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Mr. Proxmire, from the Joint Economic Committee, submitted the
following

R E P O R T

together with 

STATEMENT OF COMMITTEE AGREEMENT, 
M INORITY AND OTHER VIEWS

[Pursuant to sec. 5(a) of Public Law 304, 79th Cong.]

[ N o t e .—Representative Hale Boggs states: “As a member of the Ways and 
Means Committee, I reserve my judgment on those parts of the report dealing 
with questions of fiscal policy.” ]

( 1 )

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



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



S T A T E M E N T  O F  A G R E E M E N T  B Y  M A J O R IT Y  A N D  M IN O R IT Y  
M E M B E R S  O F  T H E  J O IN T  E C O N O M IC  C O M M IT T E E

Members of the Joint Economic Committee agree generally on 
certain conclusions resulting from the recent hearings on and considera­
tion of the President's Economic Report. These are listed below with 
the added observation that they are not meant to be exhaustive and 
that there are, indeed, many other points of general accord. All of the 
issues of general agreement are highlighted in both the report of the 
majority members and that of the minority members, which follow this 
statement.

1. An urgent need exists for concerted congressional and executive 
department action to tighten control of Government expenditures 
and increase economy and efficiency in spending, based on an objective 
comparison of goals, alternatives, benefits, and costs. An assessment 
of priorities among public expenditures remains an urgent task for both 
the administration and the Congress.

2. In order for Congress to intelligently judge priorities and the 
desirability of the budget program, the Federal budget must include 
program projections for at least several years into the future.

3. Reform of the Federal tax system should be an important ob­
jective of public policy in order to broaden the tax base, improve 
equity, and contribute to economic growth.

4. Monetary policy should aim for a growth in the money supply 
roughly consistent with the projected rate of increase in real economic 
growth. While monetary policy must have some flexibility, the promo­
tion of stable growth requires the avoidance of large and sudden policy 
shifts.

5. More effort is needed to develop specific measures to promote 
greater wage-price stability, including an examination of the impact 
of Government regulatory and procurement policies, the reduction of 
inflationary pressures on the supply side, and the encouragement of 
policies to raise productivity in the private sector.

6. The close link between rural and urban poverty requires more 
emphasis on the development of rural America. This should include 
improving the opportunities for rural people for off-farm employment 
within their locality and providing education and training on a par 
with that available in urban areas.

7. In the field of international trade and finance, there is general 
accord on the following conclusions:

(a) The United States must reduce its balance-of-payments 
deficit sharply and quickly, to" strengthen world confidence in the 
dollar.

(b) The United States should not increase the price of gold.
(c) There is an urgent need for prompt ratification and activa­

tion of the IMF amendments creating the new special drawing 
rights.
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(d) A danger exists that the world will retreat into a regionally 
divided and mercantilist system that will turn its back on the 
advantages of an open international economy.

(e) If the mandatory controls on foreign direct investment are 
prolonged, they will do critical damage to our international 
position.

(jO The program to tax U.S. foreign travel is too restriction­
ist in principle, likely to encourage widespread evasion, likely to 
lead to retaliation, and unlikely to realize its objective.

(g) The United States needs an affirmative trade policy to fill 
the void left b y  the conclusion of the Kennedy Round.

(h) The United States should do all in its power to persuade 
the Common Market to drop the system of border taxes and 
rebates and demonstrate our own readiness to cooperate in making 
the border tax system a thing of the past.

(i) Longrun action to correct the U.S. balance-of-payments 
problem must be concentrated on reducing Government expend­
itures abroad and increasing our trade surplus.
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R E P O R T  O F  T H E  JOINT E C O N O M I C  C O M M I T T E E  O N  T H E
J A N U A R Y  1968 E C O N O M I C  R E P O R T  O F  T H E  PR ES ID EN T

IN T R O D U C T IO N

Last year we pointed out that the challenge facing economic 
policymakers had shifted from that of achieving high employment to 
managing it. The same situation prevails now; today's problems clearly 
parallel those of a year ago. Then, prices were rising too rapidly; our 
balance of payments deficit was a matter of continuing concern; and 
high interest rates and tight money were jeopardizing the health 
of our housing industry.

In his 1967 Economic Report, the President recommended a surtax 
of 6 percent on individuals and corporations to alleviate demand 
pressures and permit an easing of money. This committee was not 
convinced of the need for this tax at the time. With the advantage of 
2 additional months to view the economy, the committee, in its 
report, concluded that the case had not yet been made for a tax rise.1 
In retrospect, we believe that our position was justified by subsequent 
events. In the first half of 1967, the growth rate of the economy 
lagged at a disappointing rate of 1 percent, and industry operated, 
well below capacity. This unimpressive performance record, which 
persisted in spite of a large Federal deficit and other expansionary 
elements, was a persuasive factor in the Congress’ decision to reject 
the surtax proposal.

Once again, the Congress is asked to adopt a similar surtax proposal 
at a 10-percent rate. The President's report stresses and the committee 
finds that there are several expansionary factors:

• Our growth rate has risen to 4}^ percent in the second half of 
1967;

• The deficit in the Federal budget would be $18 billion for the 
fiscal year 1969, in the absence of a tax increase, on top of a $20 
billion deficit for fiscal 1968;

• The rate of increase in prices and wages has stepped up;
There is a danger of a credit crunch similar to that which affected

us in middle 1966; and our balance-of-payments difficulties are 
even more severe since the devaluation of the pound.

Accentuating the expansionary factors in the economy is the possi­
bility of a substantial escalation of the Vietnam war, with the attendant

1 Representative William S. Moorhead states:
“Last year’s Joint Economic Report was filed in March 1967 and the adminis­

tration did not send up the tax bill until August. In March the committee con­
cluded that a case has not yet been made for a tax increase. But the committee 
unanimously agreed that on this issue ‘The Congress should remain flexible.’ By 
August I believe the case for a tax increase had been made. Today I believe that 
case is still valid. However, in view of the fact that it may be several months 
before the issue is actually presented for a vote, I believe that the committee 
should at least advise the Congress to ‘remain flexible’.”
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increase in the budget. At the same time, the massive unmet needs of 
our cities represent a potential demand on the Federal budget that 
cannot be overlooked.

But there are impressive negative factors that raise serious questions 
about the boom that is predicted by the administration. Neither the 
President’s report nor that of the Council of Economic Advisers 
gives adequate heed to these points:

• Capacity utilization in manufacturing is approximately 85 
percent;

• Surveys of capital spending intentions in 1968 show very moderate 
increases which, when corrected for price rise, hardly exceed last 
year’s levels;

• Consumer saving continues high and consumer expenditures 
moderate;

• There are 3.3 million unemployed workers actively seeking work, 
an additional 2.1 million who, for economic reasons, are working 
only part time, and many others who are not seeking work 
because they feel there are no jobs for them.

• The agricultural sector of the economy suffered setbacks in 1967 
and could easily absorb a substantial rise in the demand for food;

• There is a good possibility that the rate of growth will decline 
in the second half just when the recommended tax increase would 
start to become effective.

The dominant questions facing economic policymakers for 1968 are.’ 
First, how much overstimulation and inflation are we willing 
and prepared to tolerate, or, to use an economist’s phrase, “trade 
off,” against what level of unemployment?
Second, how can we manage public expenditure, taxation, mone­
tary policy, price and income relationships so as to get the 
maximum from our economy with a minimum of interference 
with individual freedom of choice?
Third, what must be done to bring our foreign accounts into 
balance?

Decisions facing the Congress in meeting these objectives are likely, 
we believe, to have larger consequences, both long and short run, 
than any we have faced since the Employment Act became law 22 
years ago. The future of our balance of payments and, hence, the 
international standing of the dollar; the slowing down of our acceler­
ating wage-price spiral; the attainment of equilibrium in our domestic 
economy so essential to the maintenance of full employment and a 
high growth rate; the solution to the urgent social and economic 
maladjustments of our cities and many of our rural communities; all 
of these are at stake in the decisions we must make in the weeks ahead.

Because of the mixed portents and great uncertainties concerning 
the future, the committee is strongly of the opinion that the current 
problems of the economy require continuous examination throughout 
the year and iwe therefore intend to maintain continuing review of 
economic policy with particular emphasis on such questions as the 
need for a tax increase, the operation of monetary policy, the need 
for wage-price restraint, and the urgency of achieving better means 
of adjusting priorities in Federal expenditures. We are mindful that 
the Employment Act of 1946 calls upon the Federal Government, 
State and local governments, industry, labor, and agriculture to co-
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ordinate their efforts to attain full employment, economic growth in 
line with our real potential, and the maintenance of the purchasing

fiower of the incomes of our citizens and the value of their savings, 
n evaluating economic programs, the committee will concern itself 

not only with the effects of Congress’ decisions upon events in the 
current year 1968, but also their consequences for the stability and 
growth of the economy over the years ahead.

In this report to the Congress, under section 5(b)(3) of the Employ­
ment Act, the Joint Economic Committee has weighed the conse­
quences of alternative policy strategies for the longer future as well 
as for the current year.

While recognizing the many paradoxical elements in the economy 
and the possibility of further upward pressures, the committee has 
decided against making a recommendation 011 a tax increase at this 
time. We are not convinced that the vigorous boom that the adminis­
tration anticipates will, in fact, materialize. The aforementioned 
negative factors certainly cause the objective analyst to hesitate in 
accepting that prognosis. Moreover, there is evidence that the effect 
of the tax increase will not be felt until the predicted boom has waned, 
thus adding an element of counter-productiveness to the proposed 
increase. Moreover, the presence of a strong cost-push element in 
wage-price movements raises questions as to the efficacy of a tax 
increase, at least for the year ahead, in mitigating price increases. 
At the same time, it is recognized that the possibilities of increase 
in military outlays and in urban requirements may cause the budget 
to exceed the levels projected in the President’s Message.

In the following pages, the committee’s position on the economic 
outlook and major aspects of policy are stated in detail. There are a 
number of issues that we consider most important to public policy; 
but there are three overriding needs that dominate the outlook.

F ir s t , th e re  is  th e  n ee d  fo r co n ce rte d  c o n g re ssio n a l an d  
e x e cu tiv e  d e p a rtm e n t e ffo rts to co n tro l G o v e rn m e n t sp e n d ­
in g . T h e  e x p e n siv e  w ar in  V ie tn a m  a n d  th e  in c re a s in g ly  
u rg e n t d o m e stic  n e e d s fo r s o c ia l a n d  h u m a n  re so u rce  
d e ve lo p m e n t a cce n tu a te  th is  re q u ire m e n t.

Economy and efficiency should always be a prime objective of gov­
ernment operations. This is particularly the case at the present time. 
Approximately 20 percent of national income flows through the Fed­
eral Government’s hands. There are serious imbalances in program 
evaluation. We are far short of the attainable goals proposed in our 
last annual report. Assessment of priorities in public expenditure 
remains an urgent task for both the administration and the Congress.

S e co n d , th e re  is  th e  n e e d  fo r a  w a g e -p ric e -in c o m e  p o lic y .
T h is  co m m ittee la s t y e a r d evo te d  a  la rg e  se ctio n  o f its  
re p o rt to th e  n e e d  fo r g u id e p o sts in  w age a n d  p rice  d e c is io n ­
m a k in g . T h is  is  a n o th e r p ro b le m  th a t 1968 in h e r its  from  
1967. T h e  n ee d  fo r ad a p ta b le  an d  e ffe ctive  sta n d a rd s to 
in flu e n c e  th e  b e h a v io r o f m a rk e t p a rtic ip a n ts  is  m ore u rg en t 
th a n  e v e r in  v ie w  o f th e  c o n tin u in g  a n d  g ro w in g  th re a t o f 
c o st-p u sh  in fla t io n .

T h ir d , th e  w o rld  eco n o m y is  co n fro n ted  w ith  th e  m ost 
s e rio u s  c r is is  o f th e  p ast tw o d e ca d e s. C o n tin u e d  p ro sp e rity
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a n d  g ro w th o f w o rld  tra d e  an d  in te rn a tio n a l e x ch an g e  a re  
a t sta k e . W e  fa ce  a  d a n g e r o f re tre a t th ro u g h  re s tric t io n  
a n d  re ta lia tio n  in to  a  re g io n a lly  d iv id e d  a n d  m e rc a n tilis t ic  
w o rld  th a t w ill tu rn  it s  b a c k  on th e  e co n o m ic  b e n e fits  o f a n  
open sy ste m . T h e  U n ite d  S ta te s  m u st re d u ce  it s  b a la n c e - 
o f-p a y m e n ts d e fic it  s h a rp ly  a n d  q u ic k ly , th u s  d e m o n stra tin g  
th a t th e  U .S . d o lla r ca n  be re lie d  up on  to  p la y  it s  u n iq u e  p art 
a s  a  re se rv e  a n d  tra d in g  c u rre n c y  in  a  w o rld  m o n e ta ry  sy ste m  
th at h a s  good h o p es o f e v o lv in g  in to  a n  in te rn a tio n a l o rg a n i­
za tio n  fo r th e  o rd e rly  c re a tio n  o f in te rn a tio n a l m o n e ta ry  
re s e rv e s .
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E C O N O M I C  O U T L O O K  A N D  FISCAL POLICY

The economic indicators reveal a mixed picture. Some point to 
further expansion or even overexpansion; others to stability or decline. 
The underlying pattern appears to be one of substantial strength. 
This outlook is based on the assumption that the budget estimates, 
presented in the administration’s budget, will not be increased for new 
program needs either by the administration or the Congress.

Purchases of goods and services in 1968 by Federal, State, and local 
governments are expected to rise between $14 and $16 billion over 
the level of 1967. Purchases by State and local governments rose $8 
billion in 1966 and $10 billion in 1967; there is no sign of slackening, so 
the rate of increase in 1968 should be at least in the $8 to $10 billion 
range. Federal purchases are expected to rise about $6 billion over 
1967 levels if advances are in line with the budget projections.

Recent events at home and abroad make it clear that holding to the 
budget’s spending projections will not be easy. While it is clear that 
Congress will make efforts to reduce nonessential spending, at the 
same time rising prices and wages are daily adding to Federal costs. 
Requirements under more or less fixed programs, such as social secu­
rity benefits, veterans’ payments, etc., are rising; and, abroad, the 
demands of the Vietnam war and expenditures to strengthen our 
other Asian allies are likely to cause the defense budget to increase.

In the private sector, a majority of projections of business invest­
ment suggests rises of $3 to $5 billion over the 1967 level, most of this 
representing price increases. The fact that capacity utilization in 
manufacturing continued at the low rate of 85 percent in January, 
and the Federal Reserve index of industrial production declined in 
January after a very unimpressive performance in 1967, would not 
appear to augur well for an increase in investment, although obviously 
prospects could change quickly.

Inventory accumulation may not average much more in 1968 than 
last year when it was weak. The prospect of strikes during the year 
have probably stimulated some additional forward buying, but this 
factor should abate within a few months.

According to most projections, housing probably will not exceed 
1% million starts, which would involve an aggregate expenditure of 
approximately $30 billion, which is far from extreme. There can be 
little doubt that the rising level of disposable income and increases in 
population could produce a demand for 2 million units or more a year, 
if activity were not restricted by the tightness of credit and high 
interest rates, as well as the rising construction costs.

Consumers have been encouraged by events of the past 2 years to 
raise their savings rate to the highest level since the Korean mobilization. 
The drain of young men into the Armed Forces, the restrictions on the 
availability of credit, high interest rates, and sharply rising prices 
provided incentives to consumers to restrain their borrowing and to 
forego the purchases this borrowing would finance. The low level of 
consumer borrowing has been reflected in the higher savings rate and

( 9 )
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consumer spending has definitely not been strong. Obviously it could 
change, but such a development has not been indicated as yet in any 
way that we can discern.

As we see it, the major indicators do not portend overheating. 
Rather it is the possibility that these elements may “ take off' on an 
upward course in the near future that constitutes the basic case for a 
tax increase. Actually, many experts expect a moderation in the rate 
of growth in the second haft of the year, due to a decline in forward 
buying of steel and other inventory accumulation, the catching up of 
automobile sale's and production after last summer's strike, and the 
fact that social security and minimum-wage legislation will no longer 
be adding to the increase in income as they now are in the first half.

U n c e rta in tie s  in  th e  p re se n t e co n o m ic s itu a tio n  at hom e 
a n d  a b ro a d , th e  e v id e n c e  o f co n ce rn  ab ro a d  ab o u t o u r 
b a la n c e  o f p a ym e n ts s itu a tio n , a n d  th e  m a n y  u n k n o w n s co n ­
c e rn in g  fo re ig n  a ffa irs , p a rt ic u la r ly  in  re g a rd  to V ie tn a m  an d  
K o re a — a ll th e se  su g g e st th e  n e e d  fo r c a u tio n  a n d  c a re  in  
th e  d e s ig n in g  o f f is c a l p o lic ie s  fo r th e  y e a r a h e a d . W e  m u st 
be p re p a re d  fo r th e  e v e n tu a lity  th a t d e fe n se  sp e n d in g  m a y 
r is e  s ig n ific a n tly  ab o ve th e  b u d g et p ro p o sa ls, a s  w e ll a s  fo r 
th e  h ap p y co n tin g e n cy  th a t te n s io n s m ig h t e a se  an d  p eace 
n e g o tia tio n s b e p o s s ib le .

We must be prepared for the possibility that the economy may 
turn out to be stronger or weaker than now expected, as well as the 
possibility that the balance-of-payments problem may not be im­
proved, even in the short run, despite the mandatory controls over 
foreign investment and the proposed taxes on tourism. While we 
must be alert as the year progresses and prepared to act quicklv if 
the situation changes, we can and should take action on the budget 
on the basis of what we now know and can reasonably anticipate.

The President's budget anticipates total outlays of $186.1 billion 
in fiscal 1969, an increase of $10.4 billion over fiscal 1968. On the 
assumption that the proposed surtax and other tax measures could be 
enacted in time to be effective by April 1, revenues were projected at 
$178.1 billion, an increase of $22.3 billion over the current year. If 
a surtax is not enacted, the revenues would be lower by something less 
than $10 billion. But it can be assumed that if the tax is not enacted, 
levels of income and therefore tax yields will be higher. The deficit 
in such case would be substantial, probably close to $20 billion for the 
calendar year. The existence of so large a Federal deficit at high levels 
of employment quite naturally gives grounds for concern to all mem­
bers of the committee.

A p p ro x im a te ly  $ 3.4 b illio n  can  a n d  sh o u ld  be ra is e d  b y  
ad o p tin g  th e  proposed e x te n sio n  o f e x c ise  ta x e s, a c c e le ra tio n

. o f co rp o rate ta x  p a ym e n ts, a n d  a llie d  u se r ch arg e  p ro p o sa ls, 
a s  re q u e ste d  in  th e  P re s id e n t’s  b u d g e t.

There seems little reason to quarrel with the proposals of the 
President that present excise tax rates should be extended beyond 
their terminal date, April 1, 1968; that corporate tax payments should 
be accelerated further to bring them into line with the rules governing 
individuals; and that certain user charges be adopted. We are pleased 
to note the prompt action by the Ways and Means Committee of the
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House, and we hope that these measures will proceed to final enact­
ment promptly.

E ffo rts  a re  u rg e n tly  n e c e s sa ry  to tig h te n  co n tro l o ve r the 
e x p e n d itu re  s id e  o f th e  b u d g e t, to in c re a s e  econom y an d  
e ffic ie n c y  in  g o ve rn m e n t, an d  to e lim in a te  o bso lete o r low  
p r io r ity  ite m s .

Over the years, this committee has warned repeatedly of the need 
for economy and efficiency in government, for the establishment of 
priorities, and for the application of appropriate standards for com­
parison of costs and benefits as a guide to expenditure programing 
to weed out the less desirable programs.

The Federal Treasury is faced with continuing high demands for 
the conduct of the Vietnam war; the level is now estimated at over $32 
billion a year. At the same time, it is faced with great unmet needs 
to rehabilitate our cities and improve the social health of our society. 
Over one-fifth of the Nation’s income passes through the Federal 
Government's hands. Unless we achieve a more rational system for 
evaluating public expenditures, our economy will inevitably run the 
risk of lower growth and imperfect resource allocation.

T h e re  co n tin u e s to be a n  u rg e n t n ee d  fo r re v is io n  o f the 
F e d e ra l re v e n u e  stru ctu re  to b ro ad e n  th e  ta x  b a se , to 
im p ro v e  th e  fa irn e s s  o f o u r ta x  la w , a n d  to co n trib u te  to 
ste a d y  e co n o m ic g ro w th . T h e  u rg e n c y  o f d e a lin g  w ith  im ­
m e d ia te  ta x  a n d  e x p e n d itu re  p ro b le m s sh o u ld  not be allo w e d  
to d iv e rt u s  fro m  re m o v in g  lo n g sta n d in g  in e q u it ie s  fro m  th e 
ta x  s tru c tu re . In d e e d , in  th e  lo n g e r ru n , no fis c a l p o lic y  can  
su cce e d  u n le s s  th is  is  a c c o m p lish e d .

Tlrs committee has been urging the Congress to proceed with reform 
of the tax structure ever since the pioneering studies of Federal tax 
policy by our Subcommittee on Fiscal Policy over a decade ago, under 
the chairmanship of the distinguished and able Congressman from 
Arkansas, the Honorable Wilbur Mills. Some progress has been made, 
but every student of tax questions is agreed that grave inequities 
still exist in the Federal tax structure and that many aspects of our 
tax system are not conductive either to economic stability or to growth. 
Despite other pressing matters of short-term tax and expenditure pol­
icies, we must not lose sight of this longer term objective of revenue 
reform. There can be little doubt that much of the objection to using 
the tax system in emergencies stems from the manifest inequities 
in the present tax structure that permit innumerable individuals with 
very high incomes to escape with little or no tax payments to the 
Federal Government. Strong support for a reasonable balancing of the 
Federal budget cannot be expected if tax revision is not achieved in 
the foreseeable future.

There is an imperative need foi* more systematic procedures for 
comparing alternatives as to their costs and benefits and for estab­
lishing priorities on this basis. The newly adopted technique, called 
plannmg-programing-budgeting, would go a long way toward meeting 
this objective. This system has been used in private business, in the 
Department of Defense, in some city and State governments, and, to a 
lesser extent, in some other agencies. Up to now the Federal Govern­
ment has lagged in demanding a thoroughgoing application of this

11

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



technique, which should enable Congress more fully to exercise its 
constitutional authority over the purse.

The committee's interest in such improvements in Government 
control over expenditures goes back many years. In 1957, the Sub­
committee on Fiscal Policy conducted extensive hearings, compiled a 
compendium, and submitted a report, considering among other 
subjects the use of cost-benefit analysis and discount rates in the 
evaluation of Federal programs. In 1962-63, the Subcommittee on 
Economic Statistics carried out a detailed study of the Federal 
Budget as an Economic Document. In the fall of 1967, the Subcom­
mittee on Economy in Government held hearings on the more recent 
developments in PrBS, increased departmental and agency awareness 
of program objectives, and alternative means of attaining them.

There is promise of substantial improvement in Government 
efficiency and economy, but much progress is yet to be made. More 
work must be done in defining national objectives and finding means 
to calculate appropriately the costs and benefits from alternative 
programs. In particular, the discount rates used to judge economic 
feasibility of programs must reflect the rate of return a given amount 
of resources would earn if employed in the private sector or as a min­
imum cover the cost to the Treasury of borrowing funds. Either of 
these standards represents a far cry from present practices.

In October 1967, the President's Commission on Budget Concepts 
made public its report giving the results of its thorough and objective 
review of the way in which the budget of the Government of the 
United States is presented. The Commission recommended reforms in 
the presentation of the budget to bring about a single unified presenta­
tion of expenditures, receipts, and financial transactions. In the 
January 1968 budget document, all but two of these recommendations 
were incorporated for the first time. It was announced that work on 
incorporating the remaining two recommendations within the next 
couple of years will go forward as soon as preliminaries are completed.

We commend the President, his Commission, and the Bureau of 
the Budget for the report and its use in the budget document this 
year. This is a notable improvement in the presentation of the Govern­
ment's fiscal plans to the Congress. It accords with earlier recom­
mendations of this committee, particularly those contained in our 
report, “The Budget as an Economic Document.” The combi­
nation of an improved presentation of the choices implicit in the budget 
document with the adoption of PPBS techniques for evaluating pro­
grams should substantially advance both the cause of effective con­
gressional control over expenditures and the achievement of maximum 
economy and efficiency in government.

We regret that so far the administration shows little inclination 
to adopt another recommendation of this committee, that the budget 
include program projections for several years into the future. Congress 
cannot intelligently judge priorities in the budget nor the desirability 
of the budget program if it does not have authoritative projections of 
where current decisions are leading over the next several fiscal years. 
We believe this is an official function of government to be performed 
in the regular process of preparing the budget. We understand many 
of these projections now are prepared in the various executive agencies 
and we see no reason why Congress should not have the use of their 
presentation on a regular basis in the budget document. The com­
mittee strongly urges the administration to adopt this practice in its 
presentation next year.

12

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



The President’s Economic Report, predicated as it is on the need 
for restraint of an economy growing at a pace “too fast for safety/’ 
tells us that “high interest rates and tight money can restrain the 
economy and will do so if fiscal policy fails to do so.” [Emphasis 
supplied.] The memory of 1965 and 1966 is too recent to leave anyone 
in doubt about the all too obvious truth of the first part of that 
statement. We hesitate, however, to accept as unqualified the com­
mitment implied in the latter part of the statement. In similar vein, 
the Council of Economic Advisers says, “ If there is no tax in­
crease * * * it is certain that the expansion of demand would be 
checked to some degree by credit restraint.” [Emphasis supplied.] 
The country is seemingly offered a surcharge on taxes or a surcharge 
on interest rates, on an “or else” basis.

In the past this committee has criticized the frequent failure of 
effective coordination in the use of the Government’s stabilization 
tools; but we are concerned now lest such language from the President, 
and his advisers, and repeated in the press, be taken too readily as a 
tight money directive by a monetary authority understandably eager 
for outside encouragement in the stabilization task which an easy 
fiscal policy has thrown upon it.

T h is  co m m ittee la s t y e a r v ig o ro u s ly  re je c te d  a n y  n o tio n  
th at r e lie f  fro m  e x c e s s iv e ly  tig h t m o n e y sh o u ld  d e p e n d  o n 
a  ta x  in c re a s e . N ow  w e fin d  it  n e c e s s a ry  to re ite ra te  th a t 
w a rn in g .

It is agreed, of course, that fiscal and monetary policies— the 
Government’s principal stabilization tools— need to be coordinated. 
This is no time to forget, however, that the timing and degree of 
monetary ease or restraint should be guided by the unfolding health 
of the economy, recognizing the frailty of economic forecasts, the 
changing needs of the international situation, and the special case 
of housing and State and local finance, rather than be guided alone 
by the state of the Federal budget. So long as the monetary authorities 
cpntinue to depend upon the “feel of the market” as a guide to 
monetary policy, one of its chief virtues is its flexibility. We think 
it far better under the circumstances to keep our monetary options 
open, rather than accept them as prejudged and closed.

Furthermore, it seems quite clear that neither monetary nor fiscal 
policy, alone or together, is the sole instrument of economic policy. 
As indicated below, wage-price guidelines can and should be made 
more effective. Measures already developed to insulate housing and 
small business from an oppressive interest rate structure should be 
maintained and strengthened. Finally, we ought not rule out the 
possibility that the Nation, albeit reluctantly, may elect to adopt 
selective controls of some sort if the credit situation or rate of price or 
wage increase should become intolerable. We hope that the Federal
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Reserve System and the administration have formulated plans to 
cope with contingencies of this sort.

At present, interest rates— in spite of some softening around mid­
year 1967 and since mid-December— are still hovering around the 
levels of a year and one-half ago when the country was struck by the 
so-called credit crunch, in which long-term rates reached peak levels 
for this century. Although home mortgage credit is currently reported 
to be somewhat more readily available, the yield on FHA new home 
mortgages was 6.81 percent at the beginning of 1968— the same as it 
had been a year earlier.

With interest rates at these levels and the housing industry strug­
gling to maintain the pace of its recent hesitant recovery, it is not 
surprising that fears continue to haunt us of a serious credit shortage, 
similar to that experienced during the summer of 1966.

