our
total unemployment problem that we label "structural" has increased sig-
nificantly, nor that its character has materially changed. But this in no way
diminishes the need for attacking these structural problems with vigorous
policies—principally education, training and retraining, and special regional
programs—to match the supply of labor skills more closely to the changing
demand for labor skills.

Along with demand-shortage and structural unemployment, one also
hears a great deal about the problem of "technological unemployment"—of
men being put out of work by machines and, more particularly, by the proc-
ess which has come to be called "automation." This is, indeed, a serious and
continuing problem. But two points should be emphasized at the outset.

First, "technological unemployment" is not a third form of unemploy-
ment, separate from the other two. Rather, it expresses itself through these
other forms. Technological change causes obsolescence of skills and there-
fore produces some of the mismatching between available workers and jobs
that we call "structural" unemployment. Moreover, by raising output per
worker, technological change is one of the principal sources of growth in our
potential total output or GNP—which, if not matched by corresponding
growth in actual GNP, opens a gap in demand and thereby causes demand-
shortage unemployment.

Second, those who maintain that the economy now faces a problem of
"technological unemployment" that is somehow new, and more formidable
than in the past implicitly assert that the rate of technological change has
recently speeded up. Unless this is the case, the problem is not new—it has
always been with us and has not proved to be a long-run problem for the
economy as a whole. The continuing process of rapid technological change,
which has constituted the very core of the American economy's strength
and progressiveness for at least 150 years, has always put particular work-
ers and businesses out of jobs and required particular adjustments that have
been difficult and sometimes painful. It poses a new general problem for
the economy only if technological change becomes so rapid that the demand
adjustments and labor market adjustments it requires cannot be accom-
plished by the economic processes of the past. Whether technological change
indeed has accelerated, or is in process of accelerating, is a factual question
that we consider at some length in this statement.*

* Treatment of this question has been deleted from the latter part of the Testimony
as reprinted here, because it is considered in the text of the Report (Chapter 3, sub-
section headed "The Trend of Labor Productivity").
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These, then—demand-shortage elements, structural elements, and a
possible aggravation of both by accelerated technological change—are the
principal ingredients of the unemployment problem your Committee is
examining. It would be unwise and imprudent to ignore any of these in-
gredients either in diagnosing the problem or in prescribing remedies.

The primary attack on high unemployment must be through fiscal
measures to speed the growth of total demand and thereby to create new
job opportunities. But this need not—indeed, must not—impede a simul-
taneous attack on our stubborn structural problems. The two approaches
are not merely complementary; they are mutually reinforcing. On the one
hand, training and other programs to facilitate labor mobility can ease
and speed the process by which demand-stimulated increases in output are
translated into increases in employment. On the other, since structural
maladjustments tend to flourish in slack markets, a vigorous expansion in
demand helps cut structural problems down to size.

This statement deals first with the over-all dimensions of our unemploy-
ment problem and the central role of tax reduction in eliminating exces-
sive unemployment. Second, we turn to several issues which have figured
prominently in the Committee's hearings to date: the nature, extent, and
recent pattern of structural unemployment; the current rate of growth
in productivity and the labor force; and the fears of automation and con-
sumer satiation. In considering these issues, we are addressing ourselves to
three underlying questions:

1. Are the structural elements of the unemployment problem an
important barrier to the achievement of the objectives of the
tax cut?

2. Are we likely to experience speedier increases in productivity and
in the labor force which, while serving our objectives of faster
economic growth and balance-of-payment equilibrium, would
intensify our problems of re-employing displaced workers and
generating enough total demand to achieve full employment?*

3. What is the nature of the labor market policies that must go
hand-in-hand with the use of over-all fiscal and monetary policies
for expansion if we are to achieve our multiple economic goals?

A final section will summarize our observations on these questions.

I. UNEMPLOYMENT AND TAX REDUCTION

The American economy has been plagued with persistently excessive
unemployment for 6 years. The unemployment rate has been 5 percent
or more for 71 consecutive months. Since 1957, it has averaged 6 percent.
Even in the face of annual advances of about $30 billion in GNP (annual

* Treatment of this question has been deleted from the latter part of the Testimony
as reprinted here, because it is considered in the text of the Report (Chapter 3, sub-
section headed "The Trend of Labor Productivity").
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rate), unemployment has not been diminishing. Thus, although GNP
rose from $556.8 billion in the third quarter of 1962 to $588.5 billion in
the third quarter of 1963, the unemployment rate remained the same in
both quarters. And even with a prospective increase of $100 billion in the
GNP rate from early 1961 to early 1964 (a rise of 20 percent in current
dollars and about 15 percent in constant dollars), the unemployment rate
will have come down only about 1 l/<x percentage points in that 3-year period.

The persistence of this high level of unemployment is sometimes cited
as evidence of structural difficulties which will blunt the effect of the pro-
posed $11 billion tax cut now being considered by the Senate Finance
Committee and make it difficult to reach the interim full-employment goal
of 4-percent unemployment, let alone our ultimate goals beyond the 4-
percent level. The structural problem will be examined in some detail later
in this statement. But here, several points should be noted to indicate why
the road to 4-percent unemployment is clearly open to demand-powered
measures:

1. The pre-1957 postwar performance of the U.S. economy gives
ample evidence of its ability to achieve 4 percent and even lower
levels of unemployment without excessive strain.

2. The availability of 1.1 million excess unemployed workers (even
by the modest 4-percent criterion and not counting the labor force
drop-outs resulting from slack job opportunities) and of sub-
stantial excess capacity (even after large gains, the average operat-
ing rate in manufacturing is running at only 87 percent of ca-
pacity) demonstrates that we are still suffering from a serious
shortage of consumer and investment demand.

3. There are virtually no signs of economic tension, of the barriers
that would divert the force of demand stimulus away from higher
output, more jobs and higher incomes into higher prices—there
are no visible bottlenecks in the economy, wage rate increases
have been the most moderate in the postwar period, and the record
of price stability in recent years has been outstanding.

In reference to the first point, the unemployment rates in the first post-
war decade deserve a further word. In the period of vigorous business
activity in 1947 and 1948, unemployment averaged 3.8 percent of the labor
force. After the recession of 1949 and the recovery of 1950, the rate was
relatively stable from early 1951 to late 1953, averaging 3.1 percent. Since
that time, the rate has drifted upward. In the period of stable unem-
ployment from mid-1955 to late 1957, unemployment averaged 4.3 per-
cent, an increase of more than one-third above the 1951-53 period. In the
first half of 1960, unemployment averaged 5.3 percent, nearly one-fourth
above the 1955-57 level. Following the recession and recovery of 1960-
61, the rate fluctuated within a narrow range averaging 5.6 percent in
1962 and 1963 to date, a little higher than early 1960. Looking at the 1947-
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57 period, the average unemployment rate was below 4 percent in each
of the following years: 1947, 1948, 1951, 1952, and 1953, and below 4 / 2

percent in 1955,1956, and 1957.
When one looks behind these figures to get a grasp of the economic con-

ditions that produced them, the most notable difference between the pre-
1957 and post-1957 periods is found in the strength of market demand.
In the first postwar decade, markets were strong. Backlogs of consumer
demand had to be worked off. The demands of the Korean conflict had to
be met. Outmoded plants and equipment had to be replaced or modern-
ized, and capacity had to be enlarged. Deficiencies in housing, office fa-
cilities, and public works had to be made up.