This concern îs based primarily upon the possibility of two devel­
opments. The first is that corporations may again besiege the money 
markets leading to another round of rapid “ disintermediation” as 
depositors withdraw funds from savings and loan institutions to invest 
directly in high yielding marketable securities. The committee was 
given reassurance on this score by expert evidence presented at our 
hearings that the total net increase in corporate bonds this year is 
expected to be about $11 billion, compared with a record $15 billion 
in 1967. There are two main reasons for this expected reduction: (1) 
corporations undoubtedly stockpiled funds last year to some extent 
in anticipation of a credit squeeze; and (2) corporations are likely to 
rely more heavily this year on borrowing from the commercial banks 
in anticipation of a decline in corporate bond yields in the latter part 
of the year.

The second concern is that if inflationary pressures should lead the 
Federal Reserve to reverse suddenly its course in expanding the 
money supply, the likely first victim would be the mortgage insti­
tutions because of the superior ability of commercial banks to compete 
for scarce funds. On this point there is comfort in the statistics indi­
cating that the thrift institutions are in a much better financial 
condition today than they were at the time of the last money pinch. 
By the end of December 1967, federally sponsored savings and loan 
agencies had recovered from the crunch and reduced their debt to the 
home loan banks from $6.9 billion 1 year earlier to $4.4 billion, and had 
at the same time built up reserves of cash and U.S. Government 
securities to $12.7 billion, more than $1.6 billion higher than a year 
before. Combined share capital and deposits of savings and loan 
associations and mutual savings banks were nearly $16 billion larger. 
In addition to greatly improved liquidity, the thrift institutions have 
learned by experience and have devised new and more effective instru­
ments to compete for and hold thrift and savings funds.

Perhaps even more important are the increased powers given to the 
regulatory agencies in September 1966 for fixing ceiling rates for 
interest paid on time and savings accounts in various types of insti­
tutions. Hopefully the regulatory authorities are, as a result, better 
able to cope with the threat of “ interest-sensitive hot money” being 
caught up in an outward flow from deposit-type institutions. 
Obviously, it is in the public interest, and we are sure that the regula­
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tory agencies will set the differentials so as to offset any impairment 
of the savings and loan institutions1 capacity to supply funds to the 
important housing industry.

Finally, the Federal Reserve, under legislation enacted in last 
year’s crisis, is now empowered to purchase obligations of the Federal 
National Mortgage Association and the Federal Home Loan Banks to 
bring about a reduction of interest rates on home mortgages. Reports 
of both the House of Representatives and the Senate on this legisla­
tion contain clear expressions of legislative intent that the Federal 
Reserve Board should assist the housing market by making such pur­
chases in meaningful amounts whenever homebuilding is unduly re­
tarded by overall monetary stringency. In spite of this directive, the 
Board has thus far seen fit not to take action designed to stem the 
diversion of funds from the housing sector.

W e  re co m m en d  re n e w a l o f th e  a u th o rity  g iv e n  to th e  F e d ­
e ra l R e se rv e  to p u rch a se  a n d  h o ld  o b lig a tio n s  o f th e  F e d e ra l 
N a tio n a l M o rtg ag e A sso c ia tio n  a n d  th e  F e d e ra l H o m e  L o a n  
B a n k s  a n d  stro n g ly  u rg e  th a t th e  F e d e ra l R e s e rv e  u se  t h is  
a u th o rity  co n siste n t w ith  c o n g re ss io n a l in te n t.

Analysts, basing their views on an apparent decline in free reserves 
in recent weeks, have read signs that the monetary authorities have 
already shown an inclination toward a less easy policy. This view 
has subsequently been confirmed by release of the record of policy 
actions taken at the Open Market Committee meeting on December 
12, 1967. The policy directive was altered to call for open market 
operations “conducive to resistance of inflationary pressures and 
progress toward reasonable equilibrium in the country’s balance of 
payments.” Discussion at the meeting, as reported, stressed that the 
decision was made to move only “slightly” toward firmer conditions 
reflecting, in part, concern about the possible adverse effects of higher 
interest rates on financial intermediaries. While it may be no more 
than a rhetorical change in emphasis, it is significant that the new 
directive, concentrating on inflationary pressures, omits reference 
to the objective of fostering financial conditions “conducive to 
sustainable economic expansion” which had appeared in other recent 
directives, along with language noting the need for reasonable price 
stability.

There are some who will say that a policy of less ease is long over­
due, but it is only prudent to recognize that tightening should proceed 
cautiously. In view of the large increases in the money supply in 
1967, it seems clearly wise, under present circumstances, to reduce 
the rate of increase in money. But if tightening is overdone, as was 
the case in 1966, it will be harmful. We must use the brakes, but 
learn also to sense their power to stall all progress.

As indicated in the preceding “Outlook” section, industrial produc­
tion edged off in January. And, while Federal spending will remain 
stimulative, the President reminds us that the rate of Federal spending 
has not been growing rapidly since mid-1967 and, barring increased 
defense needs, will not increase rapidly in the next year. Moreover, the 
consumer sector, the Council of Economic Advisers tells us, is “clearly 
an area of particular uncertainty.” The savings rate has been un­
usually high, and consumers are still spending cautiously.
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A ll o f th is  b r in g s  u s  to a  re ite ra tio n  o f th e  re co m m e n d atio n  
in  la s t y e a r’s  re p o rt th a t in  in c re a s in g  th e m o ney su p p ly , m o n ­
e ta ry  p o lic y  sh o u ld  m o ve in  th e  d ire c tio n  o f a  m o d erate  an d  
ste a d y jo g  in s te a d  o f in  a lte rn a te  sp rin ts  an d  re s ts  an d  
th e re b y  a v o id  th e  d is ru p tiv e  effe cts o f w id e  sw in g s. S u d d e n  
ch a n g e s in  th e  m o n e y su p p ly  h av e  c le a r ly  g ive n  r is e  to in ­
s ta b ilit ie s  in  th e  e co n o m y.

The Nation's money stock, measured by private demand deposits 
plus currency held by the public, has increased at the annual rate of 
7.3 percent since a year ago, in contrast to a sideway movement—  
actually a 0.2 percent rate of decrease— in the preceding 9 months. 
The relatively high rate of expansion in money last year may of course 
be attributed in part to the need for off setting the low levels of the 
year immediately preceding, but this is clearly tne mark of a stop-and- 
go driver.

During parts of the year, the Fed was permitting an increase 
in the money supply at a 9 to 10 percent rate through its open mar­
ket, discount, and reserve requirement policies. The rise in demand 
deposits and currency exceeded recent records. This high rate ob­
viously had an inflationary effect just as an extremely low and negative 
rate of increase in the money supply in the prior months had nad a 
deflationary impact on the economy. In our opinion, not only are the 
extremes undesirable, but wide swings are inimical to stability. They 
increase uncertainty and give rise to anticipatory actions that often 
aggravate the evils which the monetary authorities are trying to 
reduce.

Some persons say, after study of the minutes of the Open Market 
Committee, that tne Reserve authorities apparently try to adjust 
policy by weighing transient factors jof the particular moment. Admit­
tedly the Fed can, in the first instance, affect money supply only 
indirectly, through changes in bank reserves. The trouble is that the 
persuasive rationale put forth to support policy— even the same pol­
icy— seems to shift. One day it is essentially the “ feel of the market” ; 
at another time the needs of Treasury financing or a concern for the 
housing mortgage market seem to be controlling. Quite frequently, 
the guiding influence seems to focus chiefly upon the balance of 
payments.

At the other extreme from such “feel of the market” policies, many 
economists support a view, characterized at our hearings as “ putting 
an educated horse in charge of the Fed,” and having him create money 
at some purely mechanical rate.

The view of the Joint Economic Committee has consistently 
been between these extremes in urging that the preferred course would 
be to follow a pattern of steadily creating money in keeping with the 
growth in the economy, aiming perhaps at the higher side of some 
range at times of slow economic growth, and in years of inflationary 
pressures leaning toward the low end of the register.

W e  a re  th u s  c o n v in ce d  th at a  ste a d y r is e  in  th e  m o n ey 
su p p ly  m o re o r le s s  c o n siste n t w ith ^ th e  p ro je cte d  ra te  o f 
e co n o m ic g ro w th — g e n e ra lly  w ith in  a  ra n g e  o f 3 to 5 p e rce n t 
p e r y e a r— w o u ld  b e  a  h e a lth y  lo n g ru n  id e a l. B u t th e  v e ry
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e sse n ce  o f su ch  a  p o lic y  is  to a v o id  la rg e  a n d  su d d e n  ch an g e s 
o r re v e rs a ls . T h e  p re se n t s itu a tio n  is  no  e x ce p tio n .

Mindful of the current high level of interest rates— which is, after 
all, one of the most meaningful measures of monetary conditions to 
the credit user— and mindful of the need to provide financial support 
for housing activities, we feel restraint must be tempered with caution 
while moving to serve economic expansion and to avoid wide swings.
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IN T E R N A T IO N A L  T R A D E  A N D  F IN A N C E

O u r in te rn a tio n a l p a ym e n ts m u st be brough t in to  b a la n ce  
b o th  fo r o u r ow n lo n g ru n  a d van ta g e  an d  to protect th e  d o lla r 
in  th e  sh o rt ru n  a g a in st su c h  th re a ts a s re su m p tio n  o f sp e cu ­
la t iv e  g o ld  p u rc h a se s ab ro a d  an d  p o ssib le  d e la y in g  o f th e  
IM F  s p e c ia l d ra w in g  rig h ts  ag re e m e n t.

The events since last November lend emphasis to the urgent neces­
sity of bringing the international payments of the United States into 
balance at the earliest possible moment. Crises of confidence in 
national currencies have found their most notable expression in the 
shift of private funds from national currencies— particularly the 
dollar— into gold.

If the free world, and particularly the United States, had not 
already learned the lesson, the experience of these months should have 
confronted all national authorities with the necessity of recognizing 
that confidence in the stability of the individual currencies and of the 
international monetary system as a whole is not something that 
appears and is maintained automatically. We all should have learned 
by this time that collaborative measures are essential. Therefore, 
we should at once demonstrate our ability to balance our international 
payments so thoroughly as to insure complete confidence that the 
dollar is not only good to use, but also to hold as a store of value.

It has been repeatedly demonstrated that bringing our payments 
into balance and strengthening confidence in the dollar will not only 
be of economic advantage to the United States, but will also con­
tribute to the stability of world political order. In the present cir­
cumstances, however, we should recognize that there is a shortrun 
necessity to protect against further threats to the dollar now, not 
later. We cannot afford to postpone drastic action on the balance of 
payments until there is a crisis too big for temporary measures to 
deal with. We must protect against such threats as speculative pur­
chases of gold through the London Gold Pool, and possible derailing 
of the IM F agreement for the creation of special drawing rights that 
might express foreign authorities' displeasure at our failure to get 
our balance of payments under control. The danger of a worldwide 
contraction of trade and investment is too high to take risks by further 
procrastination.

T h e  P re s id e n t’s  J a n u a ry  1 b a la n c e -o f-p a y m e n ts  p ro ­
g ra m  d e se rv e s su p p o rt a s  a  re a so n a b le  sh o rtru n  m e a su re , 
b u t it  is  no t e n o u g h  e v e n  in  th e sh o rt ru n , an d  so m e p a rts o f 
it , p a rt ic u la r ly  th e  tra v e l e x p e n d itu re  ta x , are  u n d e s ira b le .

The President, on January 1, 1968, announced a new balance-of- 
payments program to deal with the immediate shortrun threats to 
our international position. It contained three essential ingredients:
(1) a proposed travel expenditure tax; (2) mandatory control over 
international investment and bank lending; and (3) a suggestion of

(1 8 )

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



the imposition of border taxes should it prove impossible to obtain 
modification of similar taxes by other countries.

The obvious aim of the program is to reduce the outflow of funds 
from the United States and improve our balance-of-payments position 
in the short run. For this reason, and in view of the critical situation, 
it deserves general support as a reasonable attempt to do what needs 
to be done now. But the program does not go far enough and does 
not deal with important and critical areas in the balance of payments, 
and one of its features is open to serious objection.

(1) The proposed travel expenditure tax, designed 
to save $250 million by restricting^ American  
travel to Europe, is too restrictionist in principle, 
likely to lead to widespread evasion, likely to  
lead to retaliation, and unlikely to realize its 
objective. It should be shelved and replaced by 
an all-out immediate effort to save the same $250 
million by vigorously implementing the February
19 McKinney Committee's recom m endations for 
attracting European travelers to the United States 
with packaged discounts.

It is clear that in the short run, we can reduce the outflow of funds 
from the United States by some form of control over direct invest­
ment abroad and bank lending to foreigners. In view of the urgent 
shortrun situation, the President’s mandatory program of controls 
deserves support.1 The experience of the Commerce Department with 
the earlier voluntary controls provides the basis for a temperate and 
flexible administration of the mandatory controls. The committee 
recommends that the Commerce Department should retain its proved 
methods of consultation with affected firms.

(2) Direct controls over international capital 
Hows should be ended, the sooner the better, since 
the very existence o f such controls, whether manda­
tory or voluntary, kills the goose o f investm ent 
that lays the golden egg o f future investm ent 
earnings remitted to the United States. This pro­
gram, if continued for more than a year, will in­
evitably mean a significant reduction som e tim e 
in the future—and not too far in the future—of  
America's earnings on its investments abroad.
We cannot afford this storing up o f  future weak­
nesses in our basic balance-of-payments position.

(3) We must take care to keep up our 30-year 
record o f removing trade barriers. What we need  
is an affirmative trade policy to fill the void left 
by the conclusion o f  the Kennedy Round. A t the 
very least, this would include authority for future

1 Senators Symington, Talmadge, and Ribicoff reserve support of the so-called 
temporary mandatory program of direct controls on international capital flows. 
Often such measures, once imposed, tend to become long term; and long term con­
trols on U.S. investments overseas would in the future weaken our balance-of- 
payments position. In addition, the report would seem somewhat inconsistent in 
its arguments on the one hand against recommended controls of travel expenditure 
outflows, and on the other for support of shortrun controls on investment outflows.
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broad tariff bargaining, for negotiations  c o n - 
cerning the removal o f nontariff barriers, and 
for more adequate adjustment procedures.

In connection with the President’s program, there is a hint of 
resort to border taxes if we cannot obtain an agreement with other 
countries, particularly the Common Market, to get rid of the border 
taxes which they now apply and the rebates which they give to their 
exporters. While the rules of the General Agreement on Tariffs and 
Trade allow this procedure for indirect taxes, it discriminates against 
the United States and other countries which do not use it, and against 
the United Kingdom which has been trying to get rid of it.

We should bargain hard with the Common Market to persuade them 
to drop the use of border taxes and rebates, and we should demonstrate 
our willingness and readiness to cooperate in making the border tax 
system a thing of the past.

T h e  P re s id e n t’s  b a la n c e -o f-p a y m e n ts  pro gram  is  in ­
a d e q u a te , fo r it  d o e s lit t le  ab o u t re d u c in g  th e  b a la n c e -o f-p a y - 
m e n ts co sts o f o u r m ilit a r y  e x p e n d itu re s ab ro a d . T h e  d ra in  
o f su c h  e x p e n d itu re s on o u r re se rv e  p o sitio n  m u st b e te rm i­
n a te d  q u ic k ly .

The foreign exchange costs of our military expenditures abroad 
in Europe and Vietnam are the largest single adverse item in our bal- 
ance-of-payments deficit. The annual foreign exchange costs of our 
troops in Germany have been estimated at about $800 million. A 
similar estimate for Vietnam is about $1K billion per year. An addi­
tional $2 billion represents the foreign exchange cost of our military 
posture elsewhere.

So far as Western Europe is concerned, the administration is 
simply asking the Germans to lend us all or part of this foreign 
exchange cost at 5-percent interest, for 4K years. This procedure 
merely postpones the day when something must be done about the 
foreign exchange costs and, in addition, piles ever higher the obliga­
tions that must be met in some future years. Germany is not the 
principal country demanding gold, in any case. We believe the United 
States should discard such futile financial arrangements and instead 
ask those surplus countries in NATO that want the United States 
to maintain troop commitments in Western Europe to remit to the 
United States annually the foreign exchange costs involved in our 
troop commitments there. This would be a budgetary item for them 
of perhaps only one-fourth or one-fifth of the total cost of the troops 
which at the present time amounts to about $4 billion or more per 
year to the United States. Perhaps if this Nation stopped “ pussyfoot­
ing” about this foreign exchange problem in connection with our 
troops, some European statesmen would make a serious review of 
the present conclusions about the number of U.S. troops and de­
pendents actually needed in Western Europe. They might find, after 
their review, that a number of such troops stationed in the United 
States, with adequate air transport for ready dispatch to Europe, 
would be equally useful and cause less foreign exchange problems 
for everyone concerned. They should be aware that such a removal 
of troops from Europe is the alternative, and perhaps the only alterna­
tive to a real, thoroughgoing agreement on their part to cover the 
foreign exchange costs of this operation.
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Similarly, much more needs to be done to reduce the foreign ex­
change costs of the Vietnam operation. We are convinced that a 
vigorous civilian oversight of American operations in the Southeast 
Asia area could do much to slow the increase in these countries’ 
national monetary reserves, which are dollar holdings growing out of 
our operations. Our clear objective should be to establish more realistic 
exchange rates, reduce the leakage of imports into unimportant uses 
and, finally, reduce the purchases of the Defense Department from 
overseas sources for the support of this operation. South Vietnam 
international reserves, for example, have grown from $141 million 
on January 1, 1965, to $334 million on November 30, 1967. Certainly 
we should attempt to put this military operation to the maximum 
possible extent on a goods and services basis, eliminating financial 
transactions in Southeast Asia in American currency.

South Vietnam's present .-“official” exchange rate of 118 piastres to 
the dollar, as opposed to the unofficial black-market rate of 160 to 165 
prevailing elsewhere in Asia, should be reexamined. It not only adds 
to our foreign exchange costs, but unfairly penalizes U.S. servicemen 
in Vietnam by a concealed tax on their civilian spending.

In  th e lo n g  ru n , w e m u st re co g n ize  th a t o u r g o v e rn ­
m e n tal fo re ig n  e x p e n d itu re s (m ilita ry  co sts o f som e $ 4.25 
b illio n  per y e a r, p lu s  so m e h u n d re d s o f m illio n s  d u e  to 
fo re ig n  a id  le a k a g e ) a re  th e  root o f o u r b a la n c e -o f-p a y m e n ts  
d iffic u ltie s . O u r tra d e  a cco u n ts, o u r in v e stm e n t a cco u n ts, 
a n d  our tra v e l acco u n ts a re  a ll, in  co m b in a tio n , in  o v e ra ll 
b a lan ce  or a  s lig h t su rp lu s . L o n g -te rm  a c tio n , th e re fo re , m u st 
be co ncentrated  on th e  g o ve rn m e n ta l a cco u n t fo r th e se  
re a so n s:

( 1) First, it is unreasonable for us to  hope in a 
competitive world that we can widen our trade 
surpluses so far that we can cover the costs o f 
enormous overseas military expenditures. Of 
course, we must in all events keep the U.S. econ­
omy noninflationary so as to preserve the trade 
surplus we have and soon restore it to the levels 
of earlier years.

(2) Second, we can hardly hope in the long run 
to improve matters by reducing our imports , by 
cutting off our flow o f investm ent funds abroad, 
o r by reducing the freedom o f American citizens 
to travel abroad—all o f these are techniques that 
will quickly lead to retaliation by other countries.

(3) We cannot achieve an external balance by 
deflating the econom y into a depression.

There are those who suggest rigorous restrictive monetary policies 
or other devices to deflate the domestic economy and base this recom­
mendation on the assumption that such a depression at home would 
reduce our imports and our capital flows sufficiently to bring about 
an external balance. Even if this scheme would work, which seems 
doubtful because of its effects on the economies of other countries, we 
cannot afford it. American labor, business, agriculture, and consumers 
cannot accept a depression in order to save the Government the agony
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of reappraising its military and diplomatic stance abroad, difficult 
as that reappraisal will be.

(4) An attem pt by us to devalue unilaterally 
would quickly bring competitive devaluations 
around the world, leaving the situation worse 
than it is now .

Nor is it possible to accept the suggestion that we devalue the dol­
lar, for other countries would not permit it. They cannot afford to 
allow the United States to achieve the competitive advantage that 
such a devaluation would bring in its wake.

T h u s , u n le s s  th e  U n ite d  S ta te s w ants to go dow n th e 
ro ad  fo llo w e d  b y  p o stw ar B r ita in , w e h ad  better re e x a m in e  
now  th e  sw o lle n  a n d  u n b a la n ce d  g o ve rn m e n ta l a cco u n ts 
a b ro a d , b rin g in g  th e se  in to  co n tro l, an d  a v o id in g  at th e  sta rt 
th e  w h o le  se q u e n ce  o f re g u la tio n s an d  v a in  ho pes.

T h e  fre e  w o rld 's  liq u id it y  n e e d s re q u ire  prom pt r a t if i­
ca tio n  a n d  a c tiv a tio n  o f th e  IM F ’s am en d m en ts p ro v id in g  
th e  new  sp e c ia l d ra w in g  rig h ts .

The free world’s liquidity needs cannot be satisfied by continued 
reliance on gold, accumulations of dollars in foreign hands, and in­
creased sterling liabilities. Nor can we depend on increases in the 
presently provided drawing rights under the IMF agreements. A siz­
able part of the apparent growth of foreign exchange reserves in the 
past 2% years has been dependent on fortuitous deficits which the 
countries of the world wish to see terminated at once. Nor is there 
any prospect that increased availability of gold will do the job. It 
is, therefore, imperative that the new IMF agreements, providing for 
special drawing rights, should be ratified at once and activated at the 
earliest practicable moment.

T h e  U n ite d  S ta te s  m u st m a ke  co m p le te ly  c le a r th at w e 
w ill no t a g re e  to a n  in c re a s e  in  th e  p rice  o f g o ld  a n d  th at 
w e w ill re sto re  co n fid e n ce  in  th e  d o lla r b y o th e r m e a n s.

The United States must make completely clear to the nations of the 
world, and particularly to the speculators, that we will not agree to 
an increase in the price of gold. We cannot increase the price of gold 
for at least three reasons:

•One, it would leave undisturbed the present fragile gold system 
and merely defer the day of reckoning in monetary reform for a 
few years.

• Two, it would reward the Soviet Union and South Africa, the 
French, and some other central banks that have sought to em­
barrass us, as well as the speculators. At the same time, it would 
penalize every country that has relied on our pledge and supported 
us by holding dollars m their international reserve accounts.

• Three, an increase in the price of gold— say, doubling it— would 
create uncontrollable additional liquidity and provide the basis 
for an immediate burst of inflation, followed by a new inter­
national shortage of reserves when price levels had adjusted to the 
new price of gold.
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We note that the House of Representatives has already acted to 
remove the gold cover. We can also, between now and the time the 
SDK’s are in effective operation,, find means of dealing with shortrun 
confidence problems.

One way is by agreements with the other countries for them to hold 
at least existing dollar balances, possibly with a guarantee by us against 
devaluation losses; another is agreement whereby the present $43 
billion of monetary gold would stay in the system but not be aug­
mented or diminished; a third is the setting up in the IM F of a gold 
conversion account, to which countries would transfer their gold and 
possibly other reserves in return for new drawing rights; finally, for a 
limited period of time and to the extent of our ability, we could offer 
to pay off official dollar claims in gold, and, thereafter, we would sup­
port the dollar, as other currencies are supported, by exchange 
operations.

While the present system of more or less fixed exchange rates seems 
preferable from the standpoint of eliminating uncertainty for traders 
and investors, it is not possible to guarantee that it will always be 
satisfactory. We should continue to discuss the merits of a more 
flexible system.
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P R IC E S , C O S T S , A N D  IN C O M E S

The Consumer Price Index advanced at an annual rate slightly in 
excess of 3 percent in both 1966 and 1967. After slowing up during 
the first half of 1967, prices increased at an annual rate of about 4 
percent during the last half of the year.

Clearly, the recent rate of inflation, if allowed to continue, will 
cause serious distortions and dislocations in the economy. It is already 
producing inequities in the distribution of income.

One conspicuous example is the fact that between 1965 and 1967 
real weekly earnings of production and nonsupervisory workers in­
creased only 1.4 percent. Moreover, real spendable average weekly 
earnings (which takes account of social security and Federal income 
taxes) actually declined from December 1966 to December 1967; and 
the average for the year 1967 was no higher than it was in 1965. This 
gives cause for deep concern, particularly when one considers that the 
number of production and nonsupervisory workers on private non­
agricultural payrolls is approximately 45 million, over half of the total 
labor force.

Thus, there may be a growing imbalance in the distribution of in­
come resulting from such causes as inflation and tax loopholes. Such 
an imbalance may have contributed to the recent weakness in con­
sumer spending and the high saving rate. Not enough is known about 
income distribution, particularly on an after-tax and after-Government- 
transfer basis. Additional research and better data are needed on this 
subject.

During the past 2 years, the rate of inflation has been far in excess 
of the long-term upward creep in the cost of living, amounting to 
approximately 1.6 percent per annum from 1948 to 1965. Although 
our price record since 1961 compares favorably with that of any 
other major industrial nation, the record since June 1965 is somewhat 
less reassuring. Since June 1965, Germany, France, and the Nether­
lands have had better price records than the United States. Little 
consolation can be derived from the fact that these three countries 
achieved their superior price records only at the expense of higher 
unemplo3̂ ment and a reduction in their rates of growth. The distortion 
and the adjustment problems created by the accelerated price increase 
in the United States will create serious problems for economic policy.

In the circumstances, one might expect to find some firm proposals 
for dealing with the problem of rising prices in the Economic Report. 
But this is not the case. As a matter of fact, it would appear that the 
administration has retreated further from the weak position of last 
year which the committee found necessary to criticize in its 1967 
Economic Report.

T h e  d eve lo p m e n t o f sp e c ific  m e a su re s to prom ote g re a te r 
w a g e -p ric e  s ta b ility  m u st be m ade a  p rin c ip a l e le m e n t in  
p u b lic  e co n o m ic p o lic y ; o th e rw ise  o u r eco no m y w ill f a ll 
sh o rt o f it s  p o te n tia l fo r both s ta b ility  an d  grow th.
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The basic problem is obvious: we must, as an immediate objective, 
reduce the rate of inflation but at the same time avoid any rise in the 
current unemployment rate. A  longer term objective of economic 
policy must be its reduction to 3 percent. While fiscal and monetary 
policies always play an important role in price stabilization efforts, 
we must resort to more specific policy instruments. A strong Govern­
ment wage-price policy is one indispensable requirement in our 
complex economy. A vigorous antitrust program is another. In 
addition, the Government's regulatory program has an important 
influence on prices. Regulation of public utilities, particularly trans­
portation and communication, can play an appreciable role in price 
movements. At the present time, it is by no means clear that the 
Federal, State, and local regulatory agencies are carrying out their 
decisions in a manner that is most conducive to the efficiency of our 
economy and to general price stability.

Furthermore, the Federal Government spends approximately $180 
billion a year, a significant share of total expenditures in the economy. 
The manner in which the Federal Government spends its money, 
conducts its stockpiling, negotiates its contracts, and otherwise 
operates in our market economy can have substantial effects on

Erice movements. Here, too, there is room for much more executive 
ranch action to promote economic stability.
With respect to guidepost policy, it is important to note that costs 

and prices increased less during the period 1962 to 1965 when the 
guideposts were in operation than they did under similar circumstances 
in the period prior to 1962. This conclusion was emphasized by the 
witnesses at the Joint Economic Committee hearings on the guide- 
posts, January 31, 1968. At that time, it was indicated that the guide- 
posts, to a significant extent, brought about greater stability.

In sectors characterized by market power of large firms and large 
unions, guidelines for helping to bring about wage-price actions m 
line with those which prevail in the parts of the economy that are 
governed by the market are more necessary today than they were 
when the Council first introduced the guideposts in 1962. It is, there­
fore, disappointing to note that the art of “guidepostmanship” has 
not advanced and, indeed, has receded when it is needed most.

The proposed Cabinet Committee on Price Stability is a move in 
the right direction, but does not go far enough. The Joint Economic 
Committee fully endorses its purposes, which, as stated, are “ to 
achieve a new and more effective cooperation among business, labor, 
and Government in the pursuit of price stability in a free market 
economy." Indeed, many of the functions of the Cabinet Committee 
are similar to those envisioned for a Price-Productivity-Income Office 
proposed in the Joint Economic Committee Report of 1967.

The Joint Economic Committee’s proposal differed from the 
proposed Cabinet Committee in one highly important respect. As 
stated in the Economic Report of the President, the Cabinet Com­
mittee “will not, however, become involved in specific current wage 
and price matters.” We feel that this offers no resolution to the crit­
ical cost and price problems of 1968 and 1969. In the committee’s 
view, the new office should be empowered to deal specifically with 
current wage-price problems, on a case-by-case basis.
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Stress should also be given to policies to reduce inflationary pressures 
on the supply side. A Price-Productivity-Income Office or Cabinet 
Committee on Price Stability should develop and recommend meas­
ures that would raise productivity in addition to measures that would 
discourage unjustifiably large cost and price decisions.