But 1957 marked a watershed. In the ensuing period, demand has
slackened at a time when our labor force growth has been accelerating in
response to the postwar jump in the birth rate. Business fixed investment
dropped off from 10-11 percent of the GNP to only 9 percent—indeed, the
level of such investment in 1962 barely struggled back to its level in 1956,
while GNP was rising by nearly one-fifth (both in constant prices).

Thus, the clearest and most striking change since 1957 is the weakening
of demand. So the clearest and most urgent need today is to remove the
overburden of taxation which is retarding the growth in demand to full
employment levels. Income tax rates enacted to finance war and fight in-
flation—though reduced in 1954—are still so high that they would yield
a large surplus of revenues over expenditures if we were at full employ-
ment today. They are, in short, repressing demand and incentives in an
economy operating well short of its capacity.

To avoid misunderstanding, it is important to stress that any employ-
ment program would be unbalanced and incomplete without determined
measures (a) to upgrade and adapt the skills and education of the labor
force to the more exacting demands of our advancing technology and (b)
to facilitate the flow of workers from job to job, industry to industry, and
place to place. Nevertheless, our principal reliance for a return to the 4-
percent-or-better levels of unemployment we took for granted in the early
postwar period must be on measures to boost demand for the products
of American industry and agriculture.

The amount of the increase in total demand which would be necessary
to reduce unemployment to the 4-percent interim-target level can be approx-
imated in several ways. We have made direct estimates of the relationship
between unemployment rates and output levels; and we have independently
estimated the potential GNP that the economy could produce at 4-percent
unemployment. Both of these approaches yield consistent estimates of the
output and demand requirements associated with 4-percent unemployment
at a given time. Except for small differences reflecting cyclical variations
in productivity and erratic fluctuations in labor force participation rates,
these estimates of potential output (in constant prices) are very closely
approximated by a 3 }4-percent trend line passing through actual GNP
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in mid-1955. The several methods of computing potential GNP were
reviewed in some detail in our Annual Reports both for 1962 and 1963, and
are analyzed more fully in a recent paper by one of the Council's consult-
ants.1 Although estimates of this kind cannot be precise—and efforts to
improve and update them as new data come in must continue—the careful
cross-checking by different methods provides confidence in their general
order of magnitude.

These estimates show that the gap between actual GNP and the potential
GNP at 4-percent unemployment has been substantial in every year since
1957. In both 1962 and 1963, it has approximated $30 billion.

Our analysis thus suggests that total demand for goods and services would
have had to average some $30 billion higher than it was in each of these past
2 years for unemployment to average 4 percent. The basic purpose of
the tax cut is to close that $30 billion gap—and to realize the benefits to
employment, growth and our international competitive position that will
flow from this advance.

To be sure, by the time the full effects of the proposed two-stage tax cut
will be reflected in demand and output, the economy's potential will have
grown considerably, and total demand growth will therefore have to be
considerably more than $30 billion. But when the tax cut lifts the expand-
ing level of private demand in the U.S. economy by the extra $30 billion
(in terms of 1963 GNP and price levels) that can confidently be expected,
it will have achieved its basic purpose. Had this increase been effective dur-
ing the past 6 years, it would have eliminated our persistent slack and
allowed our unemployment rate to average 4 percent.

The process by which an $11.1 billion tax cut can add as much as $30
billion to total demand has been frequently described and needs only to be
summarized briefly here.

If the new proposed personal income tax rates were in full effect today,
disposable after-tax incomes of consumers would be approximately $8.8
billion higher than they are, at present levels of pretax incomes. In addi-
tion, if the lower corporate tax rates were now in effect, after-tax profits
would be about $2.3 billion higher. Based on past dividend practice, one
can assume that corporate dividends received by individuals (after deduct-
ing personal income taxes on such dividends) would then be more than
$1 billion higher, giving a total increment of consumer after-tax incomes—
at present levels of production—of about $10 billion.

Since consumer spending on current output has remained close to 93
percent of disposable income in each of the past dozen years, one can safely
project that consumer spending would rise by about 93 percent of the rise
in disposable incomes, or by over $9 billion.

1 Arthur M. Okun, "Potential GNP: Its,.Measurement and Significance," Cowles
Foundation paper No. 190, reprinted from the 1962 Proceedings of the Business and
Economic Statistics Section of the American Statistical Association.
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But this is far from the end of the matter. The higher production of
consumer goods to meet this extra spending would mean extra employ-
ment, higher payrolls, higher profits, and higher farm and professional and
service incomes. This added purchasing power would generate still further
increases in spending and incomes in an endless, but rapidly diminishing,
chain. The initial rise of $9 billion, plus this extra consumption spending
and extra output of consumer goods would add over $18 billion to our an-
nual GNP—not just once, but year-in and year-out, since this is a perma-
nent, not a one-shot, tax cut. We can summarize this continuing process
by saying that a "multiplier" of approximately 2 has been applied to the
direct increment of consumption spending.

But that is not the end of the matter either. For the higher volume of
sales, the higher productivity associated with fuller use of existing capacity,
and the lower tax rates on corporate profits also provided by the tax bill
would increase after-tax profits, and especially the rate of expected after-
tax profit on investment in new facilities. Adding to this the financial
incentives embodied in last year's tax changes, which are yet to have their
full effect, one can expect a substantial induced rise in business plant and
equipment spending, and a rise in the rate of inventory investment. Fur-
ther, higher consumer incomes will stimulate extra residential construc-
tion; and the higher revenues that State and local governments will receive
under existing tax rates will prompt a rise in their investments in schools,
roads, and urban facilities. The exact amount of each of these increases
is hard to estimate with precision. But it is reasonable to estimate their
sum as in the range of $5 to $7 billion. This extra spending would also be
subject to a multiplier of 2 as incomes rose and consumer spending in-
creased. Thus there would be a further expansion of $10 to $14 billion
in GNP to add to the $18 billion or so from the consumption factor alone.
The total addition to GNP would match rather closely the estimated $30
billion gap.

II. T H E PERSISTENT PROBLEMS OF STRUCTURAL UNEMPLOYMENT

The tax cut would thus increase demand to levels consistent with a 4-
percent rate of unemployment. It would ease our most pressing unemploy-
ment problems. But no one can assume that our worries about unemploy-
ment would then be over. Some of its most distressing and inequitable
aspects would remain.

To be sure, tax-reduction will create new jobs in every community across
the Nation and expand employment in every industry. The overwhelming
majority of American families will benefit directly from the income tax cuts
that will accrue to 50 million tax-paying individuals and 600,000 tax-
paying corporations. Their direct rise in after-tax income will soon be trans-
lated, through the marketplace, into stronger markets for all kinds of goods
and services and a quickening of the business pulse in all communities.
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With average working hours already at a high level, this added demand
and activity will in large part be translated, in turn, into additional jobs,
and income for the unemployed. Thus, the non-taxpaying minority will,
in a very real sense, be the greatest beneficiaries of the tax program.

Experience (which we will review later in this statement) clearly shows
(1) that the unemployment rate will decline for every major category of
workers and (2) that the sharpest declines will occur where the incidence
of unemployment is the highest: among teenagers, the Negroes, the less-
skilled, the blue-collar groups generally.

But even so, the unemployment rates of many groups will still be intoler-
ably high. Back in 1957, for instance, when the average unemployment
rate was just over 4 percent for the whole economy, the rates were much
higher for many disadvantaged groups and regions—e.g., 10.8 percent for
teenagers, 8.0 percent for nonwhites, 9.4 percent for unskilled manual
workers, and 11.5 percent for workers in Wilkes-Barre-Hazleton, Penn-
sylvania.

These high specific unemployment rates, which persist even when the gen-
eral rate falls to an acceptable level, are the essence of the problem of struc-
tural unemployment. Even a fully successful tax cut cannot solve problems
like these by itself. They require a more direct attack.

To reduce the abnormally high and stubborn unemployment rate for
Negroes requires a major improvement in their education and training and
an attack on racial discrimination. To reduce the persistent high rate for
the unskilled and the uneducated groups demands measures to help them
acquire skills and knowledge. To reduce excessive unemployment associated
with declining industries and technological advance requires retraining and
relocation. To reduce high unemployment in distressed areas of Penn-
sylvania, Michigan, Minnesota, and elsewhere calls for special measures to
rebuild the economic base of those communities and assist their workers.

Both the Administration and the Congress have recognized that these
measures must be taken concurrently with measures to expand aggregate
demand. Coal miners in Harlan County are structurally unemployed now,
and so are Negro and Puerto Rican youths in New York City. Yet, pro-
grams to reduce structural unemployment will run into severe limits in the
absence of an adequate growth of demand, i.e., in the absence of rapid
expansion of total job opportunities. Such expansion is needed to assure
that retrained and upgraded workers, for example, will find jobs at the end
of the training period and will not do so at the expense of job opportunities
for other unemployed workers. As structural programs create new and up-
graded skills, they will in some cases fit the participants for jobs that had
previously gone begging. But for the most part, the needed jobs must be
created by expansion of total demand.

Quite apart from the human significance of structural unemployment, it
also has great economic importance. For only as we reduce structural and
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frictional unemployment can we achieve the higher levels of total output
which would be associated with unemployment rates below our 4-percent
interim target. The Council emphasized this point in its 1963 Annual Report
(p. 42), as follows:

"Success in a combined policy of strengthening demand and adapt-
ing manpower supplies to evolving needs would enable us to achieve
an interim objective of 4 percent unemployment and permit us to
push beyond it in a setting of reasonable price stability. Bottlenecks
in skilled labor, middle-level manpower, and professional personnel
[now] tend to become acute as unemployment approaches 4 percent.
The result is to retard growth and generate wage-price pressures at
particular points in the economy. As we widen or break these bottle-
necks by intensified and flexible educational, training, and retraining
efforts, our employment sights will steadily rise."

Every worker needlessly unemployed represents a human cost which of-
fends the sensibilities of a civilized society. But each worker needlessly un-
employed also represents a waste of potential goods and services, which even
an affluent society can ill afford. More intensive measures to attack struc-
tural unemployment are necessary to reduce the unemployment rate not
merely to 4 percent, but beyond.

III . HAS STRUCTURAL UNEMPLOYMENT INCREASED?

The preceding section addressed itself to structural unemployment as
a human and social problem and considered its role in the process of lower-
ing the unemployment rate to and below 4 percent. But it is also appro-
priate to ask: has structural unemployment increased to such an extent
since 1957—the last time unemployment was near 4 percent—that it will
impede the expansionary effects of demand-creating measures in general
and the tax cut in particular?

An affirmative answer would, we believe, represent a misreading of the
facts. As we have already pointed1 out, there are serious structural prob-
lems, and prompt action is needed both to root out inequities and hardships
they inflict and to help us reach our employment goals. But this conclusion
need not—and does not—rest on a belief that there has been a dispropor-
tionate surge in structural unemployment since 1957.

A reading of the evidence on this score must focus principally on what
happens, over time, to the unemployment rates of particular groups—teen-
agers, untrained and unskilled workers, Negroes, and other disadvantaged
groups and regions—in relation to the total unemployment rate. It would
clearly be misleading simply to compare unemployment rates for such
groups in a year like 1957, when the total rate was about 4 percent, with
the corresponding rates in 1962-63, when the total rate has averaged 5.6
percent. Rather, it is the relationship between the total rate and the groups'
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rates—and its historical development—that reveals whether the structural
problem is getting worse or not. And this relationship has been remarkably
stable.

The disadvantaged groups almost invariably share more than propor-
tionately—and the skilled and white-collar groups less than proportion-
ately—in both decreases and increases in total employment. In the past,
when the over-all unemployment rate has risen (or fallen) 1 percentage
point, the rate for nonwhites and teenagers has risen (or fallen) by about
2 percentage points, the rate for unskilled workers by about 2J4 percentage
points. But the rate for professional and technical workers has risen or
fallen by only about one-fourth of a percentage point.

One obvious reason for the disproportionate impact on teenagers is
that they are the most recent additions to the labor force. When new job
opportunities are few, there is a backing-up at the point of entry. Fur-
thermore, even when they do find jobs, they tend to have the lowest seniority
and are therefore first to be laid off. Much the same is true of Negroes.
Given existing patterns of discrimination, they are often in marginal jobs
or at the bottom of seniority lists. Moreover, when jobs are scarce and
labor is plentiful, racial discrimination, where it exists, is more likely to enter
into hiring and firing decisions. And at such times, employers are also more
inclined to pass over inexperienced and untrained workers and less in-
clined to press their own efforts to adapt such personnel to their needs
via in-service training programs. They tend to be less aggressive in seeking
new employees outside their own local labor markets. And labor supply
considerations are less likely to determine the location of new plants.

On the other hand, employers do not typically discharge many super-
visory and technical personnel when output drops and, as a result, they do
not need to expand their employment of such persons proportionately when
output rises.