The country needs more specific and more effective wage-price 
policy guidelines. The existing ones, such as they are, do not take 
account of price increases. Yet it is unrealistic to try to divorce them 
from such changes in the economy. As a more realistic means of dealing 
with the problem, the guideposts might be set at the long-term rate 
of productivity increase plus some fraction of the preceding year’s 
increase in the cost of living.

Because the recommendations for clearer wage-price guidelines and 
for a Price-Productivity-Income Office in the executive branch, 
originally set forth in the committee’s report of last March, are of 
greater urgency than ever in the operation of full employment and 
economic policy, we repeat them here in essence:

T h e  a d m in is tra tio n  sh o u ld  d eve lo p  a  m ore e ffe ctiv e , 
r e a lis t ic , a n d  d e fin ite  se t o f w a g e -p rice  g u id e p o sts. In  a d d i­
t io n , a  h ig h -le v e l u n it  sh o u ld  be e sta b lis h e d  in  th e  e x e cu tiv e  
b ra n c h  to  a p p ly  th o se  g u id e p o sts to im p o rtan t in d u s tr ie s .
T h is  o ffice  co u ld  be ch a rg e d  w ith  a sse m b lin g  a n d  a n a ly z in g  
d a ta  fro m  a ll a v a ila b le  so u rce s on p ric e s, p ro d u c tiv ity , 
o u tp u t, in p u ts , w a g e s, a n d  in co m e s.

In its activities, the office could be assisted by industrywide pro­
ductivity, price, and income boards consisting of labor, management, 
and consumer representatives. The office, with the help of the boards, 
should be authorized to hold fact-finding hearings and make recom­
mendations regarding wage-price behavior in the light of desirable 
economic policy.
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A G R IC U L T U R E

Long years of agricultural surpluses and Government subsidies have 
led many people to regard agriculture as a sick, poorly managed 
industry of waning importance in national affairs. The fact is that 
agriculture has demonstrated its adaptability in adjusting to massive 
technological changes.

B etw ee n  1940 a n d  1966, ag g re g a te  o u tp u t o f A m e ric a n  
fa rm s in c re a se d  m o re th a n  se v e n  tim e s  th e  in c re a s e  in  p ro ­
d u ctio n  in p u ts. T h e re  a re  o n ly  tw o p e rso n s o n fa rm s to d a y 
fo r e v e ry  five  30 y e a rs  ago . O n e  fa rm e r to d ay  su p p lie s  a b u n ­
d a n tly  th e  food a n d  fib e r n e e d s o f m o re th a n  40 p e rso n s, 
co m pared  w ith  10 p e rso n s a  sh o rt g e n e ra tio n  ag o . A g r i­
c u ltu re ’s  p ro g re ss h a s b e en  p a sse d  o n in  s h a rp ly  lo w e re d  food 
co sts re la tiv e  to co n su m e r in c o m e .

U.S. consumers in 1967 paid out only 17.7 percent of their disposable 
income for food, of both improved quality and convenience-packaging, 
compared to 22.2 percent in 1950. The so-called parity ratio, computed 
by dividing an index of prices received by farmers by the index of 
prices paid, has fallen from 100 in 1957-59 to 79 today, even when 
Government payments made directly to farmers are included as 
receipts. At the same tiine, growing agricultural exports bulwark our 
economy at home and abroad. The harvest of 1 out of every 4 acres 
moves into foreign markets. The net favorable balance of agricultural 
trade makes up over half of our country’s total favorable balance of 
trade in all products, even though agricultural shipments make up 
only 22 percent of total exports.

SiQce World War II, the pace of technological progress in agri­
culture .has been so rapid that nonagricultural industries have been 
unable to provide jobs for large numbers of displaced farmworkers. 
At the same time, increased productivity per man and per acre 
has meant that America’s agriculture has had to live with, and 
will continue to have to adapt to, excess productive capacity for many 
years ahead. It is estimated that in 1967 unutilized reserve capacity, 
including acreage restricted under Federal programs in agriculture, 
was 12 percent compared with 15 percent in manufacturing mdustries. 
Given the rapid increase in productivity here and abroad, it is not 
likely that the Nation will need to call on agriculture’s reserve ca­
pacity during the next decade at least, making Federal farm support 
programs a continuing imperative until balance is restored.

W h ile  th e  re st o f th e  e co n o m y d e b a te s th e  n e e d  fo r g u id e ­
lin e s  an d  v o lu n ta ry  re s tra in ts  in  th e  n e g o tia tio n  o f w ag e s an d  
th e  fix in g  o f p ric e s , w e a re  im p re ss e d  w ith  th e  p o in t pu t 
b e fo re  th e  co m m ittee  re p e a te d ly  th a t, in  o rd e r to sp e e d  a g r i­
c u ltu ra l a d ju stm e n t, th e  fa rm e rs  o f th e  c o u n try  n e e d  m o re  
e ffe ctiv e  b a rg a in in g  po w er.
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Even with the increase in productivity per man and in the size of 
family farms, output per farm unit is so small, relatively, that indi­
vidual farmers cannot influence total output or the price of agricultural

Eroducts. Voluntary production control and price support programs 
ave helped farm income on some crops; but as the Secretary of 

Agriculture pointed out, about 60 cents out of $1 of farm cash market­
ings come from the sale of crops and livestock not covered by Federal 
farm programs. In this “no program” area particularly, the farmer 
must essentially “go it alone,” unable to bargain effectively in the 
marketplace, characterized as it typically is by a limited number of 
relatively strong buyers.

We agree with the Secretary that farmers need help in strengthening 
their bargaining power. Nevertheless, we recognize the difficulty in 
developing workable procedures by formal legislation for price nego­
tiation in agriculture between a great many small producing units and 
a relatively small number of large purchasers.

The idea of organized marketing committees selected by the pro­
ducers, meeting in negotiation with a purchasers’ committee in 
establishing minimum prices for farm commodities, is worthy of con­
sideration by the private and public policymakers. Over the years, 
existing agriculture adjustment programs have given farmers ex­
perience in the use of marketing committees. It seems to us far more 
questionable whether a purchasers’ committee selected by prospective 
purchasers would be a desirable instrument in negotiating minimum 
prices.

T o d a y , w h e n  m a n y  se cto rs o f th e  econom y e n jo y  p o sitio n s 
o f p o w er, m a in ta in in g  p ric e s  an d  w ages th ro u g h  n e g o tia tio n s 
w ith  la rg e  e n te rp ris e s  a n d  stro n g la b o r u n io n s, w e stro n g ly  
u rg e  th a t th e  C o n g re ss  g iv e  sp e c ific  co n sid e ra tio n  to d e ve lo p ­
in g  m e a su re s so th a t th e  b a rg a in in g  pow er of p ro d u ce rs o f 
a g ric u ltu ra l c o m m o d itie s m a y be stre n g th en ed .

While agriculture is not touched upon in the Economic Report 
itself, the President in a supplemental message has stated well a prin­
ciple that should guide such consideration: “The Government may 
act as an adviser, or it may serve as an umpire. But the plan must 
be designed for farmers to use if they choose. It cannot be forced 
upon them. Under any proposal, farmers must make their own 
decisions and control their own destinies.”

Increased farmer bargaining power and higher prices cannot, of 
course, solve all of rural America’s problems. They cannot meet the 
needs of what Secretary Freeman calls the “in between” people of 
rural America. Our rural communities have a great many such peo­
ple— small farmers, displaced rural laborers, the unskilled, and the 
uneducated who have been bypassed by progress.

The critical and explosive situations in our urban ghettos are not 
unrelated to the concentration of poverty in rural America. The very 
rapid increases in farm productivity resulting from rapidly improving 
technology and mechanization of agriculture have meant that huge 
numbers of agricultural workers became redundant in agriculture. The 
farm population between 1940 and 1966 has declined by almost
20 million, or from 30.5 million in 1940 to 11.6 million in 1966. In 
1950, the net emigration from the farm amounted to 1.5 million 
people, and by 1966, the annual rate of net emigration was still
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858,000. The published statistics would indicate that although the 
incidence of poverty was higher among farm people than other people, 
the incidence of farm poverty has declined from about 41 percent in 
1959 to 21 percent in 1966. However, it seems obvious that the poor 
in agriculture became the poor in the ghettos of the large cities.

T h e  lin k  b e tw een  ru ra l a n d  u rb a n  p o ve rty h a s  profound 
im p lic a tio n s  fo r p u b lic  p o lic y . A  m u ch  g re a te r e m p h asis 
sh o u ld  be p la ce d  on th e  n e e d  to d eve lo p  ru r a l A m e rica . T h is  
b ro ad  p o lic y  sh o u ld  h a v e  tw o m a jo r a s p e c ts : firs t , to im ­
p ro ve th e  o p p o rtu n itie s o f ru r a l people fo r o ff-fa rm  jo b s  
w ith in  th e ir lo c a lit y ; a n d , se co n d , to im p ro ve  th e p rep aratio n  
o f fa rm  yo u th  a n d  fa rm w o rk e rs fo r n o n fa rm  jo b s . F ro m  the 
h u m a n  re so u rc e s p o in t o f v ie w , a  stro n g  effort sh o u ld  be 
m ad e to p ro vid e  o p p o rtu n itie s fo r e d u ca tio n , tra in in g , an d  
e m p lo ym en t fo r ru r a l people on a  p a r w ith  th o se a v a ila b le  to 
p e rso n s liv in g  in  u rb a n  a re a s .
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IN V E S T M E N T  IN  H U M A N  R E S O U R C E S

In the past 5 years there has been mounting evidence that wise 
investment in human development is the main ingredient of economic 
growth and progress. Education and training returns its cost many 
times over in the form of tax receipts on higher earnings. Promotion of 
health, improved housing, and environmental rehabilitation likewise 
permit people to become more productive.

At the present time, our economic prosperity and growth potential 
are encumbered by the existence of large pockets of poverty affecting 
millions of families. This situation represents waste in a double form. 
In the first place, these unfortunate families cost society many billions 
of dollars a year in welfare and sustenance payments to provide food, 
clothing, and the other necessities; and, in the second place, their 
potential productivity, if effectively utilized, would make the Nation 
far richer.

The report of the President’s National Advisory Commission on 
Civil Disorders brings home most forcefully the tragic consequences of 
this kind of waste in respect to the racial crisis that confronts this 
Nation. But at the same time, the need for human resource investment 
emphasized by the Commission applies just as much to the rural poor, 
regardless of race, and to all members of the vast minority who suffer 
from inadequate training, poor health, ignorance, or social mal­
adjustment.

F o r th is  re a so n , we m u st m a in ta in  th e m o m entum  o f 
p u b lic  an d  p riv a te  h u m a n  re so u rce  p ro g ram s. T h e y  sh o u ld  
be g ive n  p rio rity  o ve r o th e r co m peting  c la im s  upon o u r 
re so u rce s. In  p a rtic u la r, it  w o uld  be a  g re a t m ista k e  to d e p rive  
th ese v ita l a c t iv it ie s  o f fu n d s b e cau se  o f o u r in v o lv e m e n t 
in  V ie tn a m .

The committee is impressed with some of the recent studies of 
specific results obtained from training programs and other human 
resource investments. It used to be assumed that these aspects of 
government activity were justified by humaneness and decency 
alone. But, apart from these very important considerations, it is 
obvious that expenditures for human resource programs are invest­
ments in the more traditional sense inasmuch as they often have quick 
and substantial “payoff.” For example, the Secretary of Labor 
testified that the cost of retraining hard-core unemployed can be 
recovered in the form of higher tax receipts within 4 years, and in the 
form of reduced welfare benefits in only 2 years. If these estimates 
even roughly approximate the true figure, then these returns would 
certainly compare most favorably with those on investment in tangible 
assets in the private economy.

Nor is manpower the only example of payoff, although it is probably 
the most dramatic. Recent research shows that the capacity of 
children to learn and to become effective members of society is im­
portantly affected by the time they reach the age of 4. It follows that
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children who are born into severe poverty suffer in the early years of 
life drastic deprivation that handicaps them permanently m their 
social potential and personal development. This is a serious source 
of human waste that our society has not yet begun to cope with in 
any comprehensive way.

Our past underinvestment in poor children is reflected in the 
fact that nonwhite teenage unemployment was more than 27 percent 
in the fourth quarter of 1967— even higher than the unemployment 
rates for this group during 1965 and 1966. When this is considered in 
conjunction with the obvious unrest among young Negroes in urban 
areas, it suggests strongly the need for stepped-up efforts to solve 
this problem. Unfortunately, outlays under the Job Corps are esti­
mated to fall in fiscal 1969 rather than rise. And the budget item 
“youth, school, and summer work” indicates a decline as between 
1967 and 1968, although there is some modest increase again in 1969.

The President is to be commended for his leadership in presenting 
to the Congress the programs set forth in his messages regarding 
housing and cities, job training and occupational health, and health 
in America. These are necessary and very constructive steps in 
dealing responsibly with the problem of underdeveloped human 
resources, and with the vast problem of the inner city which, in itself, 
is the core of a significant part of our human resource problems.

T h e  co m m ittee u rg e s th e C o n g re ss  to co n sid e r s e rio u s ly  
th e n e e d  fo r e x p a n d in g  su ch  p ro g ram s a lo n g  w ith  o th e rs th at 
h e lp  to tra n sfo rm  th e im p o v e rish e d  in to  m o re p ro d u ctive  
m e m b e rs o f so c ie ty .

The existence of deep social needs accentuates the importance 
of developing better means of identifying national goals and establish­
ing priorities for their attainment. As indicated elsewhere in this 
report, there is urgent need for a reordering of priorities in our public 
programs. The committee strongly believes that the human resource 
components of the Federal budget have not been given high enough 
priority in relation to the funding levels of other programs.

There is also an accompanying need to improve the machinery for 
identifying and promulgating goals in the area of human resource 
development. There is widespread and growing recognition that our 
national social objectives have to be identified in a more concrete and 
quantitative manner and in a manner which is of more assistance in 
determining priorities. Furthermore, work should go forward as rap­
idly as possible to develop techniques to measure the progress that is 
being made toward the attainment of our national goals.

The committee is convinced that consolidation of programs should 
be a basic objective in efforts to identify goals and program objectives 
more clearly. A recent detailed study by the committee’s Subcom­
mittee on Economic Progress reveals a great profusion of programs 
in the human resource field with considerable overlapping on the one 
hand, and serious gaps on the other. There is great need for more 
cohesive and more effective programs to achieve social objectives. 
In view of the high priority warranted by increased investment in 
the social sector and its obvious importance for the continued growth 
and development of our society, this kind of evaluation is badly 
needed now.
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Moreover, achievement of an effective program structure will require 
more than a consolidation of programs that duplicate one another. 
There are more difficult issues to be resolved. In some cases, the objec­
tives of programs seem to work at cross-purposes. For example, hous­
ing programs, it would appear, have not always taken account of the 
availability of employment opportunities for workers near the place 
of residence. Also, as emphasized by the Congress last year, our wel­
fare programs have not always taken full cognizance of the desirability 
of providing training and increased earning capacity for relief recipi­
ents, even granting that this is not feasible in many cases. Another 
kind of problem that must be faced in the expansion and development 
of new programs is their effect on existing supplies of resources and 
services. In the case of health, for example, it is obvious that the 
medicare and medicaid programs need to be matched with measures 
to train more personnel and to provide additional medical facilities. 
Otherwise a severe shortage on the supply side may frustrate program 
objectives. Health care prices rose at approximately the same rate 
between 1966 and 1967 as did per capita spending on health services. 
This indicates that, unless measures are strengthened to increase 
resources in this sector, government programs in the health area will 
merely add to demand and redistribute the amount of health services 
available in the economy.
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IN C O M E  M A IN T E N A N C E

Various plans have been offered for the improvement of our existing 
programs to provide minimal income to people in need. As in the case 
of human resource investment, we have come to recognize that such 
expenditures are a necessity ii* a civilized society; that in addition to 
benefiting the particular individuals concerned, they also serve the 
whole community through supporting consumption, at levels necessary 
for the individuals to participate in society; and that, in addition, 
they contribute to social stability and the mitigation of dissent and 
unrest. Moreover, it is increasingly recognized that the provision of 
adequate income is a necessary precondition to other developmental 
programs such as education, training, and community rehabilitation.

O u r e x istin g  p ro g ram s re p re se n t a  p atch w o rk b ased  la rg e ly  
upon e m e rg e n cy le g is la t io n  in  th e  d e p re ssio n  y e a rs . T h e re  is  
a  g re a t n ee d  fo r a  fu n d a m e n ta l re v ie w  o f b a s ic  fram e w o rk, 
o b je c tiv e s , an d  p h ilo so p h y in  th e lig h t o f p re se n t-d a y  re a lit ie s .

Public payments for income maintenance in the United States 
amounted to almost $50 billion in 1967. Yet, almost one-sixth of the 
population still have incomes below what is considered a poverty level, 
as defined by the Social Security Administration. The primary pro­
grams in our income maintenance and family support system include 
Old Age, Survivors, Disability, and Health Insurance, unemployment 
compensation, the public assistance programs, and veterans’ pensions 
and compensation. It is estimated that only about one-half of these 
transfer payments go to persons who would have been poor without 
having received transfers, and a little less than a quarter of total 
transfers is received by persons who are defined as poor even after 
receiving transfer payments. While few persons would suggest that 
our income maintenance programs should help only poor people, 
the statistics suggest that not enough is now being done for the 
persons who really need aid.

There are many shortcomings in our present system of income 
maintenance. Only certain categories of the poor have any claim to 
federally aided public assistance, for example, the blind, the perma­
nently and totally disabled, dependent children in families lacking a 
breadwinner, and the indigent aged. Among the poor who do receive 
public assistance under the existing Federal-State-local system, there 
is a wide range in the level of public assistance, from approximately 
$10 per recipient per month in some States, to approximately $50 
per recipient in other States.

At this juncture, the Nation faces some very serious choices in 
regard to public welfare payments. A few years ago, the general 
opinion was that part of the so-called fiscal dividend from economic 
growth could and would be allocated for public assistance improve­
ment. Now it is apparent that our international commitments may 
have preempted the fiscal dividend for some time to come. The key
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issue, then, is: Are we willing to shift our priorities and divert a larger 
share of the national income to raising the large body of the poor to a 
standard of living that at least approaches a minimum of decency?

As in the case of the human resource programs, there is a great 
deal of room for improvement in the organization and coordination 
of welfare programs, particularly for the provision of services. It is 
obvious that a more rational and more effective system of providing- 
such services should be established promptly.

The Joint Economic Committee, through its Subcommittee on 
Fiscal Policy and its Subcommittee on Economic Progress, has been 
studying various aspects of income maintenance and family support, 
including our present system of old age income assurance. During 
the coming year, the committee intends to focus on various income 
maintenance proposals in its study program.
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M A X I M U M  E M P L O Y M E N T  A N D  PO TE N T I A L  G R O W T H

Although the Council had estimated a potential GNP growth rate 
of 4 percent in 1967, actual real GNP grew only 2);2 percent, with 
most of the gain in the last 6 months of the year. This was a disap­
pointing record in comparison with a 5X-percent annual rate of in­
crease from 1961 to 1966, and is clearly insufficient from a longrun 
standpoint.

T h e  a d m in is tra tio n ’s p ro je ctio n  o f a  p o te n tia l re a l grow th 
in  1968 o f a p p ro x im a te ly  4 p e rce n t an d  it s  accep tance o f 
lit t le  im p ro ve m e n t in  th e  u n e m p lo ym e n t s itu a tio n  a re  too 
p e s s im is tic . T h is  a sse ssm e n t f a lls  on th e  low  sid e  o f m ost 
e stim a te s o f lo n g -te rm  p o te n tia l, a n d  co m es on the h e e ls  o f 
a  poor p e rfo rm an ce  in  1967.

We should not complacently accept the theory that there must be 
a tradeoff between increased employment and growth on the one 
hand, and price stability on the other, once unemployment has been 
pushed below 4 percent. In the committee’s opinion, this notion of a 
tradeoff at approximately 4 percent unemployment does not give 
enough credit to Government and private programs directed at man­
power training. In short, the administration appears to underestimate 
the potential of its own programs to combat long-term unemployment 
and underemployment of disadvantaged groups, particularly the 
excellent new initiatives proposed this year to hit at the “hard core” 
of these groups.

W e  b e lie v e  th at th e  ap p ro p riate  un em plo ym en t goal 
sh o u ld  be 3 p e rce n t. T h is  g o al is  c lo se r th a n  it  w as la st 
y e a r b y  re a so n  o f o u r ach ie ve m e n t in  re a c h in g  the co m m it­
te e ’s  in te r im  g o al o f 3.5 p e rce n t.

At the same time, the long-sought achievement of a 3.5 percent 
rate of unemployment has heightened our awareness of the inadequacy 
of goals focused solely on the overall rate of unemployment. This total 
rate conceals a structure of unemployment varying widely among 
population groups and areas of the country. For example, in 1967, 
when the total unemployment rate was 3.8 percent, the unemploy­
ment rate for nonwhites was 7.4 percent, and for teenagers 12.9 
percent. Moreover, the mar 1 1 J 1 11 ployed and persons

percent of the potentially available labor force man-hours. And it 
should be pointed out that the unemployment figure does not include 
hundreds of thousands of men and women who should be working 
but are not even looking for work.

In this connection, the committee commends the efforts of the 
Department of Labor to provide more detailed information concerning 
the composition of unemployment among various groups and areas, 
and to seek data on those people who are not working and are not 
included in the unemployment statistics.

on part time who could amounted to 4.2
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A recent survey by the Labor Department of the 20 largest metro­
politan areas highlighted “ the great weakness in the law of averages,” 
as the Secretary of Labor put it. It showed that unemployment rates 
for different localities, as well as for different groups of individuals, 
were significantly different. Thus, while unemployment in Minne- 
apolis-St. Paul was 2.2 percent, and in Washington 2.3 percent, it 
was 5.6 percent in Los Angeles-Long Beach, and 5.4 percent in San 
Francisco-Oakland.

Moreover, while Negro unemployment rates averaged 2.3 times as 
high as white rates, there were important differences by area. The 
ratio between Negro and white rates was as low as >1.5 in New York 
and 1.6 in Washington, but 3.1 in Cleveland and 4.2 in St. Louis.

This kind of more detailed information should allow us to better 
concentrate our resources and facilities in areas where the need is 
greatest and where our manpower programs can have the most 
effect.

It is highly appropriate that our manpower policies be shifted, as 
indicated by the President, toward a more concentrated approach to 
employment problems. The committee, therefore, welcomes the 
emphasis on the “concentrated employment program” and the 
“JOBS program” (Job Opportunities in the Business Sector), and 
on the nard-core unemployed in the manpower development and 
training programs.

At the same time, it is important to bear in mind that these programs 
which attempt to concentrate aid cannot be successful unless there is 
a strong demand in private industry for labor. The success of these 
programs depends on continued strong aggregate demand, without 
interruptions or weakness. Weak general demand would destroy the 
effectiveness of the programs and create far more unemployment. 
That is one reason why we need to be very careful about the possibility 
of “overkill” from a tax increase. The Council of Economic Advisers, 
in a letter to the chairman of this committee, indicated that the pro­
posed income tax surcharge would diminish the number of jobs 
during this calendar year by 150,000 and by 300,000 for the fiscal 
year 1969. Moreover, the proposed surtax would hit just at the time 
when many economists feel that the economy is likely to be softer. 
The job-destroying implications of the surcharge should receive very 
careful consideration in view of the national effort to improve the 
employment opportunities of the disadvantaged. By the same token, 
the Labor Department's stepped-up manpower program will be a 
definite asset in increasing the supply of trained and skilled workers, 
which will reduce inflationary pressures and make possible a faster 
rate of growth. By adding to the supply of skilled manpower, the 
training programs should reduce the need for any fiscal action to 
stem upward pressures in the economy.
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C O M P E T IT IO N  A N D  T H E  G R O W IN G  C O N C E N T R A T IO N  O F  
E C O N O M IC  P O W E R

The Joint Economic Committee, over the two decades since the 
passage of the Employment Act of 1946, has stressed the great 
importance of our competitive free enterprise system in achieving our 
broad policy goals. Effective monetary and fiscal policy alone cannot 
carry tne enormous burdens of our society, without the aid of a well- 
functioning market system. In short, we relv upon the market system 
as the primary means of achieving our goals. The market system, in 
turn, history has demonstrated, has not performed satisfactorily 
without a vigorous antitrust program.

Extensive problems are developing at the present time and demand 
attention. The merger movement apparently has reached an alltime 
high. According to the Federal Trade Commission, preliminary data 
indicate that larger mergers, involving the acquisition of manu­
facturing and mining firms with $10 million or more of assets, rose 
approximately 50 percent in 1967 in terms of the number of firms 
acquired and over 100 percent in terms of the aggregate assets acquired. 
This suggests that fundamental changes are taking place in our econ­
omy which should be studied critically. Our antitrust agencies— the 
Federal Trade Commission and the Antitrust Division of the De­
partment of Justice— are well equipped with legal authority to 
investigate and challenge monopoly and monopolistic tendencies, and 
particularly monopolistic mergers. The record indicates that since 
Congress in 1950 amended the Merger Act, there has been a well 
conceived and developed enforcement policy. The question remains, 
however, whether the respective agencies are applying sufficient en­
forcement vigor and imaginative application of these statutes.

It seems apparent that some of the Government’s own policies may 
be encouraging these mergers. The tax code should be examined in 
relation to its effect on the concentration of economic power. For 
example, under the present circumstances, the loss of one company 
may be another company’s gain, if the first company is either acquired 
by or merges with the second company. Another provision of the tax 
code which may promote mergers is the provision for multiple surtax 
exemptions. Under this provision, a company contemplating a merger 
or acquisition can count on all the benefits of such a merger without 
having to weigh the disadvantage that would occur if the merged 
profits were subject to a proportionately higher tax, which would be 
the case without the multiple surtax exemption. Still other provisions 
encourage the sale or merger of family companies, prompted by the 
need for valuation and liquidity on the death of the principal owner.

One of the principal objectives of Congress in passing the Celler- 
Refauver Act in 1950 was to stem the growth of the concentration of 
economic power, wherein a few huge corporations dominate our lives. 
In setting up this objective, Congress relied upon the traditional anti­
trust approach, namely, to enable the antitrust agencies to challenge
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mergers which may substantially lessen competition or tend to create 
a monopoly in any line of commerce in any section of the country.

The record shows that the antitrust agencies have successfully 
challenged, in key cases, horizontal and vertical mergers. Recently, 
the Supreme Court has ruled favorably on cases involving various 
kinds of conglomerate mergers. Yet, the fact remains that con­
glomerate mergers continue to increase to an alltime high.

W e u rg e th at th e a n titru st a g e n c ie s re a sse ss  th e ir  ro le  to 
d e te rm in e  w h e th er th e y  a re  e m p lo yin g  a ll th e  re so u rce s at 
th e ir co m m and in  m e e tin g  th is  c h a lle n g e  o f an  e v e r-in c re a s ­
in g  tid e  o f co n g lo m erate m e rg e rs. A t th e  sam e tim e , we 
b e lie v e  th at th e  F e d e ra l T ra d e  C o m m iss io n , in  p a rtic u la r, 
sh o u ld  probe d e e p ly  in to  th e  ra m ific a tio n s  o f th e  g ro w in g  
co n ce n tratio n  o f eco n o m ic pow er flo w in g  fro m  th e in c re a s in g  
co n g lo m erate m e rg e rs.

We also believe that the Council of Economic Advisers should 
explore the implications of the changing structure of the economy on 
its own program for achieving broad economic goals. The Council's 
strange silence on these serious problems in its report— in the face 
of the greatest merger movement in history— suggests that the 
Council should reassess its program. In the long run, the success of the 
wage-price guideposts depends for proper maintenance on a vigorous 
antitrust program.
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The committee recommendations stress the importance of achieving 
greater wage-price stability. In addition to a strong wage-price 
policy, the report, quite correctly, in my opinion, emphasizes that 
Government regulatory agencies and antitrust policies have a role 
in promoting this desired stability. The basic design of the Employ­
ment Act of 1946 was to preserve, as well as place primary reliance 
on, the market system, and those of us who worked for passage of 
the Employment Act had this uppermost in mind. Indeed, this 
purpose was set out in the declaration of policy in the Employment 
Act, which states that it is the continuing policy and responsibility 
of the Federal Government—

* * * to foster and promote free competitive enterprise and the 
general welfare * * * to promote maximum employment, pro­
duction, and purchasing power.