Moreover, there are other reasons why the employment of many cate-
gories of workers does not rise and fall in the same proportion as the total.
Some disparities arise from the complex interrelationship between the
composition and the level of total output. To cite just one example, the
rate of inventory accumulation is highly sensitive to the rate of expansion
or contraction in total output, and goods that typically are inventoried tend
to require large numbers of production workers. In contrast, the service
industries, whose output is not subject to inventory accumulation nor to
such wide fluctuations in consumption, generally use more technical and
white-collar workers.

Thus it is not surprising to find that slackened demand since 1957 has in-
tensified inter-group and inter-regional disparities in unemployment rates
at the same time that it raised the total unemployment rate. Nonwhites,
teenagers, unskilled and semi-skilled workers have suffered a greater-than-
average increase in unemployment since 1957. But these same groups will
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also benefit disproportionately as demand expands and the over-all unem-
ployment rate declines. This point is illustrated in the table below, which
shows how the incidence of unemployment changed during the 1960-61
recession and the 1961-62 recovery.

Change in unemployment rate,

Total

Teenagers.. __.
Nonwhites
Nonfarm laborers __ _
Operatives
Manufacturing workers
Miners _

For illustrative purposes:
Michigan
Wheeling, W. Va_

selected groups and areas

Percentage points

1960-61

1.1

1.6
2.3
2.0
1.6
1.5
2.1

3.4
6.9

1961-62

- 1 . 1

- 1 . 9
- 1 . 5
- 2 . 1
- 2 . 1
- 1 . 9
- 3 . 0

- 3 . 4
- 7 . 8

Studies of changes in the incidence of unemployment among unskilled
and semi-skilled blue-collar workers—whose jobs would seem to be highly
vulnerable to technological change—can provide important insights into
the structural unemployment problem. One would expect an accelerated
rate of technological displacement to be reflected in rising rates of unem-
ployment for these groups—relative to total unemployment. One would
also expect to find such a relative rise for workers in industries such as
manufacturing, mining, and transportation where automation has so far
found its widest application.

To test this possibility, we have correlated the unemployment rate in
specific occupations and industries with the rate for all experienced work-
ers in the labor force during the 1948-57 period—in other words, for the
period before the main structural unemployment upsurge is alleged to
have occurred. These correlations were then used to calculate what the
occupational and industrial distribution of unemployment would have been
in 1962 if the old relationships had held. If there had been a substantial
increase in structural maladjustments, the actual 1962 unemployment rates
for what we may call the "technologically vulnerable groups" should have
been higher than these calculated rates. But in fact, as Table 1 shows a
majority of the rates are lower. For some of these occupations and indus-
tries, the actual increase in unemployment was greater than expected, but
in most cases it was less. And taking all of the blue-collar occupations and
goods-producing industries together, we also find that the rise in actual un-
employment was somewhat less than the 1948-57 experience would have
suggested.
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TABLE 1.—Unemployment rates in industries and occupations most vulnerable to
technological displacement, 1957 and 1962

[Percent]

Industry or occupation 1957 1962
Change in rate, 1957-62

Actual Expected'

All workers _._

Experienced wage and salary workers.

Workers in selected industries (goods producing)...
Mining, forestry, and fisheries
Construction.
Durable goods manufacturing
Nondurable goods manufacturing
Transportation and public utilities

Experienced workers..

Workers in selected occupations (blue collar)
Craftsmen, foremen, and kindred workers

(skilled)..
Operatives and kindred workers (semi-skilled) _.
Laborers, except farm and mine (unskilled)...

4.3

4.5

5.4
6.3
9.8
4.9
5.3
3.1

6.0

6.3
9.4

5.6

5.5

6.4
8.6

12.0
5.7
5.9
3.9

4.9

7.4

5.1
7.5

12.4

1.3

1.0

1.0
2.3
2.2
.8
.6
.8

1.0

1.4

1.3
1.2
3.0

1.3
1.8
1.8
1.4
1.0
1.0

1.7

1.3
1.6
2.6

* Calculated by use of correlations of (a) unemployment rates by industry with the rate for all experienced
wage and salary workers, and (b) unemployment rates by occupation with the rate for all experienced work-
ers, using data for the period 1948-57 in both cases.

Sources: Department of Labor and Council of Economic Advisers.

We do not conclude from this evidence, nor from similar findings by Ed-
ward Denison and Otto Eckstein2 as to the geographic distribution of
unemployment, that a reduction in structural unemployment has occurred.
Similarly, however, we do not conclude that the unusually high unemploy-
ment rates experienced by teenagers this year, or the rather low rates experi-
enced by adult males, prove an adverse structural shift. In some labor mar-
ket areas, imbalances have lessened; in others they have increased. But this
does not suggest that the over-all rate of structural unemployment has risen
significantly.

One similar piece of evidence relates to job vacancies. Since structural
unemployment is a form of joblessness that persists over a protracted period
even if unfilled jobs are available, an increase in structural unemployment
would be clearly suggested if it were found that the number of job vacancies
were rising along with the number of unemployed men.

Unhappily we have no comprehensive and adequate series designed to
measure job vacancies in the United States. The Department of Labor cur-
rently is proposing experimental work leading toward the eventual estab-
lishment of such a series. This is a proposal we strongly endorse, although
we share the Labor Department's awareness that such a series involves many
technical problems and will need to be interpreted with care, especially in
its early years.

2 Edward F. Denison, The Incidence of Unemployment by States and Regions, 1950
and I960, and The Dispersion of Unemployment Among Standard Metropolitan
Statistical Areas, 1950 and 1960. Mimeograph. Otto Eckstein, The Unemployment
Problem in Our Day, paper delivered before the Conference on Unemployment and
the American Economy, Berkeley, California, April 1963.
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But meanwhile the only available indicator that bears upon the job-
vacancy situation is the National Industrial Conference Board's index of the
number of help-wanted advertisements published in the classified section of
a leading newspaper in each of 33 leading labor market areas. While this
series does a good job of reporting what it is designed to report, obviously
it provides a comparatively sketchy and imperfect indication of job vacan-
cies. All the same, it is interesting that, after adjustment for changes in the
size of the labor force, the help-wanted index was substantially lower in
1960 and 1962 than in 1955-57, when the total unemployment rate was
about 4 percent. We have further adjusted the index for changes in the total
unemployment rate in order to screen out the effects of slack demand. Even
in this form the index fails to rise significantly since 1957—as one would
expect it to do if underlying structural unemployment had broadened.

The evidence reviewed above does not yield persuasive indications that
structural elements are today a significantly larger factor in our unemploy-
ment than in 1957. Nevertheless, it would not be surprising if some par-
ticular aspects of structural unemployment have intensified. One would
assume that the longer a period of slack persists, the more likely it would be
that the detailed structure of skills, experience, and training of the labor
force would fail to reflect fully the pattern of job requirements at high
levels of employment. High employment in 1967 will call for a somewhat
different pattern of jobs than existed in 1957, and a slack labor market does
not accurately foretell what that pattern will be. Moreover, there is danger
that, after a long period of slack, new hiring standards, habits of mind, and
expectations appropriate to an "easy" labor market will have become
entrenched, rationalizing increased discriminations against disadvantaged
groups. Thus, after the period of prolonged slack since 1957, there is more
need than in the usual "cyclical" recovery for an effective program of specific
labor-market policies to assist demand-stimulating policies in tailoring men
to jobs and jobs to men.

IV. SHIFTING EDUCATIONAL REQUIREMENTS AND POSSIBLE SKILLED

MANPOWER BOTTLENECKS

In recent weeks—partly before this Committee, partly elsewhere—par-
ticular attention has been given to one aspect of the problem of structural
maladjustments. This is the question of whether a recent shift in the pace
and character of technological change has accelerated the long-term rise
in job educational and skill requirements in a way that imposes a new bottle-
neck an expansion. The issue merits special discussion because of the
obstacle to the employment-expanding effects of the tax program that this
skilled-manpower bottleneck is alleged to present.

The argument is that the nature of recent technological change has caused
a rapid shift in the pattern of manpower demand, pushing down the demand
for workers with little training and pushing up the demand for the highly
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educated. Everyone agrees that the educational level of the Nation's
population has continued to advance, causing the supply of highly educated
manpower to grow rapidly, and the supply of relatively uneducated man-
power to decline. Thus the concern expressed is not about keeping pace
with an absolute increase in job educational requirements—which have been
rising right along—but about being unable to keep pace with an abrupt
recent rise in such requirements.

It is feared that as demand increases, there will not be enough highly
educated workers to fill the key technical and professional positions that
must be manned if production is to expand to levels consistent with 4-per-
cent unemployment; that, in consequence, expansion of output will be frus-
trated; and that, because of this, high percentages of the remainder of
the labor force—including poorly educated workers—will be left unem-
ployed.

It is important to distinguish this quite specific point about near-term
bottlenecks from other propositions about the economic importance of edu-
cation. It is unquestionably true, we believe, that greatly reinforced edu-
cation is needed to press the attack on the pockets of long-term structural
unemployment that have plagued the economy for a long time.

It is unquestionably true, moreover, that educational attainment enor-
mously affects the employment prospects of the individual. Whether the
economy is booming or stagnating, the poorly educated always come off
second best. A grade school graduate is 5 times likelier to be unemployed
than is a college graduate. Today's school dropouts are tomorrow's
unemployed.

It is further well-known that long-term shifts, which can be projected to
continue, in the relative importance of various industries, and long-term
trends in technological development, are, on the whole, raising (as well as
altering) educational requirements. The Report on Manpower Require-
ments, Resources, Utilization, and Training by Secretary Wirtz last March
indicated the nature of these continuing shifts, including projections by
broad groups to 1970 and 1975. The clearly indicated rise in the require-
ment for professional, technical, and kindred workers—teachers, scientists,
physicians, engineers, technicians, and nurses—pose obvious demands on
education in general and higher education in particular. And increased
demands for many special skills create needs for expanded programs of
vocational education and for more persons with a basic high school educa-
tion. These long-term trends are not at issue in the present discussion.

Likewise, there can be little doubt about the enormous importance of
education as an engine for stimulating the long-term growth of our produc-
tive potential. Edward Denison has estimated that 42 percent of the in-
crease in output per worker between 1929 and 1957 was the result of edu-
cation and another 36 percent the result of the general advance in the ap-
plication of scientific and technological knowledge to which our educational
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process and institutions clearly were heavy contributors. All of these are
extremely important—in fact, conclusive—reasons for strengthening our
educational programs. But they should not be confused with the view that
educational deficiencies prevent the solution of our current problem of
excessive unemployment, and, specifically, that near-term manpower bot-
tlenecks will significantly restrain a demand expansion—stimulated by a tax
cut—from accomplishing its employment objective.

The statistical testing of the educational bottleneck hypothesis turns out,
if properly done, to be a very complex undertaking. There are problems of
the noncomparability between Decennial Census data and information
drawn from Current Population Surveys; of the lack of appropriate annual
series; of calculating appropriate current full-employment labor-force par-
ticipation rates for particular age and educational-attainment groups instead
of arbitrarily projecting the rates of a remote year; and of including not
merely the male but the female components of our population . . .

. . . however, some reliable impressions already have emerged from the
figures at hand. One is that, while there does appear to have been some rise
in the demand for highly educated workers relative to their supply during
the postwar period as a whole, the timing of this change is crucial for pur-
poses of evaluating the bottleneck thesis. Since the economy operated at
approximately a 4-percent unemployment rate in the mid-fifties without
encountering serious skilled-manpower bottlenecks the key question is
whether most of this shift occurred before or after the 1955-57 period.
Hence a shift in job educational requirements relative to supply that had
occurred before those years, and was not serious enough to obstruct expan-
sion then, poses little threat to a new move back toward 4-percent unemploy-
ment now.

The available unemployment data seems to show that whatever shift may
have occurred in job educational requirements relative to supply did occur
prior to 1957. Indeed it may have been partially reversed since that time.
From 1957 to 1962, for example, the unemployment rate for male workers
with an 8th grade education or less rose by about one-half, roughly the same
as the rate of overall unemployment. But the unemployment rate for college
graduates rose from 0,6 percent to 1.4 percent.

In addition to unemployment rates, the percentages of labor-force par-
ticipation by groups of different educational attainments also have changed
during the postwar period. Here the data currently in hand do not permit
us to locate the timing of these changes to the degree that has been possible
with the unemployment rates. And so we simply do not know whether here,
too, the shift toward greater participation by the well-educated, and lesser
participation by the poorly educated, may largely have occurred before
1957.*

* From data examined since the Testimony was prepared, it appears that the shift
toward greater participation by the well educated primarily occurred before 1957; as
to the poorly educated, roughly half of the shift toward lower participation occurred
prior to and half after 1957.
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If, in the absence of information, one assumes that the shift in relative
participation rates occurred more recently, one might conclude that there
have been some withdrawals from the labor force by poorly educated male
workers. Whenever they occurred, they present an obvious challenge to
both public and private training programs. But the magnitude of these
shifts is easily exaggerated—especially if one fails to make adequate allow-
ance for the improvements in retirement programs during the past dozen
years. It is clear that the vast majority of the so-called "losses" of less
educated workers from the male labor force were concentrated in the 65-
and-older age group.