The President has taken a very constructive step in establishing 
a new Cabinet Committee on Price Stability for the purpose of 
attacking the underlying structural basis for price inflation. As indi­
cated in the report of the Joint Economic Committee, this Cabinet 
committee, unfortunately, is not equipped to deal with the immediate 
problems of wage-price increases. However, it does have a longer run 
value of great importance and faces a great challenge.

I urge the Cabinet Committee on Price Stability, in looking to the 
structural causes of price problems, to work in close collaboration 
with the antitrust agencies and the other governmental agencies that 
are concerned in any way with the price question.

At the forefront of the structural changes having a profound in­
fluence on problems of price stability is the revolutionary alteration in 
the American economy now taking place as the result of the greatest 
merger movement in the history of the Nation. For over a decade, this 
merger movement has been in full swing, with industry after industry 
affected. Huge conglomerate firms, straddling a multitude of industries 
and engaging in all manner of activities, have arisen, much as the public 
utility holding companies and bank holding companies emerged in the 
1920’s and 1930,s. Congress finally moved to curtail the pyramids of 
power erected in those areas with the passage of the Public Utility 
Holding Company Act and the Bank Holding Company Act.

The Federal Trade Commission reports that in 1967 the conglomer­
ate merger movement “experienced the sharpest increase in modern 
industrial history.” Some of the Commission’s findings just released are 
startling. The Commission states:

New highs were established not only in total merger 
activity, but in the number of “large” mergers. Large 
mergers, the Commission pointed out, are those involving 
the acqusition of firms with assets of $10 million or more. 
Large-merger activity is considered a critical barometer 
of changes in industrial organization, since some 84 percent of

S U P P L E M E N T A R Y  VI E W S  O F  RE PR ES EN TA TI VE P A T M A N
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all manufacturing and mining assets are held by the approxi­
mately 2,400 corporations with assets of $10 million or more.

The Commission recorded 155 large mergers in manufac­
turing and mining last year. The aggregate assets of such 
large-company acquisitions, totaled $8 billion, nearly a 
100-percent increase over the $4.1 billion recorded for 1966. 
During the first 2 months of 1968 the rate of large mergers 
continued at a high level. Some 19 large mergers, with ag­
gregate assets of $1.3 billion, were consummated, while 20 
other announced mergers, involvirg a total of $2.3 billion 
of assets, were pending.

In a word, the current merger movement is far outrunning the merger 
movement of the 1920’s which preceded the stock market crash and 
the depression of the 1930’s. I am fearful that many of the conglom­
erate giants being built up through this merger process are “jerry- 
built” and insecure. Also, it is my conviction that most of these mergers 
are not undertaken to achieve greater economic efficiencies, but rather 
are motivated by empire builders for the aggrandizement of a few 
inside promoters.

As one of its first undertakings, the Cabinet committee should call 
upon the FTC and the SEC to make a thorough investigation of this 
merger movement. Among the questions which should be explored are 
the following:

1. The basic causes of the merger movement and a forecast of its 
likely future course.

2. The impact of the merger movement on opportunities for small- 
and medium-size businesses to survive and grow as independent 
competitive entities, as well as the effect of the movement on 
entry opportunities.

3. The economic consequences of growing aggregate concentration 
and its relationship to competition and the market process.

4. The interrelationship between mergers and the securities mar­
kets, as well as the sufficiency (or insufficiency) of corporate 
reporting of divisional profits as a protection for investors.

5. The vulnerability of publicly held companies to “ take over,” 
including an examination of the way in which the merger move­
ment may be stimulated by such vulnerability.

6. The effectiveness of the antitrust laws in coping with the conglom­
erate merger movement.

7. The impact of various governmental policies, including pro­
curement practices, tax policy, and research and development 
grants on the merger movement.

8. The relationship between the American merger movement and 
the flow of capital abroad, foreign acquisitions by American com­
panies, and international competition.

9. Any recommendations for needed legislation to correct adverse 
structural developments caused by the merger movement.

In the field of monetary policy, it is most important to stress the 
committee’s warning against any presumption by the Federal Reserve 
Board that the present conditions give them a tight money directive. 
The point cannot be overemphasized in my opinion. The Federal 
Reserve has managed to raise interest rates to the highest level of the 
century.
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Throughout the past 16 years, we have had recessions and we have 
had booms, but rates spiraled up steadily in that period. We have 
learned the bitter lesson that high interest rates lay a heavy burden 
on the housing industry, on the farmer, and on the consumer. High 
interest rates multiply the cost of the public debt to the American 
people. Our cities, faced with massive construction requirements for 
public facilities, are starved out of the capital market by zooming 
interest rates. The extensive dislocation caused by high interest brings 
about an aggravation of imbalances that exist in our economy—  
imbalances that hurt primarily the poor and the disadvantaged.

I urge the Congress to make lower interest rates the first objective 
of economic policy. At the same time, Congress should move rapidly 
to renew the Federal Reserve’s authority to purchase and hold obli­
gations of the Federal Home Loan Banks and the Federal National 
Mortgage Association. The committee deserves praise for this most 
important recommendation, and for urging the Federal Reserve to 
follow congressional intent and use the authority. It is essential to 
restoring the health of the housing industry.
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S U P P L E M E N T A R Y  V IE W S  O F  R E P R E S E N T A T IV E  B O L L IN G

The committee’s report contains much with which I agree, but it 
does not address itself to the central fact that the Nation is in a crisis: 
it is faced with massive requirements in Vietnam and equally massive 
and urgent requirements for rebuilding our domestic society; yet, 
present inadequate programs leave the budget with an inflationary 
deficit of at least $18 billion for fiscal 1968 and again for fiscal 1969 
in the absence of a tax increase.

I am convinced that we can and must do everything necessary to 
achieve success in Vietnam. In fiscal 1969 this will require expenditures 
of at least $30 billion, possibly as much as $32 billion according to 
some informed estimates. I see no other practical course than to spend 
whatever is needed to carry this operation through to success.

At home, we have, for almost three decades, postponed action to 
deal with pressing economic and social problems, offering each year 
the same customary excuses of budgetary stringency or international 
crisis. If the riots of recent years have not convinced everyone of the 
folly of this course, the voluminous and pungent report of the 
National Advisory Commission on Civil Disorders, appointed by the 
President, should finally dispel the illusion that further procrastination 
can be tolerated. It is no longer possible to plead ignorance or uncer­
tainty as to the consequences of delay or the programs needed. While 
precise costing of such a program package is not available, it is obvious 
that solution of pressing social and economic ills and injustices may 
add as much to the Federal budget as is now being spent on the 
Vietnam conflict.

With inflation adding daily to the cost of the Federal budget, as it 
is to every family budget, it is folly to further postpone action on the 
President’s request for a tax increase. Indeed, the Kerner Commission’s 
report outlining domestic needs to solve pressing social problems indi­
cates all too clearly that the President’s requests on the expenditure 
side of the budget are far too low. If the Congress rises to its responsi­
bilities, it will increase— not reduce— the total expenditures this 
session.

I am prepared, therefore, to join with my colleagues in voting not 
for the President’s 10-percent surtax, but for such higher surtax—  
be it 15 or 20 percent, or whatever figure technicians determine to be 
necessary— in order to finance the overwhelming priorities at home 
and abroad which demand immediate action by this Congress.

Some will say once more that we should postpone action on domes­
tic problems for a year or two, until the end of the Vietnam conflict 
provides room in the budget for these programs. I have no such 
illusions. Given the world situation, and the pressing character of our 
long neglected domestic problems, I am convinced that this Nation—  
one of the richest in the history of the world— can afford to and must 
carry out both its operations abroad for maintaining the peace and 
freedom of the world, and also the social and economic reconstruction 
at home that will provide the strong domestic base for our role in the
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world community. If we do not have the will to undertake both at 
once, we will soon face failure not only at home but abroad— indeed, 
we may face domestic disasters of appalling dimensions.

Consequently, though I join my colleagues insofar as the committee 
report points toward the more responsible policy posture that we must 
adopt, I feel compelled to go beyond them to face squarely the central 
responsibility before the Nation— that of adopting programs adequate 
to our day, both at home and abroad, and to vote the taxes necessary to 
pay for those programs now.

My determination that we must act at once to increase both expendi­
tures and taxes is reinforced by recalling some words that this com­
mittee put in its report 17 years ago, at the time of the Korean crisis—  
a crisis which many also used as an excuse to postpone needed domestic 
programs. Some excerpts are as pertinent today as they were then:

Perhaps the most important fact that needs to be con­
stantly kept in mind is that the situation now facing this 
country appears to be neither one of all-out war nor of peace.
It may be rather a 10- or 20-year period of two-way prepared­
ness or armed alert, although the possibility should in no wise 
be ruled out that a relatively shorter period of extremely 
critical danger may lie immediately before us. * * *

The economic problems of a long period of armed alert 
cannot be met by indiscriminate application of the tech- 

' niques useful either in war or in peace. We cannot afford 
the luxury of thinking with our memories. New problems 
require new solutions. Nor can we find the way out of our 
predicament by carping criticism of one another or by 
searching out and condemning one another’s economic and 
political sins. The way out lies along the road of quiet 
tolerance and patient cooperation.

♦ ♦ ♦ ♦ ♦ sfc *
Moreover, it is not enough merely to increase industrial 

capacity. Nor is it enough, in addition thereto, to develop 
natural resources with maximum speed and economy, and 
to direct public works programs toward increasing farm 
output and industrial production. More is required. To 
promote productivity means, above all, developing and hus­
banding the most important resource which the country 
possesses: the potentialities, the skills, the loyalties of its 
workers, its farmers, and its businessmen, irrespective of 
differences of background, affiliation, status, and point of 
view. No nation can either be strong or prosperous in which 
groups mutually frustrate and exhaust each other by striving 
to gain position at the expense of the general welfare.

It will not do merely to pile the unsolved problems of war 
upon the unsolved problems of peace. In the long prepared­
ness effort ahead, a much harder task must be faced— that 
of devising a consistent and comprehensive set of economic 
policies that will attack our economic problems on all fronts.

(Joint Economic Report, January 1951, pp. 10 and 11.)
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S U P P L E M E N T A R Y  V I EW S O F  R E P R ES E N T A T I V E  RE US S

While I join with my colleagues in the Joint Economic Committee 
report, I take this opportunity to present some additional views of 
my own:

I .  M o n e t a r y  P o l ic y — T h e  J o i n t  E c o n o m ic  C o m m it t e e  V e r s u s  
t h e  F e d e r a l  R e s e r v e  S y s t e m

In recent years, dialog between the Joint Economic Committee, in 
its annual reports, and the Federal Reserve System, in the minutes of 
the Open Market Committee, might as well have been conducted in 
Urdu on the one side and Swahili on the other.

The Joint Economic Committee, in its 1967 Report, urged upon the 
Fed “the policy of moderate and relatively stable increases in the 
money supply, avoiding the disrupting effects of wide swings in the 
rate of increase or decrease * * * generally within a range of 3 to 
5 percent per year.”

Our “advice” is obviously not being followed. For the period April 
1966 to January 1967, the money supply (narrowly defined as de­
mand deposits in banks, and currency outside banks) actually declined, 
at a rate of 0.2 percent. From January 1967 to January 1968, it 
increased at a rate of 7.3 percent. To find a period when the money 
supply increase was within the suggested range, one has to look at 
the period November 1967 to February 1968, when it increased at the 
rate of 3.5 percent.

Obviously, the Fed had more on its mind than the money supply, 
narrowly defined. Perhaps the Fed has some cause for complaint. It 
was not told, for example, why time deposits in banks, or deposits in 
savings and loan associations, mutual savings banks, and credit 
unions, were not included in its purview. It was not told what, if any, 
attention was to be paid to levels of interest rates, production, em­
ployment, prices, and bank reserves; to the timing of Treasury bor­
rowings; to the balance of payments; to the housing industry.

Equally, the Joint Economic Committee has trouble making head or 
tail out of what the Fed is doing from the published minutes of the 
Open Market Committee. For example, from January 1967 to August 
1967, the Fed increased the money supply at a rate of 9 percent. Yet 
at its meeting of July 18, 1967— at a time when the administration was 
stepping up its warning of inflationary pressures— the Fed declined to 
tighten up on its expansionary creation of money supply. The minutes 
of the July 18, 1967, Open Market Committee meeting give the follow­
ing rationale for this action:

In the course of the Committee’s discussion, considerable 
concern was expressed about the recent, high rates of growth 
of bank credit and the money supply, particularly in view of 
the prospects for more rapid economic expansion later in the

(4 4 )
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year. It  was generally agreed, h ow ever, that the T reasu ry 's  
forthcom ing  financing m ilitated  against seeking a ch ange in 
m on ey  m arket conditions at present. M oreov er , even  apart 
from  the T reasury financing, m ost m em bers fe lt th at it w ou ld  
b e  prem ature to seek firm er m on ey  m arket con d itions at a 
tim e when resum ption o f expansion  in overall econ om ic 
a ctiv ity  was in a fa irly  early stage; and  som e also referred in 
this connection  to  the grow ing expectations that the adm inis­
tration w ould  press for m easures o f fiscal restraint. In  add i­
tion, som e m em bers expressed con cern  abou t the possib ility  
that any significant further increases in  m arket interest rates 
m ight reduce the flows o f funds in to  m ortgages and slow  the 
recovery  underw ay in residential con stru ction  a ctiv ity .

W as the Fed continuing to create m on ey  at the rate  o f 9 percen t—  
in the face o f the Joint E con om ic  C om m ittee 's  3 to 5 percent “ ad ­
v ic e "— because o f Treasury borrow in g , the level o f p rod u ction , 
expectations about future tax  increases, w orries a b ou t residential 
construction , or w hat? W h a t w eight was assigned to  these fa ctors?  
W e  are not told.

O bviously , the Joint E con om ic  C om m ittee  and the F ed  are n ot 
talking the same language. In  an effort to  get the parties to  the d ia log  
to  talk  the same language, the fo llow in g  guidelines for  F ederal R eserve  
m on etary  action are suggested as a basis fo r  discussion :

The Federal Reserve System , through open-m arket operations, reserve 
requirements, and discount p o licy , shall endeavor to accommodate a 
growing full-em ploym ent gross national product by expanding the m oney  
supply {narrowly defined to include com m ercial bank demand deposits 
and currency outside banks) by 3 to 5 percen t yea rly , with the following  
qualifications:

1. The target figure should be adjusted up or down fro m  the above band 
from time to time to reflect the extent to which time deposits in  com m ercial 
banks, and in savings and loan associations, mutual savings banks, and  
credit unions, substitute fo r  the narrow ly defined m oney su p p ly ;

2. The target figure should be on the higher side o f  the band in  periods  
o f  less than fu ll use o f resources, on the lower side in  periods o f  fu l l  use o f  
resources;

3. The target figure should be exceeded when resources are under­
em ployed and simultaneously businesses are m aking exceptionally heavy 
demands on credit, not fo r  current business expenditures, but f o r  addi­
tional liquidity in  anticipation o f  fu tu re  needs or to replenish unexpected  
liquidity losses;

4. The target figure should be exceeded to the extent necessary to reflect 
the increase in  dollar gross national product estimated to be attributable 
to cost-push inflation;

5. The target figure need be sought only over periods, such as 3-m onth  
periods, sufficient to allow the Federal Reserve System to accommodate 
large Treasury borrowings, with the averaging out to occur over the 
remainder o f the period;

6. Balance-of-paym ents considerations should affect m onetary p o licy  
only through varying the m aturity o f  the Federal Reserve System ’s port­
fo lio , so as to achieve to the extent possible appropriate interest differ­
entials as between long-term and short-term securities;
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7. The consequences o f  m onetary 'policy fo r  the homebuilding industry  
should he taken into account by including Federal N ational M ortgage 
A ssociation  and Federal H om e Loan Bank Board securities in  the 
Federal Reserve System s ’ portfolio in  m eaningful am ountsy and by 
lengthening its portfolio, whenever homebuilding finance is unduly  
retarded by overall m onetary stringency .

I  h ave  transm itted  this proposed  guideline to the F ed  fo r  its com ­
m ents. T h e  F ed  ob v iou sly  does n ot agree w ith  the Join t E con om ic  
C om m ittee ’ s “ a d v ice .”  P erhaps the advice has been too  tersely stated, 
w ith  insufficient regard fo r  other factors than the m on ey  supply, 
n arrow ly  defined. T h e  a b ove  proposed guidelines are designed to 
elicit precisely  w h at the F ederal R eserve regards as proper m on etary  
criteria. Perhaps the resulting exchange can enable b o th  parties to 
m ake their fu ture d ia log  m ore  m eaningful.

I I .  T a x  P o lic y— Su r t a x  V ersus  L o ophole-P l u g g in g

F o r  the last 15 m on th s the adm inistration has been poin ting  ou t the 
need fo r  additional revenues in order to reduce the bu dgetary  deficit. 
T h e  deficit requires excessive Treasury borrow ing, w ith  its harsh 
im p a ct on  interest rates and the housing industry.

T h e  adm inistration ’s p roposed  solution has been the surtax, an 
additional in com e-tax  le v y  on  individuals and corporations. A t  the 
sam e tim e, despite the urging o f  m any o f us, the adm inistration has 
refused to  sponsor a program  designed to increase the revenues b y  
p lugging looph oles  in  the tax system .

C ongress has declined  to  act on the adm inistration ’s surtax p ro­
posal. A n  im portan t ingredient in C ongress’ failure to act— one repeat­
ed ly  po in ted  ou t b y  the J o in t E con om ic C om m ittee— has been  a 
genuine d ou b t as to  w h ether the econ om y has been strong enough 
to  w ith stan d  the decline in  effective dem and w hich the adm inistra­
tion ’s surtax w ou ld  brin g  abou t. D uring the past 15 m onths m ore 
than 15 percent o f ou r industrial capacity  has gone unused, com ­
pared to  less than  10 percent in early 1966. W hile u nem ploym ent 
has been  low  overall, it has been  concentrated am ong N egroes and 
y ou n g  people. U n d er these circum stances, w hile a surtax w ou ld  in i­
tia lly  increase the revenues, it w ou ld  do so on ly  at the cost o f d im in­
ishing dem and, slow ing d ow n  grow th, and thus preventing the creation  
o f jo b s  th at otherw ise w ou ld  have been created.

T h u s  fo r  15 m on th s C ongress has rejected  the surtax and has had  no 
o p p ortu n ity  to  act on  a looph ole  plugging program , because the 
adm inistration  has fa iled  to  p lace such a program  before  it.

T h ose  o f us w h o  h ave been  unsuccessfully urging the adm inistra­
tion  to  forw ard  a loop h ole  plugging program  have poin ted  out that 
loop h o le  p lugging can  raise part of the needed revenue, y e t do so in 
a w a y  that reduces e ffective dem and as little as possible. A  surtax, 
as w e  h ave seen, operates on  dem and and thus dim inishes grow th  
and em ploym ent. L o op h o le  plugging, on the other hand, gets its rev ­
enues prim arily  n o t from  funds w hich  w ou ld  otherwise have gone 
in to  con su m ption  and in to  real investm ent in plant and equipm ent, 
b u t  instead from  funds w h ich  sim ply b id  up the prices of existing 
s to ck  equities, com m odities , and real estate, or go in to overseas spec­
u lation . S opp in g  up  these funds b y  loophole  plugging w ou ld  thus do 
the e con om y  the least am ou n t of harm.
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T h e  need for loophole-p lugging tax  re form  has been  w ell set forth  b y  
the chairm an o f the H ouse C om m ittee  on W a y s  and M eans, M r. 
M ills :

T he laws are fu ll o f special prov isions through  w hich  a 
shrewd or lu cky  taxpayer can  o ften  escape payin g  anyw here 
near his full share * * *. I f  w e h ave a tax  system  rid d led  
w ith  preferential benefits and fa lling on on ly  a part o f  our 
econom y, the h eavy  tax bu rden  on  those that m ust carry  
m ore than their share will lim it our w hole national program .
A s I  see it, a fair and equ itable  tax  system  is n ot on ly  desir­
able for itself, bu t well m ay  be  an elem ent in our national 
survival.

A  rich  assortm ent o f  loopholes stands ready  for  a v igorou s adm inis­
tration  loophole plugging program . H .R . 13490, sponsored  b y  m yse lf 
and six other M em bers o f the H ou se, for  exam ple, w ou ld  raise at least 
$4 billion  additional annually b y  p lugging the fo llow in g  lo o p h o le s :

1. T axing  capital gains on  assets w hich  escape taxation  at the 
death o f the owner— savings, $2.5 b illion .

2. E lim inating the unlim ited charitab le  d ed u ction — savings, $50 
m illion.

3. E lim inating special tax treatm ent for  sto ck  op tions— savings, 
$100 m illion.

4. E lim inating the $100 d iv iden d  exclusion— savings, $200 m illion .
5. E lim inating the benefits derived  from  m u ltip le  corp ora tion s—  

savings, $150 m illion.
6. R educing  the m ineral-depletion  a llow ance from  27H percent to  15 

percent on oil and from  23 percent to  15 percent on  41 other m inerals—  
savings, $800 m illion.

7. E stablishing the sam e ra te  for g ift and estate taxes— savings, 
$100 m illion.

8. E lim inating paym en t o f estate taxes b y  the redem ption  o f 
G overnm ent bonds at par— savings, $50 m illion .

9. E lim inating accelerated deprecia tion  on specu lative  real estate—  
savings, $100 m illion.

T h e  adm inistration ’s sole answ er for  its failure to present a lo o p - 
hole-plugging tax bill to the C ongress is that such  a bill takes tim e 
to enact. W hile true, this is all the m ore reason  w h y  the adm inistra­
tion  should have brou ght up such  a b ill 15 m on th s ago. E v e n  a t this 
late date, the responsible thing to do  is to forw ard  such  a m easure 
at once. Then  the C ongress, assured that the adm in istration  actually  
supports a m eaningful looph ole-p lu ggin g  program , can  p roceed  to  the 
im m ediate (enactment o f w hatever tem porary  q u ick  revenue-raising 
surtax measure is necessary, w ith  the understanding that it  w ill be  
w h olly  or partly  supplanted b y  the loop h ole  p lugging m easure as 
soon  as the latter can be enacted . T h e  tw o now -m issing fa ctors  needed 
fo r  the passage o f a looph ole  p lugging  m easure w ill then ex ist : (1) 
strong Presidential leadership, and (2) a lo b b y  o f 50 m illion  m od era te - 
in com e taxpayers saddled w ith  a tem porary  surtax  that can  b e  shaken 
off on ly  b y  the enactm ent o f the looph ole -p lu gg in g  m easure.
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P u b lic  p o licy  econ om ics o ften  is characterized as a choice betw een  
m ilitary  and civilian  program s. G iven  lim ited am ounts o f available 
resources, po licym ak ers a ct to establish som e ranking o f program s 
to  perm it their a llocation  am ong the grow ing dem ands o f com petin g  
sectors.

A t  present the argum ent is raised that the A m erican econ om y can 
m eet all its pressing needs. B u t m ilitary in volvem ent in S outheast 
A sia  and elsew here soaks up m ost Federal revenue increm ents, 
forcing  app lica tion  o f stringent budgeting to v ita l dom estic program s. 
W ith  one current estim ate pu tting  V ietnam  expenditures this year 
w ell ab ove  $30 b illion , dom estic  program s are already suffering from  
m alnutrition . Increasing resources— b oth  hum an and capital— are 
com m itted  to  V ietn am , w hile the la ck  o f those resources a t hom e 
m eans that the causes o f  c iv il unrest get inadequate treatm ent. 
In d eed , costs o f m aintain ing a m assive m ilitary presence throughout 
the w orld  ca n n ot be  ba lan ced  against necessities of relieving d om estic  
p o v e r ty  and  arresting urban decay. Such an attem pted  choice  is 
spurious.

T h e  recen t rep ort o f  the N ational A dv isory  C om m ission  on C iv il 
D isorders states the issue c lea r ly :

O n ly  a greatly  en larged com m itm ent to national a ction —  
com passionate, m assive, and sustained, backed  b y  the w ill 
and resources o f the m ost pow erful and the richest nation  
on  this earth— can shape a future that is com patib le  w ith  the 
h istoric ideals o f A m erican  society.

A ccord in g  to  the C om m ission , that com m itm ent should be  undertaken 
“ in  spite o f a w a r.”  T h e  com m itm en t m ust be dram atic. P revention  
o f dom estic  chaos and racia l con flict should assume prim e priority .

A  brie f com parison  o f  existing program s to solve our critica l dom es­
tic needs w ith  recom m endation s o f the K erner C om m ission  points ou t 
h ow  thin  a n tip overty  and  urban efforts are being spread :

e m plo y m e n t

T h e  K ern er C om m ission  seeks 250,000 public service job s  to be 
created  in fiscal 1969 as the in itial step in a 3-year, 1 -m illion -job  
expansion  plan. E xisting  adm inistration plans call fo r  on ly  around
150.000 such jo b s  fo r  1969.

T h e  report, recom m ends a stepped-up jo b  training program  fo r  
h ard -core  u n em p loyed  b y  broaden ing the existing 7 -percent in cen tive 
tax  cred it fo r  in vestm ent in  new  equipm ent and m achinery w ith  a tax 
cred it fo r  h iring and retaining chron ica lly  unem ployed  persons. A lon g  
w ith  the rev ised  tax  cred it plan, the C om m ission  recom m ends a 3 -year 
program  aim ed at creating 1 m illion  new  private-sector job s , w ith
300.000 o f  them  in  fiscal 1969.

T h e  adm in istration ’s goals are o n ly  100,000 private-sector jo b s  in 
fiscal 1969, and 500,000 b y  the end o f fiscal 1971.
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EDUCATION

T h e  K erner C om m ission asks significant increases over fu n ds re­
quested b y  the adm inistration fo r  its existing program s and fo r  new  
appropriations in areas u ntouch ed  b y  the President. T h e  P residentia l 
education  message to Congress em phasizes higher and v oca tion a l 
education . T he C om m ission stresses these fields, b u t it also w ants m ore  
funds to aid school system s to elim inate de fa cto  segregation ; attain  
exem plary integrated schools superior to  non in tegrated  s ch o o ls ; 
construct educational parks; and prov id e  a p rogram  o f  year-rou n d  
public education, including cam ps, job s , and jo b  training to start this 
sum m er.

T h e  C om m ission advocates increased funds fo r  sch oo l con stru ction . 
As an econ om y measure, the P resident has asked fo r  a sharp cu tb a ck . 
T h e C om m ission favors federa lly  fu n ded  year-rou n d  com p en sa tory  
education  fo r  adults. Such a program  is n o t m entioned  b y  the P resi­
dent. T he C om m ission recom m ends higher title  I  a llocations to  sch oo l 
districts containing significant p roportion s o f  d isadvan taged  students. 
T h e adm inistration m entions no com parab le  program .

B u t the differences in volve  m ore than iust program  levels. T h e  m ost 
striking criticism s from  the C om m ission  deal w ith  the u tter in a d eq u a cy  
and m isdirection o f these existing F ederal program s.

T h e  C om m ission seeks extension o f  H eadstart to  in clude every  
disadvantaged child in the cou ntry . C urrent H eadstart p rogram s 
prov ide  a single year o f preschool edu cation  fo r  a m axim um  o f 40 
percent o f eligible children in d isadvantaged  com m unities. T o  g ive  all 
d isadvantaged children 2 years o f H eadstart— since the C om m ission  
notes that 1-year program s are inadequate— it w ou ld  be necessary  to  
increase present funds fivefold . Y e t, even  such  a m assive in crem ent 
w ou ld  n ot be enough to include the food , m edica l care, new  facilities, 
and com m unity-education  classes the C om m ission  says m ust be 
added to create an effective H eadstart program . F or  fiscal 1969 P resi­
dent Johnson has asked for less than a 12-percent increase in H ea d ­
start appropriations.

T h e C om m ission estim ates 16.3 m illion  peop le— of w h om  a d is ­
proportionate num ber are N egroes— need  adult basic edu cation  tod a y . 
T h a t figure is nearly 40 times the n um ber to receive basic edu cation  
under the adm inistration ’s increased program , w h ich  is p lanned  to 
reach 411,000 persons in fiscal 1969.

T h e  President has asked C ongress fo r  an expansion  o f U pw ard  
B ou n d , so that this program , w hich  prepares n eedy  students fo r  c o l­
lege entrance, cou ld  assist 30,000 students this year. T h e  C om m ission  
says that 600,000— or 20 tim es that num ber— cou ld  usefu lly  be 
helped. Its recom m endations go far b ey on d  the 6- to 8 -w eek  sum m er 
sessions o f the current U pw ard  B ou n d  program ; one request is fo r  
special year-long post-h igh  sch ool college p repara tory  sch ools fo r  
d isadvantaged youth .

HOUSING

T h e C om m ission seeks an im m ediate  speedup o f adm inistration  
housing plans. President Johnson ’s recent housing m essage asks fo r  
construction  o f 6 m illion new  hom es ov er  the next decade, w ith  300,000 
to  b e  bu ilt in fiscal 1969. T he C om m ission ’s requests are fo r  6 m illion  
in 5 years, and 600,000 for  fiscal 1969.
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In  the critica l pu b lic  housing field, the C om m ission  looks fo r  a 
greatly  expanded  program , b u t the adm inistration is on ly  asking $53 
m illion  m ore in fiscal 1969. A n d  while the adm inistration w ants 65,000 
new  p u b lic  housing units fo r  the current fiscal year, it has sought less 
than a 20 -percent increase in  appropriations.

T h e  C om m ission  notes that a m odel cities program  should begin  at 
a m inim um  level o f $1 b illion . Fiscal 1969 budget estim ates are fo r  
$500 m illion.

WELFARE

T o ta l Federal, S tate and loca l public-assistance expenditures in 
fiscal 1967 were $4.3 b illion . In  order to im plem ent C om m ission  recom ­
m endations, such  expenditures m ight require six tim es the tota l n ow  
spent. A n d  w hile the entire program  level w ould  be increased, the 
greatest burden  w ou ld  fa ll on  the Federal G overnm ent, w hich  w ou ld  
be asked to  p a y  up to  90 percent.

T h e  present w elfare system  provides too  little  a id .for  too  few  p oor  
fam ilies. I t  includes on ly  n eedy  persons w ho are aged, handicapped , 
parents o f m inor ch ildren , or  long-term  State or loca l residents.

U nder existing standards on ly  one-th ird  o f our p oor fam ilies are 
eligible fo r  assistance, and th ey  are paid  half the m inim um  needed for 
subsistence— and in m an y  cases they receive less than one-fourth .

T h e  C om m ission  ad voca tes  im m ediate uniform  assistance to  raise 
fam ily  in com e to  at least th e  p overty  level as determ ined b y  the 
Socia l S ecu rity  A dm in istration . A s a long-range target, it urges elim i­
nating all elig ib ility  restrictions other than need, and it asks that a 
guaranteed  in com e b e  g iven  as a right rather than as charity .

THE OPTIONS

O verall, C om m ission  requests represent im perative needs. G overn ­
m ent response to  these needs m ust b e  huge to  b e  effective. E ven  
though  no inclusive cost figure has been offered for the K erner C om ­
m ission  recom m endation s, th at cost m ay well rival the $30 billion-plus 
per year n ow  being  spent in V ietnam .

F a ced  w ith  th e  im m ed iacy  o f  the C om m ission ’s program , how  and 
w hether to  im plem ent it m ust be  decided at once. T hree  possible 
op tion s appear op en :

1. C ontin ue th e  w ar and further postpone com m itm ent to  solving 
these d om estic  p rob lem s, thus taking the chance that the N ation  will 
cru m ble  from  w ith in ;

2. E n d  the w ar abru ptly , v ia  a quick  and unilateral A m erican  pu ll- 
ou t, and sh ift resources to m eet the C om m ission ’s recom m endations;

3. T r y  fo r  b o th  guns and bu tter  b y —
(a ) d ivertin g  funds in to  C om m ission  program s and aw ay from  

low -priori ty  areas, or from  program s w hich  help on ly  a select 
few , such as space, p u b lic  works, supersonic transport, agri­
cu lture;

(b) d irectin g  the fiscal d iv idend from  econom ic grow th  to m eet 
the C om m ission  requests; and

(c) enacting  tax -loophole-closin g  legislation and a tem porary  
surtax to p rov id e  additional needed revenues until the fiscal 
d iv iden d  is large enough to fund C om m ission  requests.
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O f the three options, the first is clearly  unacceptable . T h e  second  
seems h ighly unlikely. Thus, the third op tion  m a y  be the on ly  p rac­
tical path  fo r  the N ation  to fo llow . T h e  d om estic  program s outlined  
b y  the C om m ission  cannot be  postpon ed . T h e  C om m ission  pred icts 
tne d iv ision  o f the N ation  m ay  be  irreparable w ith in  tw o decades and 
that m ere continuation  o f current program s is n o t on ly  insufficient, 
b u t  “ is the course w ith  the m ost om inous consequences fo r  our 
soc ie ty .”

A s the C om m ission report s a y s :
Just as L incoln , a cen tury  ago, p u t preservation  o f the 

U nion  above all else, so should w e p u t creation  o f a true 
union— a single society  and a single A m erican  iden tity— as 
our m ajor goal.

A lready  the un ity  o f this cou n try  is threatened b y  the p rosp ect o f 
irreversible racial division. A m erican  priorities m u st b e  changed.

I t  is im possible to talk o f w idely  va ry in g  p o licy  “ ch o ices .”  T o  too  
m any A m ericans today  there is no ch o ice  betw een  squalor and d e ­
cency , betw een riot and sa fety , betw een  disen franch isem ent and 
freedom .
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SUPPLEMENTARY VIEWS OF REPRESENTATIVE MOORHEAD
T h e  com m ittee  rep ort (p . 5) notes w ith apparent econom ic 

equanim ity :
* * * the p ossib ility  o f a substantial escalation o f the 

V ietn am  w ar * * * (E m phasis supplied.)
I  th ink the com m ittee  should  poin t ou t to the C ongress and to 

the P resident the econ om ic risks attendant upon a substantia l escala­
tion  o f the V ietn am  war.

I f  the P resident decides to send 200,000 or m ore additional A m er­
ican troops to V ietn am , he risks a possible collapse o f the international 
m on etary  system  w hich  fo r  tw o decades has lubricated  the m ost 
spectacu lar p rosp erity  the industrial w orld  has ever know n.

T h e  system  is a lready under its greatest strain, caused b y  the p er­
sistent b a lan ce -o f-p aym en ts deficits o f B ritain  and the U n ited  States 
and the recent deva lu ation  o f the pound. T he gold  and foreign  
exchange m arkets are extrem ely  jittery .

T h e  foreign  exchange co s t o f the V ietnam  war accounts fo r  a lm ost 
half o f  our b a la n ce -o f-p aym en ts deficit.

A n  add itional step -u p  in the A m erican ground w ar effort in V ie t ­
nam  cou ld  v ery  easily b e  the straw that breaks the cam el’s b a ck . 
T h e  reason w ou ld  be  a certain  enlargem ent o f the foreign  exchange 
cost o f the w ar, the U .S . ba lance-of-paym ents deficit and the resulting 
ou tflow  o f U .S . gold .

T h ere  is no escaping this risk. N o controls at hom e, no am ount o f 
h igher taxes w ou ld  avo id  the balance-of-paym ents effects o f a larger 
w ar effort.

In  the fou rth  quarter our balance o f paym ents on the liqu id ity  
basis ju m p ed  to the h istorica lly  high seasonally adjusted  annual rate 
o f $7.3 billion.

M en  o f the greatest g ood  w ill for the U nited  States, m en o f sobriety  
and m oderation , are con v in ced  that the world m on etary  system  
can not stand even another year or tw o o f m ajor A m erican  paym ents 
deficits.

T heir con fiden ce  m a y  b e  shattered if the U nited  States takes the 
econ om ica lly  unw ise decision  o f substantially escalating the war in 
V ietnam . A  decision  to  halt escalation m ay restore confidence.

O ne m ore  b ig  A m erican  deficit, and a m ajor go ld  rush is h ighly 
likely. A n d  when w e stop  paying out gold, chaos begins. A ll inter­
national cu rren cy  values w ill be  in dou bt and there will be  a break­
dow n  o f the in ternational m on etary  system .

N o  one can say exactly  w hat a breakdow n of the system  w ould 
m ean, in tern ation ally  or dom estically .

B u t the great m a jo r ity  o f responsible G overnm ent officials here 
and abroad  believe that, at the least, a disruption o f the present 
system  o f links am ong currencies, backed  b y  the link betw een the 
dollar and gold , w ou ld  m ean a sharp drop in w orld trade. A t  the 
w orst, it  cou ld  bring  a w orldw ide depression, w ith inevitab le  reper­
cussions in  the U n ited  States.
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T h e  President and C ongress shou ld  certa in ly  w eigh  the econ om ic 
risks before deciding upon  further escalation  o f the war.

O f course, econom ic risks shou ld  n ot con tro l foreign  p o licy  decisions.
B u t when we consider that past escalations have n ot b rou gh t 

success, we are entitled  to consider the e con om ic  risks in decid ing  
upon future escalations.

I f  500,000 A m erican  troops can n ot brin g  us v ic to ry  in V ietn am , 
w hat m akes us think that 700,000 w ou ld?

R ath er than m erely  increase the num ber o f our troops so as to  do  
m ore o f w hat we have been doin g  fo r  the past few  years, w e shou ld  
reassess our ob jectives.

W e can either m aintain our present ob ject iv es , w h ich  apparently  
require increased m ilitary in volvem ent, or w e can  change our o b je c ­
tives and reduce or at least con ta in  our m ilita ry  in volvem en t.

T his is a basic and fundam ental p o licy  decision  abou t w ar and 
peace in w hich the A m erican  peop le  through  their e lected  representa­
tives should participate. N o t since the G u lf o f T on k in  resolution  in 
A ugust 1964 has Congress been  g iven  a ch ance to  participate  in sim ilar 
fundam ental decisions about V ietnam .

U nder our C onstitution , I  believe  that C ongress shou ld  participate  
in these decisions.

O ur strategy o f position ing A m erican  forces in  the uninhabited  
border areas o f V ietnam  and leav ing  the defense o f the cities and 
tow ns to the South  V ietnam ese has n o t w orked .

E ven  w ith  m ore troops I  am n o t  sure it w ill w ork .
H ow ever, if we decide that this is a w ar fo r  people, and n o t fo r  

geography— if we pull back  from  the bord er areas, our present troops 
can jo in  w ith  the South  V ietnam ese in defend ing the peop le .

W e  should position  our troops deep enough  w ith in  S ou th  V ietn am  
so that when the enem y attacks, he w ou ld  n o t have  bord er sanctuaries 
at his rear bu t cou ld  be surrounded b y  our h igh ly  m ob ile  troops.

T his strategy, som e m ilitary planners believe , w ou ld  cu t the recent 
U .S. casualty rate in half yet perm it m ore progress in  pacification , an 
ob ject iv e  that has far m ore to do w ith  success in  V ietn am  than casual­
ties inflicted on C om m unist troops.

A t  any rate, this strategy shou ld  b e  considered  b y  the P resident 
and the Congress before there is any fu rth er esca lation  o f the w ar in 
V ietnam .

W ith ou t such a reassessm ent, I  w ou ld  oppose  a tax  increase to 
perm it further escalation in V ietnam .

H ow ever, even w ithout escalation there m a y  still be  a need fo r  a tax 
increase.

O ur budget deficit w ill be huge.
O ur balance-of-paym ents deficit frightens our friends abroad .
O ur dom estic needs— particularly  in  our urban  com m un ities— are 

desperate.
F or such reasons a surtax, particu larly  if  it can  be  com b in ed  w ith  

the closing o f som e tax loopholes, can  b e  justified .
I f  it develops that the surtax begins to depress rather than m erely  

restrain the econom y, the Federal R eserve  can  q u ick ly  m ov e  to  use 
m on etary  pow er to reverse the trend .

Furtherm ore, if  this were the result, the C ongress, w h ich  learned  
in  1964 that in such circum stances a tax  cu t was n o t  on ly  g o o d  
econom ics but also g ood  politics, w ou ld  be  on ly  too  h a p p y  to  repeal 
the surtax.
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I. Economic Policy for 1968
A . Domestic 'policy recomm endations.— (1) L ow -p r io r ity  F edera l 

expenditures should be sharply re d u ce d ; 1 (2) C om m ission  on  F ederal 
E xpenditure P o licy  should be established ; (3) after significant ex­
penditure reductions and consideration  o f  their im p act, su pport 
passage o f a tax surcharge; (4) m on eta ry  p o licy  m ust m ov e  cau tiou sly  
tow ard  noninflationary grow th  o f m on ey  an a  cred it, and a v o id  the 
sharp swings in p o licy  that h ave  characterized  the past 2 years; (5) 
the 4 ̂ -p e r ce n t  interest ceiling on  lon g -term  G overn m en t bon ds 
should be rem oved.

B . U .S. balance o f  paym ents and the international m onetary system .—  
(1) Propose basic cLomestic actions as a lternatives to the adm inistra­
tion ’s balance-of-paym ents proposals to increase the trade surplus b y 2 
export incentives and possib ly  a bord er charge, im pose d irect p rivate  
investm ent and bank  lending con trols, and curb A m erican  travel 
abroad : (2) w orld  confidence in  the dollar m u st be  strengthened  b y
(a) restoration  o f cost-price sta b ility  in the A m erican  e co n o m y ; (b ) 
considering orderly  liqu idation  o f som e G overn m en t real and  financial 
assets abroad ; (c) considering offering fore ign  official dollar holders a 
tem porary  gold  guarantee to em phasize our com m itm en t to  m aintain  
the current dollar price o f go ld ; (d ) m easures to  avo id  the substantia l 
balance-of-paym ents drain o f m a jor  labor d isputes; (e) p rom otion  o f 
foreign tourism  to the U nited  S tates; (3) a ction  shou ld  b e  taken to 
im prove the stability  o f the in ternational m on eta ry  system , specifi­
ca lly  (a) activation  o f the new  special draw ing rights under the I M F  
as soon  as the agreem ent is ra tified ; (b ) a proposal th at the I M F  
D irectors thoroughly review  the in ternational role  o f go ld  and  consider 
m ethods to deal w ith  private g o ld  h oa rd in g ; 3 (c ) greater determ ination  
to im prove  the coord ination  o f e con om ic  policies am on g the advan ced  
industrial countries.
II. Foreign Trade Policy

(1) U rge E uropean initiatives to  assist the orderly  ad ju stm ent o f  
international paym ents, specifica lly  b y  m itigatin g  the effects o f  b ord er 
taxes; (2) recom m end legislation to tem porarily  p rov id e  the President 
w ith  m inim al authority  to negotia te  recip roca l low ering o f  b o th  tariff 
and nontariff barriers, im prove trade and tariff “ ad ju stm en t assist­
an ce ,”  and im plem ent the A m erican  selling price  package negotia ted  
during the K en n edy  R ou n d ; (3) su pport the form u la tion  o f  a code  o f 
fair practices in international trade to  deal w ith  d iscrim in atory  and 
unfair trade practices; (4) urge a m ore  consistent U .S . fore ign  econ om ic 
p olicy .
III. Wage-Price Stability at High Employment

(1) E m phasize the param ount im portan ce  o f responsib le  fiscal 
and m onetary  policies and re ject the app lication  o f the w age-price

1 See Senator Javits’ footnote on p. 67.
2 See Senator Javits’ footnote on p. 75.
3 See Senator Javits’ footnote on p. 78.
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guideposts in the current situation ; (2) recom m end measures to 
increase la b or m ob ility  to reduce labor shortages and gluts, such as 
rem oving  tax  and pension im pedim ents; (3) support efforts to im prove  
the com p etitive  nature o f the econom y, including responsible antitrust 
action  and low ering the barriers to im ports; (4) urge the elim ination o f 
G overn m en t program s and policies that contribute to price and w age 
in stab ility ; (5) recom m end  G overnm ent program s to prom ote in­
creased p rod u ctiv ity  and efficiency in the private sector ; (6) su pport 
the fo llow in g  to im p rove  G overnm ent statistical p rogram s: (a) 
quarterly  as w ell as 5 -year estim ates o f Federal bu dget receipts and 
expenditures; (6) a statistical series on  jo b  vacancies; (c) a statistical 
series on the N a tion ’s w ea lth ; (d) im proved  m easurem ent and fo re ­
casting  o f p rod u ctive  ca p a c ity ; (e) a program  to determ ine the effects 
o f w elfare program s on m igration , em ploym ent, w ork  incentives and 
fa m ily  structure.
IV . M eeting Am erica’s Urban Crisis

A . R ecom m en d  the im provem ent o f em ploym ent, training and 
retrain ing efforts w ith : (1 )  the H um an Investm ent A c t  to stim ulate 
jo b  training in the private  sector; (2 )  the E m p loym en t In cen tive  A c t  
to encourage the em p loym en t and training o f the unem ployed  w ith  
low  levels o f  skills and experience; (3 )  the establishm ent o f a national 
jo b  op p ortu n ity  survey, as recom m ended b y  the R epu blican  coord i­
nating com m ittee ; (4 )  business efforts to provide m ore opportun ities 
to the ed u cation a lly  d isadvantaged  b y  restructuring jo b s  and altering 
h iring  requ irem en ts; (5 )  im p roved  coord ination  o f  Federal training 
and retraining program s; (6 )  further progress tow ard tearing dow n 
d iscrim in atory  barriers to em ploym ent; (7 )  im proved  public trans­
p orta tion  to increase the accessib ility  o f job s  to central c ity  residents.

B . U rge the fo llow in g  m easures to increase the fiscal ca p a city  o f 
ou r S tate  and loca l governm ents to m eet the needs o f  their citizens: 
(1 )  restrain  the current trend tow ard fiscal centralization  at the 
F edera l le v e l ;4 (2) the m obilization  and efficient use o f State and loca l 
reven ue sources through  strengthening the p roperty  tax, Federal 
paym ents in lieu o f loca l taxes on Federal property  and basing em inent 
d om ain  awards on rep lacem ent value.

C . S u pp ort the fo llow in g  educational proposals: (1 )  m ore equitable 
financing o f  central c ity  sch ools ; (2 )  serious consideration  o f free 
p u b lic  ed u ca tion  through  the jun ior college level; (3 )  extended pre­
sch oo l ed u ca tion ; (4 )  substantia l im provem ent o f vocationa l educa­
tion  program s.

D . U rge efforts to brin g  private  enterprise to bear on  solving urban 
problem s, such  as: (1 )  the proposed  E con om ic O p portu n ity  C orpora ­
tion  to p rov id e  techn ical assistance and seed m on ey  to private in ­
v o lv em en t in urban  prob lem s; (2 )  the proposed D om estic  D ev e lop ­
m en t B a n k  to stim ulate b roa d  econom ic developm ent in slums and 
oth er depressed areas; (3 )  the am endm ent o f those State constitutions 
th a t fo rb id  the com m in g lin g  o f public and private funds for pu b lic 
p u rposes; (4 )  the encouragem ent o f business groups a lready in vo lved  
in  this area; (5 )  the creation  o f a N ation a l C om m ission  on  U rban  
L iv in g .

4 See Senator Javits’ footnote on page 92.
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E . R ecom m en d  the follow ing program s to im p rove  the N a t io n ’s 
housing: (1) Federal action  to p rov id e , w ith in  con stitu tion a l lim ita ­
tions, fair housing throughout the U n ited  S tates; (2) S tate and lo ca l 
action  to encourage zoning policies to ov ercom e  social, econ om ic, 
or racial segregation; (3) increased research to speed advan ced  
construction  techniques; (4) incentives fo r  p rivate  enterprise d ev e lop ­
m ent o f low -incom e housing; (5) requ irem ent that p rop erty  m u st 
m eet loca l code  enforcem ent standards be fore  it  can  qu a lify  fo r  
depreciation  deductions from  F ederal in com e taxes; (6) extending 
the privilege o f hom eow nership to the low er in com e segm ents o f the 
popu lation ; (7) consideration o f the im p a ct o f p u b lic  con stru ction  
on existing housing and m etropolitan  d eve lop m en t and im proved  
relocation  services fo r  b oth  disp laced  fam ilies and businesses.

F . Support the econom ic d eve lop m en t o f rural areas.
V. Strengthening American Agriculture

(1) R ecom m en d  that the n etw ork  o f  G overn m en t p rice -su pport 
program s be reoriented tow ard a strong  m arket e con om y  fo r  agri­
cu lture; (2) urge the inclusion o f sound reserve levels and p ro tection  
from  G overnm ent price-depressing action  if any legislation  is ad op ted  
to im plem ent the con cep t o f national co m m o d ity  reserves; (3) urge 
agricultural research be reoriented tow ard  new  and increased uses 
fo r  agricultural produ cts; (4) su pport tax in centives fo r  econ om ic 
developm ent o f rural areas suffering from  p o v e r ty  and p op u la tion  
decline; (5) urge noninflationary fiscal and m on eta ry  policies to h a lt 
the rise in farm  production  costs and preven t loss o f co m p e titiv e  
prices fo r  w orld m arkets and p rom ote  the bargain ing pow er o f  farm ers ;5
(6) recom m end extension o f the F o o d  fo r  F reed om  A c t ; (7) su p p ort 
a firm position  on agricultural p rod u cts  in fu tu re  trade n egotia tion s 
and vigorous efforts to cope  w ith  n ontariff barriers to trade ; (8) 
recom m end revision o f the F ederal in com e tax law  to p reven t unfair 
com petition  to the com m ercial farm er b y  loss w rite-offs  from  agricu l­
tural operations against other types o f in com e b y  those n o t  prim arily  
engaged in agriculture.
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INTRODUCTION

T his N a tion  faces great challenges and unparalleled opportunities 
b o th  tod a y  and in the future.

T here are those w ho say that our econom ic and politica l system  
is in capable  o f m eeting  the challenges or grasping the opportun ities 
before  us. W e  re ject— -and w e believe the A m erican  peop le  re ject— • 
these counsels o f defeat and despair.

T h is is a tim e o f hardship  fo r  our country , bu t it is also a tim e o f 
testing. Such  a period  in  a nation ’s h istory  can bring ou t the best in 
peop le  if th ey  are inspired b y  strong and confident leadership.

W e  believe  that the A m erican  people  are ready and eager fo r  that 
k in d  o f leadership so that th ey  can get on w ith  the great unfinished 
business o f the N ation :

• rev ita liz ing  ou r cities and rural areas and reversing the process 
o f d ecay  and deterioration ;
• break ing the v iciou s cycle  o f poverty , inadequate education , 
low  in com e, and a new  generation of p ov erty ;
• p rov id in g  jo b  opportunities fo r  all those able and willing to 
w ork ;
• abolish ing d iscrim ination  in housing, education , em ploym ent, 
and m edica l care;
• ridd ing the environm ent of everything that pollutes the air 
and w ater and m ars the A m erican scene;
• enlisting the energy and creativ ity  o f private  enterprise and 
our S tate and loca l governm ents to participate in the solution 
o f these and oth er great national problem s.

Vietnam  D rain on Resources

A n  early  end to  the V ietn am  war is an essential p recond ition  for 
ach ieving m an y  o f these goals in the near future. W e  can and m ust 
con tin u e to m ake progress, b u t there is no escaping the h ea vy  drain 
on  our resources im posed  b y  the V ietnam  war. A s long as the war 
goes on, w e can n ot do everyth ing we w ould like to do at once nor 
can  w e do  our best w ith ou t sacrifice and special effort on  the part o f 
every  A m erican .

T h e  U n ited  States can not shirk its international responsibilities or 
fail to  m aintain  a strong defense. B ut at the same tim e we m ust not 
delude ourselves in to  th ink ing that a high level o f m ilitary spending 
alone will b u y  genuine security . Our dom estic problem s pose as great 
a threat to  our free econ om y  and our dem ocratic society  as any 
enem y from  w ithout.

T his cou n try  has the capab ility  to m eet its dom estic needs as well 
as its in ternational ob ligations on a w ell-planned and orderly  basis. 
W e  can n ot h ope to so lve  those problem s through crash program s, or 
w ith ou t con stan t reference to the essential strengths and successes 
o f our politica l and econ om ic  system . A b ove  all, the national will, 
w h ich  is so ind ispensable to  these achievem ents, can on ly  be  inspired
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b y  new  leadership ded icated  to a progressive and responsible philos­
op h y  o f governm ent.

T h e  reluctance o f the A m erican  people  to p a y  higher taxes does not 
stem  from  indifference to our problem s. B u t the pu b lic is not willing 
to underw rite vast new  F ederal expenditures on  top  o f an already 
sw ollen, redundant, and often  ineffective structure o f existing Federal 
program s that to a large extent reflects the preferences o f politically  
pow erful vested  interests. T h e  A m erican  people dem and m ore than 
lip service to the urgent need to establish a new  order o f priorities in 
dom estic spending. T h e y  also dem and a better accounting for the 
funds already appropriated  to m eet our m ore urgent problem s, 
funds w hich, in m ost cases, w ould  be sufficient if properly  program ed 
and adm inistered.

W e  m ust rem ove im pedim ents to our private institutions and our 
State and loca l governm ents so that their talents and creative energies 
can be better m obilized  to p lay  a k ey  role in m eeting our public 
problem s. T he Federal G overnm ent is n ot the on ly  or even the best 
agent o f social change in our society.

T h e adm inistration has failed to appreciate the depth o f feeling 
w hich exists on  these questions. Its  w ords em brace priorities, private 
initiative, and State and loca l responsibility, bu t its deeds retain its 
com m itm ent to the stale solutions o f the 1930's.

The N eed  jo r  Priorities

T h e President's talk abou t establishing priorities and m aking 
sacrifices is noth ing bu t th a t—ju st talk. T h e  1969 budget, which has 
already been m ade obsolete b y  the rapid pace o f events, is a case in 
point. C ontrary  to the adm inistration 's pretentions, the budget is 
neither tight nor frugal. I t  does n ot reflect a realistic sense o f our 
national priorities or the con cep t o f efficient program ing and adm in­
istration  that is at the basis o f  expenditure discipline.

O ur problem  is that o f choice, o f  setting priorities, o f doing w ithout 
som ething in order that w e can concentrate resources where they are 
m ost needed. W e  can never really afford the deadw eight o f redundant, 
nonessential and obsolete Federal program s.

T his N ation  and its e con om y are in  trouble today  because o f the 
adm inistration 's failure to understand this central issue. T h e  Presi­
dent has tried to reassure us that his policies are m oving  the N ation  
tow ard “ new  and better shores." A n  anxious and concerned public 
know s better. T h e  A m erican  people are aware that

• increases in the cost o f liv ing are accelerating as the purchasing 
pow er o f the dollar continues to fall;

• the adm inistration has lost the pow er to con trol the Federal 
bu d get;

• long-term  interest rates are at cruelly  h igh levels;
• the balance o f paym ents is in deep and chron ic deficit with our 

trade surplus shrinking under the stresses o f in flation ;
• the stability  o f the w orld  m onetary  system  itself is threatened;
• our cities are seething w ith  d iscontent and w orry  over the possi­

b ility  o f c iv il strife;
• our rural areas are struggling under the worsening cost-price 

squeeze on agriculture;
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• the adm inistration ’s so-called  “ full e m p lo y m e n t /’ w hich is 
seriously unbalanced am ong different groups o f the population , has 
been bou ght b y  the h eavy  m anpow er requirem ents associated w ith  the 
V ietnam  war and b y  swollen Federal payrolls; and

• the possib ility  o f other m ilitary involvem ents overseas loom s 
large.

Can we take pride in this record? A re these the fruits o f wise and 
prudent leadership? H a ven ’ t the A m erican  people the right to expect 
better from  an adm inistration long in con tro l o f both  H ouses o f 
Congress and that prom ised to create a G reat S ociety?
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ECONOMIC POLICY FOR THE COMING YEAR
T h e  legacy  o f cost-price  stab ility  inherited from  the E isenhow er 

adm inistration  has been lost as a result o f 8 years o f excessive fiscal 
and m on etary  expansion. T here can b e  no reasonable doubt that the 
econ om y n ow  needs a strong dose o f fiscal and m onetary restraint. 
Further delay  runs the serious risk o f an accelerating inflationary 
spiral at hom e, a renew ed attack  on the dollar from  abroad, a sharp 
increase in  im ports and a cu t in exports, and an underm ining o f all 
p ov erty  and welfare program s.

A  program  o f fiscal and m onetary  restraint m a y  tem porarily involve 
a low er rate o f econom ic grow th  and a low er rate o f increase o f em­
p loym en t than w ould  otherw ise exist. B ut, if  w e are willing to pay 
these costs tod a y  w e will insure higher and m ore stable grow th in 
the future and avoid  the. deep recession and high unem ploym ent that 
are certain to fo llow  continuing inflation.