In any event . . . none of this goes to the real nub of the issue. That
nub is the failure of the bottleneck hypothesis to make any allowance for the
proven capacity of a free labor market—especially one endowed with a
high average level of education and enterprise and expanding programs
to improve labor skills and mobility—to reconcile discrepancies between
particular labor supplies and particular labor demands.

If relative shortages of particular skills develop, the price system and the
market will moderate them, as they always have done in the past. Em-
ployers will be prompted to step up their in-service training programs and,
as more jobs become available, poorly skilled and poorly educated workers
will be more strongly motivated to avail themselves of training, retraining,
and adult education opportunities. Government manpower programs be-
gun in the 1961-63 period will also be operating to help ease the adjustment
of specific shortages.

As for the personnel with the very highest skills, many—for the very
reason that they are scarce—have been "stockpiled" by their employers
and are not working to capacity when business is slack. As business picks
up, they will be used more fully—and they will be used more efficiently.
As engineers become scarce, and more expensive, their talents will be con-
centrated on engineering assignments, leaving drafting (for example) for
draftsmen, who can be trained more quickly.

Naturally, most college graduates will have jobs no matter how high
the unemployment rate in the whole economy, even if they have to work
below the level for which they are qualified. If they are already in the
supervisory or technical jobs for which they are best qualified, their em-
ployers will not have to increase by 10 percent the number of such jobs in
order to increase total employment by 10 percent. And to the extent that
they are not already in such jobs, they are a hidden reservoir of superior
talent.

The highly-educated-manpower-bottleneck argument arrives at its alarm-
ing conclusion by projecting to new situations a perfectly static set of educa-
tional requirements. The argument makes no allowance for flexibility in
the system. Flexibility, of course, is not unlimited. If we were talking about
accomplishing a massive increase in output within a few months, manpower
bottlenecks might indeed become critical. But we find it unrealistic to be-
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lieve that they represent a major constraint upon an extra $30 billion of
output in what will soon be a $600 billion economy—especially when (a)
there are virtually no current signs of tension in either labor markets or
product markets and (b) the demand expansion that will accomplish the
closure will be spread over 2 or more years in which continuing new sup-
plies of highly trained manpower will be entering the labor market.

At the beginning of Section III the question was raised whether struc-
tural elements in unemployment have grown so much since 1957 that they
threaten to impede an economic expansion induced by the tax cut. In Sec-
tions I I I and IV we have examined this question from a number of direc-
tions, and we now summarize our answer.

The answer is clear: The evidence we have assembled and the tests we
have made do not support the thesis that, over-all, the incidence of struc-
tural unemployment has increased in importance since we last achieved high
employment. There may be some problems that seem more serious today
than earlier; but in other areas we have probably progressed.

Expansion of the economy in response to a stepping-up of the growth of
demand will not be impeded by pockets of surplus labor existing in a limited
number of categories—we have always had distressing surpluses in certain
categories, and the tax cut will not fully eliminate them. Economic expan-
sion could eventually be impeded by shortages in strategic categories of skills
and training, but the statistical evidence reveals no such shortages enroute to
4-percent unemployment.

It is difficult to believe that an economy that was able to absorb the
dramatic shifts needed to convert to war production in World War II,
and that operated at unemployment levels as low as 1.2 percent during that
war and more recently (1953) at 2.9 percent, could not move rather
readily, over the space of 2 or 3 years, to our interim target of 4-percent
unemployment.

Unsatisfied as we all must be with our Nation's achievements in educa-
tion—and with the distressing problem of school dropouts—we must not
disregard the fact that our labor force today is better educated and, as a
result, more flexible than ever before. The median level of education
among the adult male members of the labor force has risen by an astonish-
ing 50 percent since the beginning of the Second World War. New
entrants into the labor force are on the average better equipped than ever
before to respond to a changing pattern of demand. By 1966, when the
full effects of the tax cut will be apparent, the ranks of trained workers
will have been swelled by two more annual graduating classes from our high
schools, colleges, and professional and graduate schools. In each case, the
size of the groups will dwarf all previous records.3

8 For example, the projected numbers graduating from college (bachelors or first
professional-degrees) in 1964 and 1965 will be about 30 percent above the numbers
graduated in 1959 and 1960. By 1970, the estimated number will exceed 1960 by
85 percent.
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Our own recent economic history assures us of the economy's ability to
adapt to rapid change. Additional assurance along this line is found in the
experience of other countries whose systems and values are similar to our
own. During the past decade, the Western European economy has under-
gone staggering structural changes. France and Belgium have adjusted
to the decline of important mining areas, Germany to the inflow of millions
cf refugees from the East, and Italy to the problem of absorbing large
numbers of poorly educated rural migrants into urban occupations. And
all of Western Europe has adjusted to the replacement of obsolete capital,
and of productive methods often unchanged for a century or more with
machinery and methods geared to the most advanced technology in the
world. The advance of productivity has been revolutionary. During the
19505s, output per manufacturing worker increased 2^4 times as fast in
Germany as in the United States, 3 times as fast in France, and 4 times as
fast in Italy. In their adjustment to these changes the Europeans, though
they may have other advantages, did not have the advantage of a labor
force nearly as well educated, as well trained, as mobile, or as flexible as
ours.

Nonetheless, the Europeans have maintained unemployment rates con-
siderably lower than ours. After adjustment for conceptual differences,
the unemployment rate in 1960 was 1.0 percent in Germany, 1.9 percent
in France, and 4.3 percent in Italy. In Italy and Germany these low rates
represented a considerable improvement over earlier postwar experience,
and the higher Italian rate has subsequently declined materially.

The major explanation for such low unemployment rates in economies
undergoing such profound transitions lies in the maintenane of a very high
level of demand. During the 1950's the average annual growth rate in
France was 4 percent, in Italy, 6 percent, and in Germany, over 7 percent—
and both Italy and France have had even higher rates so far in the 1960's.
This experience demonstrates beyond any doubt that, under the stimulus of
adequate demand, and with the aid of active labor market policies, modern
economies are sufficiently resilient to absorb poorly educated workers, to
adapt to skill shortages, and to adjust to rapid technological change in a
manner which maintains extremely low unemployment rates. This Euro-
pean experience—which in broad outline has been matched in Japan—
reassures us that, once high and growing demand presses our capacity, we
too will adapt to rapid change and maintain our economic health.

Structural unemployment is a human and an economic problem that we
must attack by every means available. But the expansion of total demand
through tax reduction remains the crucial central element in our attack upon
unemployment.
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V. T H E RATE OF GROWTH OF PRODUCTIVITY*

VI. T H E CHALLENGE OF AUTOMATION**

In a way it is surprising how reluctant we are to embrace the higher
productivity levels and living standards which "automation" makes pos-
sible. Some of the more popular literature on the subject treats it as a new
and frightening development. But in fact, it is only the most recent aspect
of a continuing process of technological advance that dates back to the be-
ginning of the Industrial Revolution. Taking full advantage of this process,
the United States has built the most productive and most remunerative
economy in the world. Through time, brute strength has been progres-
sively replaced by simple machines, mechanical power, complex machines,
assembly lines, and today increasingly by sophisticated automatic feedback
systems. At each stage of the process individuals were temporarily dis-
placed from existing jobs, new skills were found to be needed and were ac-
quired, and total output and employment expanded as demand increased
in line with the new higher production capabilities.