T h e  follow ing are the specific reasons w h y w e believe that the 
budget deficit m ust b e  sharply reduced  and the grow th  o f m oney and 
credit slow ed :

1. Reverse the upward spiral of costs and prices.
W age costs are rising b y  alm ost 6 percent annually, far in excess 

o f the gain in p rod u ctiv ity . A s a result, unit labor costs in the private 
econ om y last year rose percent.

T here is no easy or d irect w ay  to slow  dow n the increase in wage 
costs. L a b or  can hardly  be  b lam ed fo r  seeking to preserve its disposable 
in com e in the face  o f price  increases running at a 4-percent-annual 
rate. D uring the past 2 years the real spendable earnings o f the 
average fa ctory  w orker actually  declined slightly, hardly an indication  
o f “ unparalleled p rosperity .”

A t  the sam e tim e, it is qu ite true that the long-run interests o f both  
labor and business w ou ld  b e  served best b y  exercising voluntary 
restraint now . W e  hope that restraint w ill b e  forthcom in g  and, equally 
to the poin t, that labor and business w ill lend their support to re­
straining the grow th  o f Federal spending as well.

T h e  argum ent abou t w hether aggregate dem and is or is n ot likely 
to b ecom e excessive is largely irrelevant when stated  in traditional 
term s. T h e  fa ct  is that dem and is sufficiently strong to perm it busi­
ness to pass on  large cost increases in  the form  o f price hikes. In  our 
v iew  that spells excess dem and.

A  program  o f bu dgetary  and m onetary  restraint w ould reduce this 
dem and, halt inflation and thus m ake excess w age dem ands and price 
increases harder to validate. I t  w ou ld  have the additionally  im portant 
effect o f dem onstrating that the Federal G overnm ent itself was 
prepared to exercise the restraint w hich  it  preaches to labor and 
business, loca l and S tate governm ents and governm ents abroad.

2. Strengthen international confidence in the dollar.
E uropean  support for  the P resident’s balance-of-paym ents controls 

is lukew arm  at best. W h a t A m erica ’s creditors overseas w ant above  all
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else is assurance that we can run our financial affairs in a responsible 
manner. U nless that assurance is forthcom in g  it is n ot on ly  possible, 
bu t highly likely, that the dollar again will com e under sharp attack. 
In  the m eantim e, E uropeans are disposed to cooperate b y  hold ing 
excess dollars in anticipation  o f new  U .S. leadership that w ou ld  exer­
cise the required fiscal and m onetary  discipline.

One or m ore h eavy  attacks on  our gold  stock  cou ld  easily bring the 
entire international m on etary  system  tum bling dow n. T he cost in 
terms o f job s , econ om ic grow th, and social hardship are too  frightening 
to contem plate.

W e do n ot feel it is beyon d  the w it and courage o f this N ation  to 
return to fiscal and m on etary  responsibility  here at hom e. T his is an 
absolute precondition  fo r  strengthening w orld  con fidence in the dollar 
and for preserving and im proving upon  the present international 
m onetary system .

As we discuss later in this paper, the P resident’s resort to controls 
is u tterly self-defeating. Our ob jective  should be to preserve and ex­
tend freedom  o f trade, travel, and investm ent. T h a t is the w hole 
m eaning and rationale behind the w orld  m on etary  system . C an we 
justify  a p o licy  o f trying to preserve the system  b y  destroying it?

3. Avert a financial crisis at home.
A nother credit crunch m ay  be in the offing unless the T reasu ry ’ s 

heavy dem and fo r  funds is sharply reduced. T h e  m onetary  authorities 
m ust be freed from  the constraints o f an irresponsible and inefficient 
budget p o licy  in order to p rov ide a grow th  o f m on ey  and credit con ­
sistent w ith  price stability.

W ith  interest rates already at exceptionally  h igh levels, a tightening 
o f m oney and credit to fight inflation threatens to touch  off another 
financial crisis sim ilar to 1966. H ousing, small business, the farm er, 
and State and loca l governm ents w ould  again be the principal victim s.

A t the same tim e, the F ederal R eserve will help bring on another 
international m onetary  crisis if it tries to avoid  higher interest rates 
b y  continuing to pum p up m on ey  and credit at inflationary rates.

The on ly  w ay out o f the dilem m a is to relax pressure on the m oney 
and capital m arkets b y  sharply reducing the Federal bu dget deficit, 
thus perm itting the Federal R eserve to m ove  gradually tow ard a 
policy  o f less ease.

4. Finance the Vietnam war and provide greater flexibility to deal 
with other possible world crises without adding to inflationary  
pressures.

T he adm inistration  has y e t  to com e clean w ith  the A m erican  peop le  
about the econom ic effects o f the V ietnam  war. I t  continues to repeat 
that war expenditures accou nt fo r  “ on ly ”  3 percent o f G N P . T h e  
truth is that the im pact o f the w ar on  our econ om y has been  deep 
and pervasive.

A  L a b or D epartm en t stu dy  has show n that in fiscal 1967 V ietnam  
expenditures d irectly  generated a m illion  private  job s . In  add ition , 
betw een fiscal 1965 and January 1968 the A rm ed F orces absorbed
800,000 m em bers o f the civilian  labor force.

Private studies con ducted  at the U niversity  o f M ich igan  in d icate  
that the d irect and indirect im pact o f V ietnam  expenditures has been 
even greater. T hese studies show  that the V ietnam  bu ildup betw een
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the first quarter o f 1965 and the last quarter o f 1966 was responsible 
fo r  a tota l rise o f $32 billion  in annual G N P  and fo r  roughly 3.2 m il­
lion  ih additional job s . A ccord in g  to the study, w ithout V ietnam  
spending, ou tp u t in the final quarter o f 1966 w ou ld  have been alm ost 
4 percent below  that reported , w hile u nem ploym ent w ould have risen 
to a recession level o f 7.7 percent o f the labor force.

T h e  Johnson  adm inistration is fon d  o f repeating that w e are en joying 
peacetim e prosperity. This is cyn ica l boasting. T h e  fact is that we are 
in a w artim e econom y, and the adm inistration w ould  m ake a m uch 
m ore con vin cin g  case for the tax surcharge if it  frankly adm itted it. 
T h e  new  threat in K orea , the continued  trouble  in  C uba, the seething 
tensions in the M id d le  E ast, and the other trouble  spots available to  
C om m unists fo r  exploitation  should alert us to  exercise financial 
responsibility  in order to p rov ide  the fiscal flexib ility  that w ould be 
urgently  required in the event the N ation  becam e engaged in another 
overseas conflict.

5. Avoid increasing poverty and reducing employment oppor­
tunities for the disadvantaged.

T h e  ch ief v ictim s o f  inflation and recession are the poor and the 
d isasdvantaged . T h e y  are least able to  p rotect them selves against 
price increases. T h e y  are the last to  b e  hired in an upswing and the 
first to  be  fired when the econ om y turns dow n.

T h e  greatest disservice this N ation  cou ld  do to  its disadvantaged 
citizens is to  perm it the in flationary w age-price spiral to  continue. 
C ontinued  gains have been  m ade in training and finding job s  for these 
individuals. M u ch  rem ains to  be  done. N oth in g  w ould  reverse our 
progress faster or create m ore social unrest than another b oom  and 
bust cycle .

T h e  best w ay  to serve the needs o f A m erica ’s p oor  is to provide 
con d itions o f healthy grow th , avoiding b o th  the Scylla  o f inflation 
and the C harybdis o f recession. U nder these conditions, both  the 
private  sector and the G overn m en t w ould  be  in the m ost favorable 
position  to develop  those program s and policies m ost likely to provide 
lasting and satisfying em ploym ent for the p oor and disadvantaged.

6. Restore expenditure discipline to the Federal budget so that 
the public gets its money’s worth from Government programs.

In  a com plex  and grow ing society , pu b lic  spending obviously  will 
increase over tim e. T h e  real questions are h ow  fast spending is increas­
ing and w hat the pu b lic funds are being spent for.

G overn m en t spending, Federal, State, and local, m ust be related to  
governm ental purposes, assisting and supplem enting the private 
enterprise system  in m eeting the needs o f the people for goods and 
services. This m eans spending for a purpose— a purpose that can and 
should be disciplined b y  cost-benefit ratios.

O ne source o f con fusion  that needs to  be  cleared up is the difference 
betw een the im pact o f the aggregate level o f Federal spending and 
particular types o f Federal expenditures. I t  should be  clear that when 
the p rod u ctive  resources o f our econ om y  are fu lly  em ployed, G overn ­
m ent spending for current consum ption  takes resources that otherwise 
m ight be  used to increase our cap acity  to p roduce in the private sector. 
I t  should  be equally  evident that som e types o f Federal expenditures 
do add to our produ ctive  cap acity  and the N a tion ’s stock  o f wealth, 
b o th  physical and hum an.
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Som e G overn m en t expenditures m ay  con tribu te a great deal to  real 
econom ic grow th. T h e  gains in agricultural p rod u ctiv ity  w hich  have 
occurred to a large extent were based on  the agricultural research that 
was financed b y  G overnm ent. T o d a y  G overn m en t expenditures fo r  
m anpow er training and retraining are having a sim ilar beneficial effect 
on our industrial perform ance. W e  hasten to add, how ever, that private 
spending through the business sector was about $16 billion  last year 
for training and retraining, an am ount far in excess o f all govern ­
m ental spending, local, State, and Federal, for  these purposes.

Those econom ists and policym akers w ho have em phasized the 
aggregate im pact o f Federal spending on econ om ic a ctiv ity  have tended 
to erode the fiscal discipline upon  w hich  a sound expenditure p o licy  
m ust rest. T h e  aggregate econom ists have said, in effect, that we m ust 
have spending for spending ’s sake, in  order to  stir up econom ic a ctiv ity  
when aggregate dem and is insufficient. T h is ph ilosoph y  underm ines a 
sound and w ealth-creating expenditure po licy .

I f  the purpose o f F ederal spending is m erely  to equate dem and to the 
econ om y ’s capacity , then w hat does it m atter w hat y ou  spend the 
m oney for, so long as it is spent? In  our view , expenditure p o licy  m ust 
relate to  w hat the m on ey  is spent for. I f  Federal outlays are for in vest­
m ent purposes, th ey  m ust increase w ealth  and earnings. I f  th ey  are 
for current expenditures, th ey  should n ot exceed present revenues, 
except in periods o f identifiable em ergencies, and the length  o f those 
periods m ust be  related to  the basic w ealth a lready in being.
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1. Low-priority Federal expenditures must be sharply reduced.
E stim ates fo r  1969 bu dget expenditures are already ou t-of-date. 

I t  is now  clear that m ilitary  spending w ill rise substantially m ore 
than the $3.3 b illion  increase estim ated in the bu d get docum ent.

T his m akes it  all the m ore im portant that low -priority  spending—  
both  civilian  and m ilitary— be substantially  reduced. E very  dollar o f  
expenditure reduction  has a strong anti-in flationary im pact and 
w ithout som e o f the dangerous side effects w hich  a tax increase cou ld  
bring about.

I t  seems to us that faced  w ith  a serious fiscal em ergency a prudent 
ob je ct iv e  w ou ld  be to hold  fiscal 1969 spending to the 1968 level, 
except fo r  essential m ilitary  outlays and interest paym ents on the 
national debt.

W e  com m end  our colleagues, C ongressm an B ow , Congressm an 
G oodell and Senators W illiam s and Javits, and others, for the contri­
butions that th ey  have m ade to the fiscal p o licy  debate b y  offering 
specific program s and proposals to cope  w ith  the situation now  facing 
the country .

T h e  adm inistration tells the C ongress that taxes should be raised 
im m ediately and then efforts m ade to cu t spending. T his puts the 
cart before the horse. H ow  and where spending is reduced has an 
econom ic im pact o f its own. A  tax increase should com e on ly  after 
the econom ic im pact o f a specific package o f expenditure reductions 
has been fu lly  evaluated.6

T h e  adm inistration is still prou d ly  procla im ing how  it cut spending 
in the current fiscal year. T h e  fa ct is that even after the “ cuts”  
adm inistrative budget spending this year will be  nearly $3 billion 
higher than the first estim ate issued last January. This is in spite 
o f the fa ct that the bipartisan m a jority  o f the Join t E conom ic C om ­
m ittee last year recom m ended a $5 billion  cut, n ot a $3 billion increase.

B y  no stretch  o f the im agination can the adm inistration claim  that 
its new  budget is tight or frugal. A t  existing tax  rates and even based 
upon  unrealistically optim istic econ om ic assum ptions, the 1969 
budget w ill show  a m assive m inim um  deficit o f $20 billion  for a second

6 Senator Javits believes that the current deadlock between Congress and the 
President with regard to cuts in spending and higher taxes is an extremely serious 
one and must be resolved soon. If the President gives high priority to the defense 
of the dollar internationally, he will find it necessary to accept some reduction 
in aggregate spending below the amounts shown in his recent budget message. 
If Congress is equally convinced of the need to support the dollar, it will find 
it necessary to accept an increase in taxes. The plain fact of the matter is that 
if the President and all Members of the Congress each insist on a package which 
will fully meet individual preferences there will be no effective action on the fiscal 
front this year. Since Senator Javits believes that such action is imperative, he 
is willing to support a program which he dislikes in part because of the stern 
reality and necessity of taking action. He hopes that the need for action will 
receive bipartisan support. The defense of the dollar is too critical to be decided 
on partisan grounds.

DOMESTIC POLICY RECOMMENDATIONS
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year in a row. N ew  obligational authority  w ould  increase b y  nearly 
$18 billion com pared to an increase o f $7.4 billion  in the current year. 
T ota l budget authority  w ould  increase b y  over $15 billion  com pared  
to less than $4 billion  in the current year. N et obligations incurred 
w ould increase b y  $15.7 billion  com pared  to $10.8 b illion  in the current 
year. E m ploym en t in the civilian agencies w ou ld  increase b y  over
40,000 in fiscal 1969.

I f  the Congress gives the President his tax increase w ithout having 
first nailed dow n reductions in nonessential spending, expenditures 
in the com ing years will continue to soar ou t o f control. A n y  good  
that a tax increase m ight do w ould  be com pletely  vitiated .

The on ly  w ay  this adm inistration can be induced to take the hard 
actions necessary for  the health o f our econ om y  is b y  w ithhold ing a 
tax increase until it and the D em ocratic-con tro lled  Congress cooperate 
with the m inority  to effectively  reduce nonessential spending and re­
order dom estic priorities.

Asserting discipline over spending will n o t be easy, b u t it  will be  
im possible if the President continues to shift the burden o f responsi­
bility  entirely on to the C ongress. T h e C ongress does pass on  appro­
priations requests, bu t to a large extent the President alone sets the 
level o f spending. A s a last resort, he can alw ays veto  an appropriations 
bill he doesn ’ t like.

T he President also begs the question  b y  throw ing up his hands and 
asserting that on ly  $39.5 billion  o f spending is “ relatively  con tro l­
la b le / ’ while over $151 billion  is “ relatively  uncontrollab le”  or national 
defense. I f  the President really wants m ore con tro l over spending, he 
needs on ly  to ask the Congress for a change in the laws covering p ro ­
grams now  said to be  beyon d  the reach o f rational con trol.

T oo  often  authorizations to spend are prom oted  that cannot be 
realistically translated into appropriations if for  no other reason than 
that the potentia l recipients sim ply cannot put that m uch  m on ey  to 
use during that particular fiscal year. A nother trend is to the open - 
ended authorization, which flies in the face o f the com m ittee ’s request 
that budget item s be estim ated over a 5-year period. In  the one case, 
unrealistic expectations are encouraged, along w ith  dem ogogu ery  when 
Congress does n ot pass th£ full authorizations. In  the other case, the 
potential im pact on future spending is concealed . One place to start 
expenditure control is in the initial authorization  process itself.

2. The President should immediately propose and the Congress 
enact legislation to establish a Commission on Federal Expenditure 
Policy.

R eform  o f the Federal bu dget involves m ore than cuts in any one 
year. E m ergency bu dget reductions, such as w e have recom m ended, 
w ould n ot necessarily p rov ide an optim um  allocation  o f public 
expenditures. T herefore, it is v ita l to look  b eyon d  our current b u d get­
ary problem s to the future shape o f Federal spending.

In  both  1963 and 1964, the m inority  o f this com m ittee  recom m ended  
the establishm ent o f a C om m ission on Federal E xpenditure P o licy  for 
precisely these purposes. In  b oth  years, the adm inistration re jected  our 
suggestion. Since the clim ate for  this proposal is now  m ore favorable , 
we repeat our recom m endation .

The C om m ission  should  be com posed  o f private citizens from  
business, labor, education , the professions, and M em bers o f C ongress
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equally from  b o th  parties. T h e  C om m ission , assisted b y  a professional 
staff, should  con d u ct studies and period ica lly  m ake public its recom ­
m endation  in the fo llow ing areas:

(a) E stablishm ent o f spending priorities am ong F ederal 
program s, separating the m erely  desirable from  those that are 
essential, in order to serve as a guide to the adm inistration in 
draw ing up the bu dget.

(b) A ppraisal o f F ederal activities in order to identify  those 
program s w hich  tend to retard econ om ic grow th  and for  w hich 
expenditures should be  reduced or elim inated.

(c) Im p rovem en t o f the F ederal budgeting and appropriations 
process in order to increase the effective  con tro l o f expenditures.

(d ) E xam ination  o f responsibilities and functions w hich are 
now  assum ed b y  the Federal G overnm ent, b u t which cou ld  be  
better perform ed and w ith  superior effectiveness b y  the private 
econ om y.

(e) R ev iew  o f F ederal responsibility  and functions in order to 
determ ine w hich  cou ld  be  better perform ed at the State and 
loca l levels.

(f) Im p rovem en t o f G overn m en t organization  and procedures 
in order to increase efficiency and prom ote  savings, including a 
review  o f the recom m endations o f the H oov er  C om m ission  in 
order to determ ine h ow  those already im plem ented have w orked 
ou t in p ractice  and w hether those n ot y e t  im plem ented should 
be g iven  further consideration.

(g) D eterm ination  o f policies w ith  regard to the level o f user 
charges and fees to b e  m ade fo r  special services furnished to 
m em bers o f the pu b lic  b y  the G overnm ent.

T h e  recom m endations o f an ob ject iv e  and nonpartisan C om m ission  
o f the k in d  described shou ld  com m and w idespread support am ong the 
public and w ith in  the C ongress. Its  proposals w ou ld  offer a sound 
basis upon  w h ich  to beg in  the reform  o f F ederal expenditure policy .

3. Even after expenditure reduction has been made and its impact 
determined, it appears likely that a temporary tax surcharge will be 
needed.

T h e  bu d get deficit p rob a b ly  w ou ld  still be  too  large even after 
substantia l reductions in  spending, particu larly  if m ilitary outlays 
escalate, as w e anticipate they  will.

U n d er  these circum stances, a tem porary  tax increase w ill be  neces­
sary to  finance the V ietnam  com m itm en t m ade b y  this adm inistration. 
I f  this com m itm en t is extended even m ore, a higher tax increase m ay 
w ell be  called for.

In  spite o f the im m ediate revenue needs arising from  the V ietn am  
war, w e con tinue to p lace a high priority  on  fu ture tax reduction  and 
reform . F ederal in com e tax rates, even  after the 1964 cuts, are still 
beyon d  the p oin t o f dim inishing returns and cause judgm ents to be 
reached fo r  tax reasons rather than econ om ic reasons. In  other w ords, 
high tax rates still im pede the full developm en t o f the present F ederal 
tax base (econ om ic a ctiv ity ) and also stunt the grow th  o f the u ltim ate  
base upon  w hich  this base o f econ om ic a ctiv ity  itself relies, n am ely , 
w ealth. T h e  tax take is, therefore, less than it w ou ld  be if the rates 
were low er and applied to larger base.
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4. M onetary policy should move cautiously toward a noninfla- 
tionary growth of money and credit and thereafter avoid the sharp 
swings in policy that have characterized the past 2 years.

A  tighter fiscal p o licy  w ou ld  perm it a return to a grow th  o f m on ey  
and credit m ore consistent w ith  the real grow th  o f the econ om y. I t  
would be a m istake fo r  the m on etary  authorities to in terpret a tight 
budget p o licy  as perm itting the con tinuation  o f an excessively  easy 
m onetary policy . T he econ om y  clearly  requires b o th  m on etary  and 
fiscal restraint.

A  less easy m on etary  p o licy  need n o t mean higher interest rates. 
In  fact, a tighter fiscal and m on etary  p o licy  w ou ld  dam pen infla­
tionary expectations and reduce the an ticipatory  borrow ing w hich  
has con tribu ted  so h eavily  to upw ard pressures on rates.

W e were heartened b y  the support w hich  witnesses before the com ­
m ittee this year gave to the position  on  m on etary  p o licy  adopted  b y  
both  the m a jority  and m inority  in our annual report last M arch . T he 
experience o f the past year strengthens our con v iction  that m onetary  
policy  can best prom ote  econ om ic stab ility  b y  avoid ing  sharp and 
sudden shifts.

W hile we w ould  re ject any rigid ly  m echanistic m onetary  rule, we 
feel that in general the grow th  o f m on ey  and cred it should be con ­
sistent w ith  the rate o f increase in real econ om ic a ctiv ity . W e  w ould  
not rule ou t som e flexib ility  to deal w ith changing conditions. W ithin  
reasonable lim its, m onetary  p o licy  should m ove  tow ard greater ease 
when slack is anticipated and tow ard som e tightening in the face o f 
n flationary j^ressures.

5. The 4*/4 percent interest ceiling on long-term Government 
bonds should be removed.

A dherence to the 4}i percent interest ceiling on G overnm ent bonds 
is u tterly irrational and self-defeating in a period  o f high interest rates 
and inflationary pressures. Just as m onetary  p o licy  has been ham ­
strung b y  fiscal p o licy , the hands o f the debt m anagers have been 
tied by  retention  o f this financial anachronism . F urtherm ore, substan­
tial savings on interest paid on the Federal d eb t cou ld  be m ade if 
the T reasury D epartm en t had this flexibility  and was n ot forced , as 
it is, to be exclusively in the short term  m on ey  m arket for refinancing 
o f the Federal debt.

W e strongly  urge that the President send up legislation request­
ing im m ediate repeal o f the ceiling to give the T reasury greater 
flexibility in arranging non-in flationary  d eb t financing.
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T H E  U.S. BALANCE OF P A Y M E N T S  A N D  T H E  
IN T E R N A T IO N A L  M O N E T A R Y  S Y S T E M

The Problem Confronting Us
T h e  crisis in the international m on etary  system  w hich has been 

bu ild ing up fo r  years finally cam e to a head in 1967.
T h e  devaluation  o f the B ritish  pou nd  in N ov em b er  was qu ick ly  fo l­

low ed b y  a sharp redu ction  in the U .S . g o ld  sto ck  and b y  the announce­
m ent that our ba lance o f paym ents had seriously deteriorated over 
the year.

T h e  U .S . ba lan ce-of-paym en ts deficit last year rose from  $1.4 billion  
to $3.6, w ith  a deficit in the fou rth  quarter alone running at an annual 
rate o f over $7 b illion . T h e  g o ld  loss in 1967 was nearly $1.2 b illion , 
leaving less than $12 billion  in go ld  as against $34 billion  in liquid  
liabilities to foreigners.

T h e  result o f our w orsening paym ents position  has been an erosion 
o f w orld  con fidence in the dollar. F oreign  dollar holders are now  
anxiously  w aiting to determ ine w hether the U n ited  States w ill at long 
last exercise financial responsib ility  at hom e. In  the m eantim e, any 
one o f a num ber o f possible econ om ic or p o litica l developm ents cou ld  
trigger a run on  go ld  that m ight w ell d estroy  the international m on e­
tary  system  as w e kn ow  it tod a y . T h e  sh ock  w ou ld  set back  the 
g row th  and prosperity  o f the free w orld  fo r  years to com e.

U nder these circum stances, rebuilding w orld  confidence in the 
dollar m ust b e  regarded as the first ob je ct iv e  o f econom ic policy  in 
1968. A b o v e  all, w e m ust prov ide  an affirm ative answer to the ques­
tions that increasingly are being  asked abroad  about our ability— and 
our willingness— to take those actions needed to restore balanced and 
healthy grow th  to our dom estic econom y.
The Administration’s Balance-of-Payments Program

T h e  Johnson  adm inistration ’ s response to  the dollar crisis is a 
program  o f shortsighted and self-defeating controls. T h e adm inistra­
tion  has sw allow ed the u tterly  m istaken n otion  that the dollar can be  
strengthened b y  lim iting its usefulness.

E uropeans k n ow  on ly  too  w ell that it is b u t one short step from  
controls on  A m erican -ow ned dollars to con trols on  foreign-held dollars. 
In  short, w h y  hold dollars w hen exchange con trols appear om inously 
possib le? T h e  answer is self-evident. T h e  adm inistration ’s program  
w ill lead to larger gold  outflow s, reduced  con fidence in  the dollar and 
a w eakening o f the entire free w orld  econ om y.

O ther effects o f the President’ s proposals to  curb d irect investm ent, 
im pose curbs on  tourists, reduce bank  lending and offer new export 
in centives are likely  to include

— a reduction  of econ om ic grow th  in the developed  countries w ith  
the result that exports from  the U n ited  States and from  the 
hard-pressed develop ing countries w ill suffer.
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— a reduction  in U .S. investm ent in com e and discrim ination  in 
fa v or  o f firms already heavily  invested  abroad as against new 
com petition  investm ent.

— retaliation b y  other countries w hich  w ill reduce sources o f U .S .
ba lance-of-paym ents inflows.

— politica l difficulties w ith  friendly  nations arising from  in­
equitable features inherent in the adm inistration  o f any such 
program .

— a w eakening of international econ om ic and m onetary  c o ­
operation , the developm ent of hostile trade b locs and a reviva l 
o f nationalistic and protection ist sentim ent throughout the w orld . 

— a w eakening o f our ow n resolve to  com e to  grips w ith  fu n d a ­
m entals in the com fortin g  belief that controls w ill do  the jo b .

T he U nited  States once inspired the w ar-w eary nations o f E urope 
to abandon exchange controls, to rem ove quotas and reduce tariffs 
on flow s o f goods, and to perm it freer m ovem ents o f people and 
capital. T he adm inistration has now  forfeited  our right to claim  this 
leadership.

T he adm inistration  is fo llow ing econom ic im prudence at hom e 
at the expense o f the soundness and grow th  o f the international 
econom y. In ternationally , as at hom e, the adm inistration is applying 
a double standard: one for  this country, and another fo r  other cou n ­
tries. W here once w e set h igh standards and a w orth y  exam ple fo r  
other nations to fo llow , we n ow  ask others to fo llow  these high stand­
ards while we, ourselves, seriously com prom ise them .

E uropeans are asked to increase the am ount o f their travel in the 
U nited States, while they are expected  to support a program  to curtail 
A m erican travel in E urope. E uropeans are told  w e m ust im pede 
further our ow n investm ent o f capital in E urope, w hile they are being 
asked to perm it the aggressive A m erican  firms in E urope to absorb 
E uropean capital resources. A t  the same tim e that E uropeans are 
asked to purchase m ore A m erican  securities, the U n ited  States under­
takes to prevent them  from  m arketing their securities here.

H ow  lon g  can w e realistically expect to delay  the adverse politica l 
and econom ic reactions that E uropeans are bou nd  to express to their 
ow n governm ents? H ow  lon g  can we expect these governm ents to delay  
follow ing our ow n bad  exam ple b y  im posing reta liatory  restrictions?

T h e fo llow ing  are specific com m ents and suggestions relating to 
certain o f the P resident’s new p rop osa ls :

A . M easures to increase the trade surplus .— T h e adm inistration  
proposes to increase U .S . exports b y  m eans o f export incentives, 
which are essentially subsidies. Perhaps the new est o f these is the 
proposal fo r  jo in t export associations. T hese are described as a m eans o f 
provid ing funds to firms associated fo r  the purpose o f cooperatively  
im proving their export perform ance.

In  plain language, the President is proposing to create export 
cartels w hich  he w ould  subsidize in order to m ake them  artificially 
com petitive  abroad. T h is p o licy  contradicts the thrust of other 
adm inistration policies aim ed at inducing our foreign trading partners 
to rem ove their ow n nontariff barriers, including their subsidies, their 
cartels, and their export in centive program s, and it  contradicts the 
thrust o f previous U .S . efforts to rem ove such barriers.

T he adm inistration also seeks changes in the G eneral A greem ent o f 
Tariffs and T rade. B u t the measures now  proposed  b y  the adm inis­
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tration are n ot intended to  im prove the fair com petition  rules already 
incorporated  in the G A T T . Instead, the adm inistration is suggesting 
the am endm ent o f the G A T T  article 12 to perm it the U nited States 
to im pose an additional border charge, or im port surcharge. This 
G A T T  article specifically  provides that quotas can be used in those 
exceptional circum stances where nations need to take urgent action 
to correct their balance o f paym ents.

T h e  quota , rather than the tariff, was specified b y  G A T T  for  a 
special reason. U nder pressure from  the U nited  States, quotas have 
been placed under constant scrutiny in G A T T , and there are con ­
tinuing efforts to rem ove them . G A T T  article 12 should not be changed 
to m ake it easier for  the U nited  States to im pose, and o f course to 
allow  other nations to  sim ilarly im pose, a new  im port surcharge that 
would be difficult at best to  rem ove and w ould  unavoidably  becom e 
the p layth ing o f politica l forces in an election  year.

B . Controls on direct private investment and bank lending .— A m erican 
industry  has em ployed  its m astery  o f the techniques o f mass m arket­
ing, distribution , and servicing to  successfully invest and com pete 
abroad. T hese direct investm ents h ave brou ght a continuous return 
flow  b a ck  to the U n ited  States o f profits earned from  these invest­
m ents, and h ave enabled the U n ited  States to earn substantial in­
com es from  m anagem ent fees and royalties.

In  com bination , these return  flows have been one o f the tw o m ajor 
sources o f strength in the balance o f paym ents. T o  ask this sector, 
already burdened  b y  3 years o f ‘ ^voluntary”  controls on bank lending 
and private investm ent, to  accept further restriction  is asking it 
to accept a burden that can on ly  result in a deterioration o f the 
positive com petitive  position  it  n ow  holds.

W e  have w itnessed the gradual construction  o f a “  Berlin w all”  to 
keep U .S . cap ital from  flow ing to  a m ore favorable  investm ent clim ate. 
A s a new  loop h ole  is d iscovered , a new  restrictive m easure— a new 
sentry, a new  guardhouse, a new  barbed  fence— has been added. W e 
have now  nearly  reached the poin t in  this “ escalation”  o f controls 
w here the sentry— the U .S . G overnm ent— w ill raise his w eapon 
against the next private “ offender”  o f its orders.

In  m aking stricter new  dem ands o f A m erican  industry the follow ing 
adverse effects w ill likely  re su lt :

— fo r e ig n  businesses w ill be  able to com pete  m ore effectively  
against U .S. firm s in  foreign  m arkets, thus gradually eroding 
the com petitive  effectiveness o f our ow n com panies.

— F oreign  capital m arkets w ill b e  strained b y  the new  dem ands 
o f A m erican  borrow ers and liqu id  E uropean  funds now  invested 
in the U n ited  States m a y  be  repatriated.

— A m erican  exports, an estim ated one quarter o f w hich  are 
purchased b y  U .S . overseas affiliates, w ill decline.

T h e  great tragedy is that through  these program s the adm inistra­
tion is cu tting  back  on the fine exam ple A m erican  direct private 
foreign investm ent has been  setting throughout the w orld, a dem on­
stration  o f the advantages o f the free enterprise system , and the 
in n ovative dynam ism  and unique m anagerial capabilities o f A m erican 
private business.

C . Curbs on foreign  travel.— T h e adm inistration apparently regards 
all overseas travel as m ere pleasure-seeking despite the fa ct that m uch
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is related to  education , cultural activities, essential G overn m en t 
activities and business purposes related to the expansion o f exports. 
I t  w ould curb the freedom  o f our citizens w ith ou t first having m ade 
a real effort to increase foreign tourism  to the U n ited  States. T h e  
adm inistration delayed  the appointm ent o f its travel task force  fo r  
over 11 m onths and finally acted  on ly  a m onth  before it pushed the 
panic b u tton  on January 1.

W ork in g  P arty  O ne o f  the President’s In du stry -G overn m en t Specia l 
Task F orce  on T rave l was appointed  on January 1 to  propose m eans o f 
reducing the so-called  travel gap b y  $500 m illion . T h e  statistics and 
analysis contained  in its report show  the extrem ely w eak factual basis 
used in calcu lating the travel gap and in proposing G overn m en t p ro ­
grams that w ould  m aterially  interfere w ith  U .S . foreign  travel. In  its
11 pages o f text, in appendixes 24 and 25, and in the statistical tables 
presented, will be  fou n d  pointed  criticism s o f  the proposed  travel re ­
strictive measures.

Several im portant aspects o f the report dem onstrate:
F irst, President Johnson 's $500 m illion  ob je ct iv e  w ill be  difficu lt 

indeed to  realize because there is on ly  “ an estim ated balance o f  $414 
m illion— o f deficit— nonessential or pleasure travel from  w hich  the 
proposed savings m ust be  w rung.”

Second , three private calcu lations o f future travel b y  A m ericans 
show  that travel as a percent o f  U .S . d isposable personal in com e has 
rem ained constant at least since 1960. This m eans that the econom ic 
force beh ind travel w ill continue to  expand, the report indicates. A t 
the same tim e, foreign  tourists w ill be  spending m ore in the U nited  
States, and in fa ct there w ill be  a reduction  o f  our present travel gaps 
with C anada and M ex ico , so that “ 1967’s travel deficit o f  $2,085 billion  
will be reduced to  $1,693 billion  in 1970 and will on ly  be  $1,923 billion 
in 1975.”

Third, the report’s statem ent on  the factual basis fo r  the proposed 
G overnm ent decisions is startling.

* * * it  was the consensus o f m em bers w ork ing on  (sta­
tistical) m aterial that statistics in  the travel field, especially 
from  the U .S . G overnm ent, leave a great deal to be  desired. 
M a jo r  decisions o f national p o licy  are being  m ade on  the 
basis o f statistics on  the national travel gap, etc., that expert 
observers believe h ave a high degree o f error.

T h e  sam ple taken b y  the O ffice o f Business E con om ics, 
D epartm en t o f C om m erce, fo r  calcu lating the inbound and 
ou tbou nd  volu m e o f travel expenditures from  w hich  the 
so-called  travel deficit is derived are regarded b y  y ou r  w ork ­
ing party  as inadequate, neither w ell balanced nor large 
enough, n ot taken frequently  enough, suffering from  undue 
tim e lag, and using antiquated sam pling and tabulating 
m ethods.

Fourth , the travel data  presented officially om it associated expend­
itures in  the U nited  States that m ay  result d irectly  from  present 
foreign travel levels:

L a st year, all foreign  airlines b ou gh t $921 m illion  w orth  
o f U .S . aviation  equipm ent. T h e  travel deficit in the excess 
o f air fares paid  b y  U .S . tourists to foreign-flag carriers over  
the fares paid to U .S .-flag  carriers fo r  foreign  travel was $580
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m illion  last year. T hu s the actual balance o f these item s was 
$341 m illion  in  fa v o r  o f the U n ited  States.

A  high degree o f in terdependence exists am ong the various com ­
ponents o f the balance o f paym ents. T h e  u ltim ate favorable balance- 
o f-paym ents im p a ct o f a reduction  in  tourist expenditures w ill be  m uch 
less than the redu ction  in tourist accou nt alone.

Professor H . P eter G ray  o f W ayn e State U niversity  has estim ated 
that the $1.6 billion  tourist gap in 1964 exaggerated the final foreign 
exchange loss b y  anyw here betw een $466 m illion  and $731 million. 
In  1963, be estim ated the tourist gap o f $1.6 billion  led to an exchange 
loss o f about $800 m illion. I t  w ould thus appear that in the highly 
unlikely event that the adm inistration 's program  succeeds in reducing 
the tourist gap b y  $500 m illion, the favorable balance-of-paym ents 
effect w ould  am ount to on ly  $200 to $300 m illion— a small gain, 
indeed, fo r  the extrem ely high cost the N ation  w ould pay for the 
im position  o f the tourist controls.

D . Reduction in  Government expenditures abroad .— T he adm inistra­
tion 's pledge to reduce U .S . G overnm ent spending abroad is a w elcom ed 
and essential step tow ard restoring equilibrium  in our balance o f 
paym ents. T h e  private sector has consistently  provided  the dollar 
inflow s necessary to offset deficits in the Federal G overnm ent's 
accounts. F rom  1946 to 1966 the private sector show ed a net balance-of-
gaym ents surplus o f about $84 billion, while the net deficit o f the 

rovernment sector was about $115 billion . T h e  G overnm ent's deficits 
are n ow  grow ing, and the controls on private transactions will ulti­
m ately  reduce the favorable  inflows from  those sources.

I t  still rem ains to be seen h ow  sharply the adm inistration will reduce 
G overnm ent outlays. T h e  p ledge to m ake such reductions has routinely 
been included in every  ba lance-of-paym ents m essage for years and 
we have repeatedly  been assured in the past that overseas expenditures 
had already been  cu t to  the bone. T hus, the adm inistration 's announced 
in tention  to reduce G overn m en t outlays abroad is y e t  to be tested.
Strengthening W orld Confidence In  The Dollar

In  add ition  to  reducing G overn m en t expenditures abroad, w orld 
con fidence in the dollar w ould  b e  enhanced b y  the follow ing action s: 7

1. Restoration of cost and price stability in the American economy.
T h e  sharp redu ction  in  our m erchandise trade surplus late last 

year partly  reflects m ounting cost and price pressures in the A m erican 
econom y. A  program  o f fiscal and m on etary  tightening at hom e, such 
as w e discussed earlier in these view s, is the essential ingredient for a 
solution  to  the ba lan ce-of-paym en ts problem . T h e  same measures 
required to  strengthen our ba lance o f  paym ents are needed for 
dom estic stab ility  as well.

7 Senator Javits believes that in addition to the suggestions that follow it is 
necessary (if not already done) that the 25 percent gold reserve requirement for 
Federal Reserve notes be repealed. This is necessary and appropriate to meet 
the needs of our growing economy for paper money. Freeing of our gold for inter­
national use is, with tax and budget policy to reduce inflationary pressures in our 
economy, needed to strengthen international confidence in the dollar.
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2. A long, hard look should be taken at U.S. Government assets 
abroad, both real and financial, in order to determine which no longer 
serve important Government needs and could be liquidated in orderly 
fashion.

Our financial assets alone tota led  $24 billion  in 1966, excluding 
our IM F  go ld  tranche position , official holdings o f con vertib le  cur­
rencies and W orld  W ar I  debts n ot currently  being serviced. Our real 
p roperty  assets abroad  as o f June 30, 1966 were va lued  at nearly  
$5 b illion  (m ostly  at cost). E arly  and im aginative action  to im plem ent 
this recom m endation  m ight well m ake a substantial— though short­
term — con tribu tion  to  easing o f our ba lan ce-o f-paym en ts problem .

3. Consideration should be given to offering foreign official dollar 
holders a temporary gold guarantee as proof of our continuing com­
mitment to maintain the current dollar price of gold.

A  lim ited  guarantee o f the present go ld  value o f the dollar w ou ld  
reduce the concern  o f central bankers abou t the decline in our ratio o f 
gold  to liqu id  liabilities and thus ease pressures on  our gold  stock . Such 
a guarantee w ou ld  insure foreign  official dollar holders against a capital 
loss on a portion  o f their present dollar holdings in the even t the price 
o f gold  w as increased and thus enable them  to con tinue hold ing dollars. 
I t  w ould  p rov ide  the tim e that w ou ld  be  required fo r  a program  to 
restore cost and price stab ility  to take effect. O nce our balance o f p a y ­
m ents is in equilibrium  and the excess flow s o f dollars abroad elim ­
inated, the guarantee w ou ld  no longer be  needed.

E xcept in those countries w hich  b u y  gold  fo r  politica l purposes, 
there is every  reason to believe that such a guarantee w ou ld  be accepted  
b y  central bankers as a va lid  quid pro quo fo r  their cooperation  in 
holding dollars while the U n ited  States brings its paym ents in to  
equilibrium .

4. Efforts should be made to avoid the costly balance-of-payments 
drain caused by important labor disputes.

I t  is now  estim ated that the copper strike is resulting in a m on th ly  
ba lance-of-paym ents cost o f abou t $80 m illion— nearly a b illion  d o l­
lars a year. T h e  C om m ittee  heard testim ony that steel im ports are 
rising sharply in anticipation  o f a possible strike this year and that 
b y  sum m er the extra im p ort biU m ight tota l $500 m illion.

T he adm inistration  has asked for sacrifices on the part o f foreign 
investors. I t  has p roposed  to curb the freedom  o f travel o f students 
businessm en, educators and tourists. I t  w ou ld  seem  that equ ity , as 
well as the national interest, requires the adm inistration  to at least 
try  to induce b oth  labor and business to settle disputes early and, if  
possible, w ith ou t recourse to a costly  strike.

A F L -C IO  President M ea n y  has suggested that consideration  should 
be given to the use o f vo lu n tary  arbitration  in strikes by  pu b lic em ­
ployees. W e  believe the sam e reasoning cou ld  be applied  to certain  
key  disputes w hich threaten to help bring dow n  the dollar. W e believe 
that the P resident should exercise his leadership and urge labor and 
business to agree to vo lu n tary  arbitration  o f such disputes.
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5. Foreign tourism to the United States should be promoted by 
greater emphasis on improving facilities, on better travel research 
and statistics, on increased cooperation between Federal, State, and 
private travel efforts, and on more effective coordination of tourism- 
related activities of the Federal Government.

W e take note  o f legislation  in trod u ced  b y  Senator Jav its w h ich  is 
designed to strengthen the U .S . T ra v e l S erv ice  in  these areas and w e 
take note  o f the recent report o f the In d u stry -G overn m en t Specia l T ask  
F orce  on T ravel, particularly  its recom m endation  th at ou r travel 
developm ent program  should be  based on  an extrem ely  close w ork ing 
relationship betw een G overn m en t and private  business and those 
recom m endations w hich are d irected  tow ard  easing the difficulties 
o f foreign  tourists before and after th ey  reach  the U n ited  States.

Som e of the ch ief com plaints o f travelers to the U n ited  States con ­
cern G overnm ent regulations, a ccom m odation s , transportation , and 
the language problem . W h ile  the U .S . T ra v e l Service  has don e useful 
w ork in  these areas, m ore effort is c learly  needed.
Toward a M ore Stable International M onetary System

I t  has becom e increasingly ev iden t over the past year that the 
present international m on etary  system — based  on go ld  and  k ey  
reserve currencies— has been seriously  w eakened  because:

— C onfidence in the k ey  currencies is w aning, largely  because 
o f chronic ba lan ce-o f-paym en ts deficits.

— E uropean  surplus countries h ave  fa iled  to  take appropriate  
action  under the “ rules”  o f the gam e to  reduce or elim inate 
their surpluses.

— G old  production  is fa lling  at the sam e tim e as the p rivate  use 
o f gold  is increasing— w ith  the result that m on etary  go ld  is 
declining.

O ne k ey  currency— the B ritish  p ou n d — is a lready in  serious trou ble . 
Unless the B ritish  G overn m en t can  successfu lly  m odern ize the 
e con om y  and bring about a b e tter  ba lan ce betw een  costs and p ro ­
d u ctiv ity , another devaluation  m a y  w ell be  necessary.

W h a t about the dollar? T h e  U n ited  States cou ld  v ery  w ell fo llow  
the B ritish  pattern unless ou r ba lan ce -o f-p aym en ts  deficit is reduced  
sharply and confidence in our e con om ic  policies restored.

B u t  even if the U .S. b a lan ce -o f-p aym en ts deficit w ere elim inated, 
the system  w ould n ot be w ith ou t problem s. A n  overh ang  o f at least 
$15 billion  in official dollar h old ings and o f $34 b illion  in  to ta l foreign  
liqu id  dollar claim s w ould still exist. F urther, there w ou ld  b e  n o new  
source o f international liq u id ity  if d o llar ou tflow s com p le te ly  stopped  
and gold  in  official stocks con tin u ed  to  dw indle . E v en  if the U n ited  
States were to run a b a lan ce -o f-p aym en ts d e ficit o f  $1 to  $1^ b illion , 
an am ount which w ould  p rob a b ly  b e  absorbed  b y  p riva te  traders, 
there w ould  be  no increase in official reserves and, thus, no increase in 
w orld  liqu idity .

T h e  dilem m a w hich faces the in ternational m on eta ry  system  is 
sim ple. D ollars will on ly  be  accep ted  and held  b y  fore ign  central 
bankers if they have con fidence that the d olla r is as “ g ood  as g o ld .”  
T h e  decline in the U .S . gold  s to ck  in  recen t years and the sharp rise in  
liqu id  dollar liabilities has called in to  qu estion  ou r ab ility  and w ill­
ingness to honor our com m itm en t to  sell go ld  fo r  dollars a t $35 an

 ̂ 91 -525  0 — 68--------6
!

77

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



ounce. F oreign  official institu tions are thus reluctant to hold  any m ore 
dollars. H ow ever, w ith ou t m ore dollars flow ing in to official reserves 
there is no ready  source o f new  international liqu id ity  to finance the 
grow th  o f in tern ation al trade and paym ents.

I t  therefore b ecom es essential in our view  that:
1. The new special drawing rights under the IM F  be activated as 

soon as possible after ratification of the agreement.
W ith  gold  in  official m on etary  reserves declining and w ith  confidence 

in the k ey  reserve currencies beginning to wane, an additional source o f 
w orld  liq u id ity  w ill be  needed to accom m odate expanding econ om ic 
grow th  and, equ a lly  im portan t, to head off p rotection ist and restric­
tion ist m easures that cou ld  result if countries find them selves short 
o f official reserves.

2. The President should direct the Secretary of the Treasury to 
instruct the U.S. Director of the International M onetary Fund to 
propose to the IM F  executive directors a thorough review of the future  
international role of gold and steps that should be taken to insure 
that gold contributes to the proper functioning of the international 
monetary system.

T h e  qu estion  o f the fu ture role o f gold  in the international m on etary  
system  shou ld  be  resolved  on  the basis o f m ultilateral discussions 
w ith in  the I M F . E v e ry  avenue should be  fu lly  explored to reach  a 
m ultilateral agreem ent on  g o ld ’ s future international role.

I t  is particu larly  im p ortan t to  rev iew  the role of the L on d on  gold  
poo l. E fforts  to  stabilize the p rivate  gold  m arket through the opera­
tions o f the pool h ave  resu lted  in a h eavy  loss o f official reserves to 
p riva te  specu lators. T h e  m a jor  financial pow ers will have to ask them ­
selves in  th e  v ery  near fu tu re  w hether they should m utually  agree to 
stop  su pportin g  the p riva te  m arket and lim it the use o f existing 
official go ld  reserves to  in ternational settlem ent purposes at the present 
price  o f $35 an ou n ce . W h ile  officia l reserves w ould  n ot increase under 
this p lan , neither w ou ld  th ey  decrease as they do under existing 
arrangem ents. H op e fu lly , new  liqu id ity  w ould  be prov id ed  b y  the 
early  creation  o f  specia l draw ing rights.8

3. W e must press forward with greater determination to improve 
the coordination of economic policies among the advanced industrial 
countries.

Im p rov ed  coord in ation  is essential if a system  of fixed exchange 
rates free  o f restrictions and controls is to  survive. T h e  m ach inery  
a lready exists w ith in  the O rganization  fo r  E con om ic C oopera tion  and 
D ev e lop m en t. R econ cilin g  dom estic  ob jectives and the need fo r  
external ba lan ce  requires th at nations set their econ om ic policies 
accord in g  to  gu idelines jo in t ly  agreed u pon  and w ith  fu ll provision  fo r  
fu ll review  and con fron ta tion . G reater effects should b e  m ade to 
im p lem en t the rep ort o f  w ork in g  party  three o f the O E C D  on  strength ­
ening the ad ju stm ent system . O ur grow ing econom ic interdependence

8 Senator Javits concurs in the preceding observations. He wishes to emphasize, 
however, that the present situation requires that we withdraw from the London 
gold pool now and that we terminate the automatic convertibility of the dollar 
for gold for the time being, so that the U.S. gold stock can be made available only 
for central bank use at $35 an ounce on a negotiated basis, at least until the In­
ternational Monetary Fund’s SDR’s are activated.
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dictates that nations cannot e ffective ly  pursue their national e con om ic 
ob jectives  except through con certed  action .

T hese steps are v ita lly  necessary to  strengthen  the present system  
and head off a possible collapse th at cou ld  o ccu r  if the crisis o f con fi­
dence deepens. I f  enlightened self-in terest leads to  continu ing coop era ­
tion  am ong responsible nations, w e  shou ld  still h ave several years in  
w h ich  to  w ork  ou t new arrangem ents fo r  altering and strengthening 
the present international m on etary  system . B u t vo lu n tary  coop era ­
tion  and forebearance cannot b e  expected  to  last forever. A c tio n  is 
needed now  to strengthen con fiden ce  in  the dollar and, at the sam e 
tim e, to  build an im proved  in ternational m o n e ta iy  system  that w ill 
serve the needs of the w orld  e con om y  w ith ou t the vu lnerabilities 
inherent in the gold  exchange standard.
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P R E S S IN G  IS S U E S  IN  F O R E IG N  TR A D E P O L IC Y

T his is the first o f the p ost-K en n ed y  R ou n d  years, a period  in w h ich  
the N a tion  w ill b e  requ ired  to  form ulate new approaches to our 
in ternational trading relationships.

T h is “ era”  in  fore ign  trade po licy  and thinking that w ill go far 
b ey on d  con cen tra tion  on  tariff cutting, w ou ld  ordinarily be  a tim e o f 
som e uncerta in ty . B u t  this uncerta in ty  is now  m ultiplied to  the poin t 
of danger b y  several oth er events of im portance.

F irst am ong these are the program s that have been offered  b y  the 
adm inistration  as rem edies fo r  our continuing ba lan ce-of-paym en ts 
deficit. S econ d  is the belief am ong m any industry groups that the 
rules o f the present trading w orld  disadvantage them  and that the 
m echanism s p rov id ed  b y  C ongress fo r  their relief are inadequate or 
perhaps even  useless. T h ird  is the need for  considering better m ethods 
o f p rov id in g  significant trade assistance to the develop ing countries. 
N ew  m ethods m u st b e  fou n d  to  induce private capital in  industrialized 
nations to  in vest in  p rod u ctiv e  enterprises in develop ing countries. 
T h e  approach  o f  the m ultinational private investm ent com pan y , 
w h ich  Senator Javits p ioneered  in  the case o f the A D E L A  In vestm en t 
C o ., cou ld  be  repeated  in  A sia, in  A frica, and u ltim ately in the M id d le  
E ast.
Border “ tax”  or import “ surcharge” ?

T h e  first o f the d isru ptive  dom estic forces, the adm inistration ’s 
ow n  ba la n ce -o f-p a ym en ts  program , has been discussed above  at 
length . T h ere  need be  specia l m ention  here, therefore, on ly  o f aspects 
o f particu lar relevan ce to  trade.

M u ch  adm inistration  energy during the weeks since the P resident’ s 
Jan uary  1 b a la n ce -o f-p a ym en ts  m essage has been spent try ing to 
d eve lop  a p osition  on  the p roblem  o f border charges on im ports. 
E ssentia lly  there are tw o alternative types o f border charge (a b ov e  
and b ey on d  tariffs) n ow  being  considered. T h e  first is the trad ition a l 
bord er tax, w hich  is a reflection  at the border o f the indirect tax bu r­
dens b orn e  b y  dom estic  industry. This tax is charged on im ports, 
and is rebated  (or  sim p ly  n o t charged) on exports. T h e  second  is an 
im p ort surcharge, an add itional ad valorem  du ty  charged on  im ports 
o f  d u tiab le  item s (all item s w here the U nited  States does n ot have a 
zero b in d in g  under the G eneral A greem ent on Tariffs and T rade). 
T h is w ou ld  first be  secured b y  a finding o f need in the IM F , and a 
w aiver under article 12 o f the G A T T . T h e U nited  States w ou ld  
also secure the assurance o f at least the C om m on  M ark et countries 
that th ey  w ou ld  n o t  retaliate against the U .S. action.

N e ith er border charge is desirable, except as a possible offset to 
d iscrim in atory  b order taxes and surcharges on our exports. I t  is 
d o u b tfu l that either cou ld  b e  high enough to have a m eaningfu l im pact 
on  ou r ba lan ce-o f-paym en ts deficit w ithout hurting the econom ic 
interests o f our w orld  trading partners to the point o f retaliation 
against us.
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T h e  disadvantages o f either course o f a ction  are quite clear, and are 
recognized even b y  adm inistration  officials. B u t  the adm inistration  
seems caught in its ow n rhetoric and in  com m itm en ts m ade in the 
coin-se o f  its ow n hastily  con ce ived  b a lan ce -o f-p aym en ts program . 
I t  is pursued b y  the hobgob lin  o f  con sisten cy  w h ich  holds th at if the 
activities o f the U .S. foreign in vestor and  the U .S . traveler are to be 
restricted, then the activities o f  the foreign  trader m u st also be  
restricted.

In  attem pting to determ ine w h at to  d o  a b ou t the bord er charge, 
adm inistration options are narrow ed even  further b y  the feeling am ong 
m an y M em bers o f Congress that a b order charge o f som e k in d  is de­
sirable. A m ong the reasons for this feeling is the op in ion  that a m odest 
border charge o f som e sort w ou ld  b e  a m eans o f satisfy ing those 
dom estic industries w hich  believe  th ey  need add ition a l protection  
from  foreign com petition .

T h e  m ost prom ising solution  to  the U .S . ba lan ce -o f-p aym en ts 
difficulties is a m ore restrictive dom estic  fiscal and m on etary  p o licy . 
Our external trade balance is n ow  show ing the effects o f  dom estic  
inflation. T he trade surplus is shrinking as im ports  con tin u e to grow , 
even  when the nonrecurring factors, such  as steel strike hedging and 
the copper strike, are elim inated. A  bord er charge w ould  h ave little  
im pact on the overall ba lan ce-o f-paym en ts deficit and  m ore  im p or­
tan tly  w ould  increase the cost o f our im p orted  industria l inputs in  an 
already inflationary situation w hen low -cost im p orts  are needed. 
M ore  fundam ental steps m ust be  taken.
The Desirability of European Initiatives

In  this con text it becom es clear th at E u ropean  nations can  take 
steps to assist the ba lan ce-of-paym en ts ad ju stm ent process and at the 
sam e tim e obv iate  the need fo r  an y  h asty  U .S . a ction  on  a bord er tax  
or im port surcharge.

Such a step was in itia lly  p roposed  b y  G erm an F in an ce  M in ister  
Schiller early this year, and was restated  as a p rop osition  to  the 
E uropean  C om m u n ity ’s F inance M in isters on  M a rch  4 in  B russels. 
T h e  proposal was that the E uropean  C om m u n ity  prestage its K en n ed y  
R oun d  tariff cuts. D o in g  so w ou ld  g ive  the U n ited  States a tariff 
advantage and offset the possib le E u rop ean  advan tage u nder their 
recently  altered border tax system . I t  cou ld  h ave a fa v ora b le  effect 
on  the balance o f trade. Its  a d op tion  w ou ld  be  a w elcom e a ct o f 
statesm anship at a tim e when U n ited  S tates-E u ropean  rela tion s are 
strained and when the m om entum  tow ard  a m ore  open  w orld  trad ing 
system  is in jeopardy .
U.S. Policy on the Border Tax Issue

T h e  fa ct that U .S. action  on  either a bord er tax  or an im p o rt  
surcharge for  ba lan ce-of-paym en ts reasons is undesirable is n o t  an 
excuse for inaction  on the serious issue o f E uropean  b ord er taxes.

M u ch  of the current discussion abou t a bord er tax  stem s fr o m  
the in itial belief, particularly  o f the T reasu ry, th at the present b o rd e r  
tax system  disadvantages the U n ited  States. T h e  exten t o f th is d is­
advantage is n ot clear. In  fa ct , because it  has been  in  effect du rin g  
m ost o f the postw ar period, in ternational trade has p ro b a b ly  a d ju sted  
to  the border taxation  system s o f E u rop ea n  countries to  the ex ten t 
that the U nited  States is n o t com m ercia lly  d isadvan taged . B u t  th is
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does n ot h o ld  true fo r  increases in border taxation  from  existing levels, 
such  as the G erm an  increase from  4 percent to 10 percent at the 
beginn ing o f this year. S uch  upw ard changes w ill likely have an effect 
on  U .S. trade, and prop erly  require governm ental action  to correct 
inequities.