Ultimately the total effect has always in the past been a higher standard
of living for almost everyone—higher pay for workers, cheaper and better
products for consumers, and larger profits for businessmen and stockholders.
On the basis of our historical experience, automation should be recognized
for what it is—an open door to a more productive economy, to higher
levels of private consumption, to more effective public services, and to
larger resources for the support of our international objectives.

Despite this historical record, it is occasionally argued that the newest
techniques are becoming so much more productive than those they replace
that we cannot possibly adjust to them as smoothly as in the past. As in-
dicated earlier, the evidence available to date does not enable us to draw
firm conclusions about the prospective rate of increase in productivity.
Yet, it is clearly possible that as the newest production techniques are in-
creasingly embodied in new capital, the future growth of productivity will
speed up.

Should this possibility be a source of concern? Rather than viewing it
with concern or alarm, we would argue that we should work as hard as
we can for faster productivity growth—indeed, it holds the key to success
of our national policies for faster economic growth and for the cost-cutting
that is essential to our international competitive position. It is a prime
objective of this year's tax bill as well as last year's special tax stimulants
to investment.

Doubts about our ability to adjust to automation seem to be based on two
questions: Can we really use the enlarged output of goods and services

*The text of this section has been deleted because the same material is covered—
using more recent data—in Chapter 3 of the Report, especially in the subsection
headed "The Trend of Labor Productivity."

**Parts of this section overlap with material contained in the text of the Report.
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made possible by a rising rate of productivity advance? Will the new speed
and character of technological change create impossible problems of ad-
justment for the labor force?

Those who raise the first question sometimes argue that we cannot possibly
consume all that the new techniques can produce—that the persistent high
level of unemployment over the past few years is evidence of "satiation"—
that the fantastic productivity of the American economy has outdistanced
the needs of the American people. What do the facts show?

First and most obvious, it is impossible to square this notion with the
persistence of poverty in the American economy. We are indeed an affluent
society, by every comparative standard. Nonetheless, even in this age of
affluence, one-fifth of American families still have annual incomes below
$3,000—that is, they live in poverty. To them, the suggestion that we are
economically satiated must seem ridiculous, if not cruel. Until our society
has met the challenge of poverty in the midst of plenty, it is in no danger of
being satiated with goods and services.

But—quite apart from the persistence of poverty—there is nothing in the
economic behavior of even the more affluent American consumers to sup-
port the satiation hypothesis. At all income levels—except perhaps in the
top 2 or 3 percent of the income-wealth distribution—the ratio of consump-
tion to disposable income is one of our most stable economic relationships.
Year-in, year-out—ever since 1950—American consumers have continued
to spend from 92 to 94 percent of their aggregate disposable income—their
income after taxes—on consumer goods and services. During this period
total income and average family income have both risen markedly; but there
is no evidence of any growing disinclination to spend a stable and high
percentage of each additional dollar of income on consumption. Even those
in the upper "middle" income groups who are already able to meet without
strain the basic requirements for food, clothing, housing, and transportation
find that they have ample, and often urgent uses, for additional incomes.
This may take the form of an improved quality or manner in which basic
requirements are satisfied—a larger house, a newer car—or it may take the
form of meeting new and different demands: longer and more rewarding
vacations, better education for one's children, better medical care, more
books and more concerts, and more expensive hobbies.

This does not, of course, rule out the possibility that—as in the past—
some, many, or even all of us will prefer to forego still higher income in favor
of greater leisure in the form of shorter hours, longer vacations, or earlier
retirements. (There are indications, incidentally, that many people find it
easier to become satiated with leisure than with income!)

In addition to unsatisfied private consumption needs, there are pressing
needs for goods and services which are ordinarily and in some cases in-
evitably provided by the public sector. Admittedly there is disagreement
as to just which of these "public goods" most need to be increased. There
are also differences of opinion as to which levels of government should under-
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take expanded activities. Nevertheless, almost all major segments of the
American community support increases in the level of one or another of such
"public" goods and services, whether they be, for example, urban renewal,
or improved health services, or better schools, or better roads and airports,
or purer water and air, or more adequate facilities in national parks. Cer-
tainly none of this bespeaks a satiated society.

In a somewhat different vein, it should also be noted that technologically
advancing societies also generate high levels of investment demand, demand
for producer goods like machines, equipment, buildings. In large part, of
course, this reflects the favorable impact of new technological developments
on the profitability of investment. During most of our history, American
business has responded to such opportunities by enlarging its investment out-
lays. Postwar Western Europe and Japan provide examples of economies
with impressive rates of productivity increase along with buoyant demand,
reflecting—more than anything else—extremely high quotas of investment.

Clearly, we need not fear that the increasing productivity associated with
even a speeded-up rate of technological progress will founder upon a con-
tradiction between our needs and our ability to satisfy them. As people con-
tinue to receive the extra incomes which our enlarging production can gen-
erate, they will also continue to use those extra incomes to buy the enlarged
output—for private and public consumption and for investment.

The second question raised about our ability to adjust to automation con-
cerns the labor force adjustments it necessitates.

If the advance of technological progress has speeded up, it is reasonable
to suppose that, as a by-product, the rate at which particular skills are
rendered obsolescent is also increasing. But a further and different point
is sometimes made, namely, that automation (in its narrower technical
sense) is shifting not merely the rate but the character of skill requirements
generated by technological change. Previously, it is suggested, technolog-
ical change simplified the work process and hence created many semi-
skilled jobs, which could be filled by workers with little training. Automa-
tion, however, reintegrates the production process and thus eliminates many
unskilled and semi-skilled jobs.

Whether this interpretation is correct is a highly complex empirical
question. Many of the jobs displaced by automation are low-skilled and
some of the jobs added are extremely high-skilled. The design and installa-
tion of automation equipment surely requires highly trained personnel.
Yet the need for these people is clearly limited, and they do not stay with
the equipment long after installation. Once in operation, the equipment
may actually diminish rather than raise skill requirements. Examples of
highly automated installations have been cited where all of the maintenance
is done by high school graduates with a fairly short trade school course in
electronic repair. High skills are required for the programming function,
but this also tends to be concentrated in the initial stages and "canned"
programs are increasingly available in some applications. A good deal
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more study and experience is needed before we can safely generalize about
the impact of automation on skill requirements for the labor force as a
whole.

Beyond the question of how automation (in the narrow sense) affects
average skill requirements lies the broader question of the impact on labor
markets of any general acceleration that may occur in the rate of tech-
nological advance. This broader question involves at least two dimensions.

A "vertical" dimension relates to the impact of speeded technological
change on the long-term rate of increase in the average educational content
of jobs. As noted repeatedly, our past rapid increase in educational levels
has both responded to and helped bring about our steady technological
advance and rising productivity. The exact nature of the complex inter-
relationships between the average educational accomplishment of the labor
force, job educational requirements, and a further speeding up of the pace
of technological advance is a matter for some speculaion. But whatever
the answer, more and better education will continue to have one of the
highest priorities among the values of American society.

The "horizontal" dimension of our question requires less speculation. We
can be certain that a speeded pace of technological change will increase the
rate of job displacement, and will require even greater attention to measures
for improving labor mobility, for training and retraining of workers, and
for an effective level of basic education to promote adaptability and flexi-
bility. The possibility of an accelerated pace of technical change thus
underscores an already powerful case for stonger labor market policies to
meet existing problems of displacement.

Our past economic growth has brought unparalleled levels of well-being
for all in our society. Today we need and we actively seek even higher levels
of productivity, to help us solve both domestic and international problems.
If, as a result of our policies to stimulate investment and improve efficiency,
or as an unexpected bonus from autonomous developments in technology,
the U.S. rate of productivity growth accelerates, we may encounter problems,
but we will reap large rewards. If we pursue appropriate policies, we can
meet the challenge of automation.

VII. CONCLUSIONS

This statement has been long and necessarily complex. But the issues
involved are of the highest urgency and significance for the economic future
of our Nation, and they are far from simple. In so characterizing them we
know we share the view of this Subcommittee, which has been so tirelessly
pursuing all aspects of this subject.

We have tried to draw our conclusions from the evidence as we have gone
along, and therefore need only pull them together here. These are our
principal conclusions:
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1. Enactment of the major tax reduction program which is now before the
Senate is a necessary condition for solution of the problems that concern
this Subcommittee. It will directly add $30 billion to total output and create
2 to 3 million extra jobs. Without the continuing lift in total demands for
goods and services that the tax program is designed to accomplish, little
progress can be expected in reducing and eliminating problems of excessive
unemployment for the Nation as a whole. Had this lift in demand been
effective in the years 1958 through 1963, it would have overcome economic
slack; achieved a considerably higher level of output of needed goods and
services; maintained unemployment rates comparable with those realized in
the years before 1957; and—in the process—reduced or eliminated our
budget deficits.

2. Although tax reduction will alleviate, it will not by itself cure, long-
standing problems of structural unemployment, of incomplete adaptation
of the structure of our labor force to the structure of demand, of regional im-
balances, and of consequent hardship, inequity, and inefficiency. The need
to attack these problems stems, first, from our concern to alleviate un-
necessary human distress. Second, it stems from the desire to convert un-
productive and unwanted idleness into productive employment, so that we
can increase our output of needed goods and services even beyond the poten-
tial output associated with our interim target of a 4-percent rate of unem-
ployment. And third, if the rate of technological displacement of workers
is in the process of accelerating, it will need to be matched by a similar
increase in the mobility and adaptability of our labor force.

This Administration has placed high priority upon measures to accelerate
our productivity gains—through the stimulation of investment by tax meas-
ures, the improvement of technology in lagging sectors of the civilian econ-
omy, and in other ways—with the urgent purpose of improving the com-
petitive position of American producers in world markets and of stepping
up our long-term growth rate. It has promoted policies designed to realize
the benefits of maximum productive efficiency—policies which may require
shifts in our resource use and consequent displacement of labor.

It would be irresponsible not to complement these policies with others
designed to facilitate the transfer of resources and to ease necessary burdens
of adjustment—as, indeed, was done in the "adjustment" provisions of the
Trade Expansion Act.

Without attempting to be comprehensive, we can indicate some of the
important channels of attack on structural problems:

—improved labor market information services;
—improved guidance and placement services;
—improved programs of apprenticeship;
—strengthened programs to reduce discriminatory hiring and employ-

ment practices by race, sex, or national origin;
—expanded and more effective programs of vocational education, gen-

eral adult education, and retraining;

188

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



—basic improvements in the quality of our educational system at all
levels;

—measures to enlarge educational opportunities for children of low in-
come families and minority groups;

—programs to assist the geographical movement of workers;
—expanded policies to strengthen the economic base and to speed the

economic growth of distressed communities and regions.
The tax cut and other measures to expand total demand are no substitute

for policies like these; while these policies, in turn, are no substitute for a
tax cut. Yet a more vigorous expansion of demand will release forces that
will powerfully aid in the solution of structural problems. The existence
of a stronger demand for labor will by itself strengthen the incentives for
workers to undertake training or retraining and for employers to help pro-
vide it; will attract workers to move to the places where jobs are plentiful
and stimulate employers to assist such movement; will ease the financial
burdens on local communities in undertaking improvements in their educa-
tional systems; will reduce discriminatory practices both by employers and
by unions; and will increase the effectiveness of the free-market price sys-
tem in encouraging appropriate adjustments of both labor supply and labor
demand, the need for which is now partly obscured by slack markets.

3. Important as is the attack on structural problems, we need not fear
that structural obstacles will block a healthy expansion of jobs and out-
put resulting from the tax cut. The feasibility of our 4-percent interim
target assumes not some newly perfected system of labor market adjust-
ment but the labor market as it exists today with its present adjustment
mechanism. Possible and desirable improvements in our labor market ad-
justment processes can smooth and accelerate achievement of the interim
target. And they can permit us to penetrate beyond it to even lower un-
employment rates. But it is on demand stimulus that we must rely to get
to the provisional 4-percent objective.

4. There are hopeful hints in the most recent evidence that we may be
achieving a somewhat higher rate of average productivity growth than in
the past, although it is too early to be sure. If our potential output per
worker should grow more rapidly in the future than in the past, it would
mean that an even more rapid expansion of total demand would be re-
quired to reach and maintain reasonably full employment of the labor force.
But we see no basis for fears that our wants and needs are already satiated,
or that total spending will fail to rise with potential output and thus thwart
faster expansion. It is true that demand does not automatically adjust, year-
by-year, to the growth of potential output. But there is no reason to suppose
that demand is more likely to be deficient when potential output is more
rapidly growing, than when growth in potential output is less dynamic.
On the contrary, the conditions that are conducive to faster productivity
growth are also conducive to more rapid expansion in private demands.
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Instead of fearing an accelerated growth of productivity, we should and
do seek it

—to achieve more fully our private and public domestic economic goals;
—to help us correct our balance-of-payments deficit;
—and to raise the standard and quality of life for all of our citizens.
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