T h e  essential theoretica l assum ptions about taxation  that are 
im p licit in the general agreem ent are show n b y  scholarship o f the past 
20 years to  b e  in correct. D irect taxes, w hich are n ot rebatable on 
exports, are assum ed b y  G A T T  to be paid entirely from  corporate 
profits w ith ou t bein g  passed on  to buyers in terms o f h igher prices. 
In d irect taxes, w h ich  are repayable, are assumed b y  G A T T  to be 
entirely  sh ifted  forw ard  and paid b y  the consum er in higher prices. 
N either assum ption  seem s correct, and the U nited States m ust take 
the steps necessary to  ad just the G A T T  to reflect the actual am ount 
o f the sh ifting  o f taxes o f  b o th  kinds.

T his is a lon g -term  prob lem . I t  will n ot be solved in the con text 
o f an em ergen cy  ba lan ce-of-paym en ts situation. It  w ill likely  require 
years o f w ork  and p ossib ly  a round  o f negotiations som ew hat sim ilar 
to that o f  the tariff negotiation . N onetheless it is an im portant 
prob lem . In  the in terim , the adm inistration should a ttem pt to negoti­
ate standstill agreem ents w ith  the E uropeans in order to slow  dow n  the 
external harm on ization  o f  the E E C  border tax when that will result 
in an increase o f the d u ty .

O ne step E uropeans cou ld  take to m itigate the effects o f  the border 
tax w ou ld  b e  to  change the basis o f its assessment. P resently the tax is 
assessed on  the cost o f  the im port, plus freight and insurance, plus 
d u ty . D ep en d in g  on  the am ount o f the duty, this m ethod  can  result 
in  v ery  h igh  bord er taxes. T h e  protective  effect o f the border tax cou ld  
be dim inished w ere the tax  to  be assessed on  the cost o f the im port 
before  d u ty  is paid .
A N ew  Trade Bill

P resently  there is n o Presidential authority  to negotiate tariffs. 
T h e  lapse o f  the au th ority  o f the T rade E xpansion A ct  on  June 30, 
1967, has m eant, in  effect, that there is no m andate fo r  creative U .S. 
action  in  the trade field . T h e  adm inistration has begun  a long-term  
stu dy  that it hopes will result in a trade p o licy  that w ould  then  be 
im plem ented  b y  legislation . F or the interim  period, we anticipate 
con sideration  o f legislation  in three areas: m inim al au thority  for  the 
P resident to  negotia te  tariffs, im provem ent in the so-called trade and 
tariff ad ju stm ent assistance measures o f the 1962 a ct; and im ple­
m en tation  o f the A m erican  selling price (A S P ) package negotiated  
during the K en n ed y  R ou n d .

I t  is debatab le  w hether the scope o f this legislation can  be so 
restricted  w hen there are m a n y  other m atters that should be  ad­
dressed. A  trade b ill shou ld  contain  new  authority  for  negotiations 
on  nontariff barriers, on  agricultural com m odities, on th £  trade p rob ­
lem s o f  the deve lop in g  countries, on E ast-W est trade, and on the 
organ ization  o f  the G overn m en t to con duct its foreign econ om ic policy .

B u t a trade bill cou ld  also be  expanded b y  those w ho wish to give 
special a tten tion  to  certa in  industries, such as is p rov ided  in pending 
q u ota  bills. C erta in ly  the prob lem s o f such industries should be  given 
the fu llest deliberations b y  C ongress in its w ork  on any trade bill, bu t
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the C ongress should avoid  tak ing  m easures fo r  one industry th a t are 
not extended to all industries sim ilarly  situated  and o f similar nation a l 
im portance. T he essential them e o f  n ond iscrim inatory  m ultilateralism  
in U .S . trade policy  should be m ainta ined , b o th  as regards the external 
trading world and our internal trade p o licy  adm inistration. W e  
should also endeavor at all tim es to  elim inate restrictive p ractices 
and inequities w herever they m a y  exist either at hom e or am ong our 
trading partners.

T h e  A m erican selling price issue will be  a controversia l p ortion  o f  
the trade bill. Essentially, the issue is w hether or n ot the U .S . C on ­
gress w ill im plem ent the so-ca lled  secon d  package o f the A m erican  
selling price agreem ent n egotiated  in the K en n ed y  R ou n d  chem ica l 
sector negotiations. I f  the second  package is im plem ented , U .S . duties 
on  benzenoid  chem icals will be  low ered  to  a range o f  20 to 30 percen t; 
the E E C  in turn will low er their ch em ica l duties b y  an additional 26 
percent; the U nited  K in gdom  will m ake redu ction s up to 62 percen t: 
and b oth  countries, plus Sw itzerland, will liberalize certain  nontariff 
barriers.

T his A S P  system  had va lid ity  in the con tex t o f  its tim e. T o d a y , 
decades later, the U .S. chem ical industry  has grow n m uch  b ey on d  
benzenoid  chem ical p rodu ction  and there is ev idence that ben zenoid  
p rodu ction  in this cou ntry  has been  im peded  from  m odern ization  and 
capital investm ent b y  the high level o f border charge it en joys under 
the 1922 statute.

T h is  is an im portan t aspect o f  the A S P  qu estion  that C ongress w ill 
necessarily explore w hen considering the A S P  system . O ther aspects 
w ill b e  the nature o f the actual K en n ed y  R o u n d  deal. T here  is no 
clear conclusion  that the tw o-p ack age  deal w as a recip roca l one. 
Som e analysts have concluded  th at the ch em ica l in du stry  w ou ld  b e  
disadvantaged were the second  package n ot to  be  im plem ented .
Fair Competition in International Trade

F rom  the above discussion, it  is clear th at fu ture trade p o licy  w ill 
be  concerned w ith  m atters other than tariffs. T h e  issue o f bord er taxes 
is a' ready exam ple o f such an other-than -tariff issue. O thers are 
problem s of G overnm ent purchasing regulations as th ey  a ffect com p et­
it ive  b idding procedures, quotas, d ifferent cu stom s va lu ation  system s, 
and subsidies for exports, w hich  in  som e fash ion  d istort or in tru de on  the 
fair function ing o f com p etitive  w orld  m arkets. A ll o f  the nontariff 
barriers m ust be considered along w ith  tariffs in  a ttem p tin g  to  ach ieve  
a genuinely fair and com petitive  in ternational trading system .

T o  deal w ith  these issues, w e suggest th at U .S. efforts to  deal w ith  
the other-than-tariff issues be  cen tered  on  the con cep t o f  a cod e  o f 
fa ir practices in international trade. W e  h ave  a lready ach ieved  a 
m a jor  step tow ard this ob je ct iv e  in the In tern ation a l A n tid u m p in g  
C ode, w hich was negotiated and entered in to  b y  the w orld 's  m a jo r  
trading nations as a result o f successfu l negotia tion s in  the K en n ed y  
R ou n d . W e are pleased to p o in t ou t the strong  su p p ort g iven  b y  
R epublicans on this com m ittee to  this m a jor  a ch ievem en t in  fo rm u ­
lating uniform  international business practices. S im ilar in itiatives 
should be  pursued w henever possib le. C erta in ly  the area o f G o v e rn ­
m ent buyin g  practices is a k ey  one. A n oth er  w ou ld  b e  u n iform  p ro ­
cedures fo r  the treatm ent o f subsidies to  exports.
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The Need for a M ore Consistent Foreign Economic Policy
I t  has b ecom e increasingly  obv iou s in  the recent period  o f reaction  

to our con tinu ing  ba lan ce-of-paym en ts deficits that form ulation  o f 
foreign econ om ic p o licy  is  dangerously fragm ented throughout too  
m any agencies. T here  are a t least three steps that cou ld  be  taken to 
correct this prob lem . O ne is that an adm inistration trade bill cou ld  
be am ended to g ive  the O ffice o f President’ s Special R epresentative  
for T rade N egotia tion s a larger role in foreign econom ic p o licy  fo rm u ­
lation. Second, the C ongress should take the necessary steps to c o ­
ordinate the activ ities o f its m an y  com m ittees that have ju risd iction  
over aspects o f foreign  econ om ic policy . Third , the C ou n cil o f E c o ­
nom ic A dvisers shou ld  g ive  m uch  greater emphasis in its annual 
report to  presenting a com prehensive analysis of all o f the fore ign  
econom ic interests o f the U n ited  States.
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W e have been encouraged b y  the sch olarly  and ob je ct iv e  analysis 
o f the w age-price guideposts th at has taken  place in  recen t years. 
T h e  N ation  has com e a lon g  w a y  in u nderstanding ju st w h at the 
guideposts can and cannot be expected  to  d o  since the adm inistra­
tion  began to attem pt to force  the e con om y  in to  the gu idepost m old  
in 1962. T he adm inistration fa iled , because the G overn m en t itself 
was prom oting inflation. A s a result, the gu ideposts tod a y  lie shattered. 
T h e  public lacks confidence either in  their relevance or effectiveness.

W e  have always believed th at the gu idepost con cep t cou ld  be  a 
useful educational dev ice  to p rom ote  an in telligent p u b lic  d ia log  on 
w age-price policies. T h e fa ct that the adm in istration  applied  the gu ide- 
posts arbitrarily, o ften  in areas w here th ey  w ere n o t designed to  app ly  
and during periods w hen they  w ere clearly  in adequ ate  and irrelevant, 
largely  stripped the con cept o f an y  usefu l ro le  th at it  cou ld  perform . 
T h e  adm inistration has done the N a tion  a d isservice b y  rely ing  on  the 
guideposts to restrain in flationary forces  th at it  w as itse lf engendering 
and encouraging through its fiscal and m on eta ry  policies.

I t  has been often  stated, and o ften  ignored , th at the gu id ep osts  
were con ceived  to induce wages and prices to ad ju st them selves as th ey  
w ou ld  in a free and com petitive  m ark et n o t  su b je ct to  business cycles . 
B u t a free and com petitive  m arket experiencing general excess dem an d  
w ill react w ith  w age and price  increases ju s t as an im p erfect m ark et 
w ill.

T h e  econ om y has been su b ject to excess dem and  pressures since la te  
1965, a period  o f large and w idespread  w age and p rice  increases. G en ­
eral fiscal and m on etary  restraint to  rem ove  the excess dem and  w as 
required. T he policies that were fo llow ed  fa iled  to  restrain  the econ ­
om y. T h ey  were disruptive and dam aging, and con trib u ted  to  signifi­
can t m isallocations and m alad justm ents.

I t  m a y  be argued that w e do n o t  fa ce  general excess dem an d  tod a y , 
a lthough it seems to us that a 4 -p ercen t annual increase in prices w ith  
the low est unem ploym ent rate in 15 years is am ple ev iden ce  to  the 
con trary . H ow ever, m any p riva te  econ om ists agree th at the gu id e - 
posts are also inappropriate in tim es o f  w idespread  price  and w a ge  
increases. In  such periods there are m a n y  m ore  price  and w age in ­
creases than can  even be  considered , and m a n y  o f  the increases w ill 
o ccu r in industries that substantia lly  em ulate a com p etitiv e  m a rk et 
and w here gu idepost application  w ou ld  on ly  d istort the co rrect a lloca ­
tion  o f resources.

M o s t  o f those now  advocatin g  a return  to the gu ideposts seem  to  
b e  grasping fo r  an alternative to fo rce fu l fiscal and m on eta ry  restra int 
to reduce inflationary pressures. T h ose  w h o w ou ld  resurrect the gu id e - 
posts at this tim e, and add an a llow ance fo r  past p rice  increases, are 
m erely  look ing  fo r  an easy w a y  o u t o f a d ifficu lt prob lem .

POLICIES FOR WAGE-PRICE STABILITY AT HIGH
EMPLOYMENT
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W e note w ith  interest that the adm inistration is establishing a 
C abinet C om m ittee  on  P rice  S tability  to “ keep the ob ject iv e  o f over­
all price stab ility  clearly  in fo cu s .”  A lthough  we had hoped  this was 
being  done all along, w e are h a p py  to see this adm inistration em ulate 
an idea first pu t in to  p ractice  b y  President E isenhow er in the form  o f 
a C ab in et C om m ittee  on  P rice  Stability  for  E con om ic G row th . H o w ­
ever, w e hope the C om m ittee  does n ot becom e a substitute fo r  deter­
m ined pursuit o f anti-in flationary fiscal and m onetary policy .

W e  wish to repeat that the w age-price guideposts can p lay  a useful 
educational role in an econ om y  that is n ot pressing against its supply 
capacity . H ow ever, th ey  can not substitute fo r  fiscal and m onetary  
restraint w hen there is excessive dem and and general price increases.

T h e  theoretical con stru ction  o f the guideposts is n ot a perfect 
guard against price and w age drift and m isallocation o f resources 
even in an econ om y  w ith  considerable productive slack. T h e  5-year 
trend p rod u ctiv ity  m echanism  is su b ject to w ide shifts from  year to 
year w hich  can accentuate instability  in the econom y. Sharp increases 
in farm  p rod u ctiv ity  are n o t passed on to consum ers in relative price 
declines, as the gu ideposts suggest, largely because o f G overnm ent 
farm  price support program s. N either is specific allow ance m ade fo r  
changes in capita l p rod u ctiv ity  and the elasticity  o f substitution  o f 
cap ital fo r  labor. P art o f  the increase in real produ ct per m an-hour 
in the p rivate  econ om y  is due to shifts o f workers from  low er produ c­
tiv ity  to higher p rod u ctiv ity  industries, and thus this increase in 
p rod u ctiv ity  is n o t available fo r  increasing w age rates. T hese are just 
a few  o f the deficiencies o f the guideposts that m ust be  corrected  
before  the con cep t can  fu lly  serve the goal o f price stability .

In  addition  to responsible fiscal and m onetary policies, there are 
specific actions that shou ld  be  taken to help prom ote w age-price 
stab ility  at high em ploym ent.

1. Increased labor mobility would insure the reduction of labor 
shortages and labor gluts.

W e support m easures w hich  w ould  rem ove various im pedim ents to 
the m ovem en t o f la b or  from  one industry or geographical area to 
another as w ell as p rom ote  upw ard occupational m ob ility . These 
should include:

— T h e  portab ility  o f pension rights so that a w orker need n ot feel 
he m ust stay  w ith  his jo b , union, or industry in order to  retain 
retirem ent benefits;

— T h e  rem oval o f  tax im pedim ents to the m ovem ent o f  workers 
from  one jo b  to  another, along the lines o f legislation in troduced  
b y  C ongressm an C urtis;

— E ncouragem ent to  individuals to im prove their skills b y  
elim inating tax obstacles to education and training. T h is cou ld  
be  m ost fu lly  ach ieved  b y  allowing full deductib ility  o f educa­
tional expenses on  individual incom e taxes. E ncouraging 
upw ard  occu p ation a l m ob ility  w ould  n ot on ly  benefit the 
individual in vo lved , b u t also those below  him  on  the skill 
ladder w ho cou ld  m ov e  up in to the position  left vacant.
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2. Some of the most effective measures to insure that price and 
wage pressures are kept to a m inim um  at high employment are those 
that improve the competitive nature of the economy.

P rice  and w age com petition  serve to  suppress in flationary  tend­
encies. One effective m eans o f in creasing com petitiven ess is through  
rigorous antitrust enforcem ent. A n oth er  w a y  tow ard  a m ore  co m ­
p etitive econ om y is through low erin g  the barriers to  im ports from  
abroad through m utually  beneficia l trade negotiations. T h is  action  
w ould  w iden the scope o f our m ark et and expose A m erican  good s 
and services to the rigor o f com p etition  o f  fore ign  m arkets.

3. There are many Government policies and programs that weaken  
competition, distort resource allocation, reduce incentives to m in i­
mize costs and contribute generally to price and wage instability.

T h e  C abinet C om m ittee  on  P rice  S ta b ility  shou ld  g ive  early  con ­
sideration  to the undesirable effects o f price  su p p ort program s, prefer­
ential tax treatm ent fo r  certain  industries, F ederal procu rem en t 
practices, increases in  the m in im um  w age, F edera l em ployee  w age 
and salary policies and other G overn m en t policies. A  determ ined  
effort to  reduce the rigidities and in sta b ility  the G overn m en t has in ­
je cted  in to  the econ om y w ould  y ie ld  a h igh  return  in  increased price  
and w age stability  at h igh em ploym ent.

4. Whenever possible, Government programs should seek to raise 
productivity and increase efficiency in the private sector.

G overnm ent policy  should b e  m ore con cern ed  w ith  im p rov in g  
su pp ly  response than w ith  the n egative fu n ction  o f b lock in g  price  and 
w age increases. Som e price and w age pressures in  an e con om y  are the 
result o f  poor organization and m anagem ent o f p rod u ction , and 
recom m endations o f better techniques cou ld  lead  to  substantia l 
im provem ent in long-run  stability .

5. Effective public and private economic decision-making require  
current, accurate, and complete information about the economy. 
There is an urgent need for improvements in  our statistical program  
to help achieve this objective.

W e  recom m en d th a t the ad m in istratio n  u n d ertak e or accelerate  
efforts to—

(a) P rov ide  detailed quarterly  estim ates o f F ederal b u d g et 
receipts and expenditures and lon g-ru n  b u d g et p ro jection s  
covering at least 5 years and based  on  the im p lication s o f  present 
policies and program s as w ell as in form ed  estim ates o f  the c o s t  
o f program s to be  proposed.

(lb) D eve lop  a statistical series on  jo b  vacancies. T h e  adm inis­
tration has told  us tim e and again that it  w as w ork in g  on  such  a 
series bu t lacked on ly  the appropriations to  im plem en t it. N o w  
the Secretary o f L abor, w h o  acknow ledges the va lu e  o f these 
statistics, has adm itted  that the adm in istration  has g iven  u p  
its attem pts. T h is data is cr it ica lly  n eeded  to p in p o in t unfilled  
jo b  openings b y  occu pation  and geographic area. T h e y  w ou ld  
be invaluable in develop in g  training program s and counselling  
services fo r  the unem ployed . W e  reiterate ou r su p p ort fo r  th is 
program  and ask that the adm in istration  d e lay  no fu rth er in 
carrying forw ard its w ork  on  this series.
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(c) D ev e lop  a statistica l series m easuring the w ealth  in the 
econ om y, as recom m ended  b y  the Subcom m ittee on  E con om ic 
Statistics in  1966. Such  a series w ould  give a true p icture o f 
econ om ic grow th  as w ell as o f resources, industrial ca p a city  and 
other elem ents o f the p rod u ctive  process.

(d) Im p rov e  the m easurem ent and forecasting o f produ ctive  
ca p a city  fo r  m a jo r  industries and the econ om y as a w hole and 
develop  b etter  and m ore  com prehensive series on p rod u ctiv ity  
b y  industry. B o th  o f these m easures are indispensable if w e are 
to form ulate rational and relevant econom ic policies.

(e) D ev e lop  a com prehensive program  to ascertain the effects of 
w elfare paym ents on  m igration , em ploym ent, w ork  incentives, 
and fam ily  structure.
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M E E T IN G  A M E R IC A ’S U R B A N  C R IS IS

I t  has becom e increasingly clear that n oth in g  less than the values 
and institutions o f our dem ocratic  socie ty  are at stake in  the crisis 
o f A m erica ’s cities.

T h e  problem  o f the cities in volves m u ch  m ore  than im provin g  the 
quality  o f  life or m aking our urban  centers safe and decen t places 
in w hich  to live and w ork. T h e  k ey  elem ent is the vast gu lf that 
exists betw een the m a jority  o f  affluent A m ericans and the N a tio n ’s 
poor  and disadvantaged.

C losing the gu lf m ust take the h ighest p r ior ity  am ong our dom estic  
goals. A ll o f our citizens m ust b ecom e  m ean ingfu l participants in  the 
m ainstream  o f A m erican  society , en joy in g  equal rights, opportun ities, 
and responsibilities.

T h e  problem  facing us in the cities tod a y  is n o t  entirely  new . O ur 
h istory has been one o f m igration  from  rural areas to  urban centers. 
In  the past our society  has successfu lly  assim ilated the new  arrivals. 
T od a y , how ever, the problem s fa ced  b y  the urban  m igrants are m ore  
difficult than ever before. N o t  on ly  do  the new  arrivals com e unpre­
pared to  cope w ith  the com plexities o f  life  in  a m o d e m  industrial 
city , b u t in the case o f the N egro  m igrant, assim ilation is m ade m ore  
difficult b y  racial tensions.

T h e  problem  o f the cities is c lose ly  b ou n d  up  w ith  the p rob lem  o f 
the rural areas. T h e  incidence o f  p ov erty  is h ighest am ong the rural 
farm  population, often  double  th at o f  our largest m etropolitan  areas. 
B y  alm ost any m easure o f socia l and econ om ic w ell-being  our rural 
farm  areas rank at the b o ttom  o f the scale. A n y  so lu tion  to  the urban 
prob lem  m ust encom pass activities to  increase the opportu n ities fo r  
rew arding em ploym ent in A m erica ’s sm all tow ns and rural areas.

W ith in  recent years a bew ildering variety  o f p u b lic  and private  
program s have been  developed  to  deal w ith  the urban  crisis. O n ly  
recen tly  have we begun to d irect a ttention  to  the need fo r  stem m ing 
the m igration  from  rural areas. In  sp ite o f  the num ber and va rie ty  o f 
program s, real progress, w hen m easured against the need, seem s 
pain fu lly  slow.

T h e  real question tod ay  is h ow  m u ch  tim e w e have to  sh ow  results 
fo r  our efforts before the crisis in  ou r cities irreparably  rips the fa b ric  
o f  our society. E ven ts o f the past 2 years m ake clear th at the tim e 
is short.

T h e  debate over the Federal b u d g et is freq u en tly  p u t in  term s o f  
m eeting our international com m itm en ts as against a ttack in g  our 
critical dom estic problem s. W e  d o  n o t  believe  w e can  slight our 
problem s at hom e, how ever w idespread and costly  our in vo lvem en ts  
abroad. Our foreign responsibilities are lik e ly  to  con tin u e fo r  m a n y  
years. T h ey  will continue to in v o lv e  h ea v y  b u d geta ry  costs. I t  w ou ld  
be  illusory to think we cou ld  b u y  secu rity  b y  m eetin g  our in ter­
national com m itm ents while slighting d om estic  p rob lem s. P rogress 
on  the dom estic fron t m ust go forw ard  in  sp ite o f W a sh in g ton ’ s 
p reoccu pation  w ith  problem s o f  fore ign  p o licy .
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E ssentia lly  this m eans decentralizing the financing, the in itiative 
and the adm inistration  o f those program s and policies designed to 
solve the problem s o f our rural and urban areas and to bring our N egro 
citizens in to  fu ll partnership in  A m erican life. T rad itional approaches 
w ill n ot sa tisfy  our changing needs. W ashington  w ill have a role to 
play, bu t in  partnership w ith  the activities o f State and loca l govern ­
m ents and p rivate  p rofit and nonprofit institutions.

A n y  effective a ttack  on  the problem s o f the cities m ust also in volve  
the people to  be helped in the decisions on  the program s allegedly 
designed to “ h e lp ”  them . T h is  m ust em brace the type  o f participa­
tion, as in p rop erty  ow nership, that gives people a stake in  the society  
in w hich  they live. G reater experim entation w ith “ little  c ity  halls,”  
neighborhood  corporations, w ard, rather than at-large, representation 
on  c ity  councils, and effective  tw o-party  com petition  in our larger 
urban centers cou ld  help  p rom ote  this feeling o f involvem ent.

W e  see the role o f the F ederal G overnm ent as that o f a ca ta lyst 
w hich  stim ulates and m obilizes private and State and loca l govern ­
m ent action . I t  w ill in v o lv e  Federal expenditures and, in som e cases, 
Federal tax or oth er in centives. B u t the financial and personnel re­
quirem ents are far b ey on d  the abilities o f the Federal G overn m en t 
alone to supply .

E fforts to reduce nonessential Federal spending often  are d irected  
at those program s w hich  are new, while those program s that have ex­
isted  fo r  m an y  years are assum ed to be “ g iven .”  T h e trouble is that 
the new  program s are designed to m eet the new problem s. T h e  o ld  
program s, w hich  are said to be  beyon d  the reach o f the bu dget d irec­
to r ’s knife, n o t on ly  fa il to respond to new problem s b u t often  aggra­
va te  them .

A n y  realistic reordering o f  priorities m ust involve  a reduction  in 
expenditures fo r  o ld  and ou tm oded  program s and a greater and, 
h opefu lly  m ore effective, m ethod  o f bringing our resources to bear on  
the m ost urgent prob lem s facing  our society.

T h e  scope  o f these view s precludes the developm ent o f a com p re­
hensive program  fo r  urban developm ent. H ow ever, w e are encouraged 
that the U rban  A ffairs S u bcom m ittee  is conducting an extensive stu dy  
in this area, and will p rov id e  an op p ortu n ity  fo r  am plification  o f our 
view s at a later tim e. F o r  n ow , we m ake the follow ing observations 
and recom m endations as suggestive o f the range o f actions w hich  w e 
believe are necessary to e ffective ly  m eet the N a tion ’s urban crisis.
1. Employment, Training, and Retraining

(A ) W e  endorse the H u m an  Investm ent A ct w hich has been in tro­
du ced  b y  num erous R epu blican s b oth  in the H ouse and Senate under 
the leadership o f C ongressm an Curtis and Senator P rou ty . W e  are 
pleased to n ote  that this con cep t was endorsed b y  the N ational A d ­
v isory  C om m ission  on  C iv il D isorders in its recent report.

T h is legislation  w ou ld  spur jo b  training b y  the private  sector b y  
p rov id in g  a tax  cred it to em ployers am ounting to 10 percent o f certain  
expenses o f jo b  training, including apprenticeship training, on -th e-job  
training program s under the M anpow er D evelopm en t and T rain ing 
A ct, coop era tive  w ork -stu d y  program s, tuition refund program s, and 
expenses o f organized group  and classroom  instruction.

T h e  act is prem ised on  the fa ct that the m ost effective jo b  trainer 
in the N a tion  has alw ays been  the free enterprise econ om y. Business
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and labor, w orking together, h ave  consisten tly  been  able to  con ce ive  
and develop  sound training program s superior in qu a lity  and m inus 
the inefficiency often  inherent in  G overn m en t-op era ted  program s.

T h e  bill w ou ld  rem ove an im ped im en t to  an em ployer w h o w ants to  
expand his training program  and in itiate new  program s fo r  h is em ­
p loyees. A s those presently em p loyed  m ov e  up to  better jo b s  through  
m ore training, those now  u nem ployed  because o f  insufficient skills can 
be hired to take their places. T h e  H u m an  In vestm en t A c t  also offers 
new  h ope to workers w hose jo b s  are threatened b y  au tom ation  or b y  
shifting defense contracts.

(B ) Serious consideration  shou ld  be g iven  to  the specific em p loy ­
m ent problem s o f individuals w ith  a low  level o f  edu cation  and 
training that result from  rapid  increases in the m in im um  w age.

O ne approach  to m eeting this specific p rob lem  is em bod ied  in  the 
E m ploym en t Incentive A c t  p rop osed  b y  S enator P ercy , Senator 
Jordan, and Congressm an C urtis. T h e  b ill offers an incen tive  fo r  
em ployers to hire and train those u n em ployed  w ith  lo w  levels o f  skill 
and experience.

T h e incentive w ould be in  the form  o f a F ederal refund  to  the 
em ployer approxim ating the d ifference betw een  the p rod u ctive  value 
o f the worker and the m inim um  w age. T h e  refund w ou ld  be  con tin gen t 
on the em ployer ’s offering a program  o f form al or o n -th e -job  training 
and agreeing to afford participating em ployees a fu ll op p ortu n ity  at 
or above the m inim um  wage a fter expiration  o f the refu n d  period .

T h e  E m p loym en t A ct  o f 1946 states th at it  is the p o licy  o f  the 
G overnm ent that “ there be afforded  useful em p loym en t opportu n ities 
for those able, willing, and seeking to  w ork .”  T h is b ill w ou ld  enable 
the G overnm ent to reduce the effective  costs o f low -sk ill w orkers to 
the level o f their econom ic con tribu tion  during the training period . 
W ith  the skills and experience that a participatin g  w orker w ou ld  
acquire, he w ou ld  then be prepared to stand  on his ow n  feet as a self- 
supporting and contributing m em ber o f  the com m u n ity .

(C ) W e  support the recom m endation  o f  the R ep u b lica n  C oord in a t­
ing C om m ittee to establish a n ational jo b  op p ortu n ity  survey .

T h e  survey w ould  involve:
(а) A  nationw ide co llection  o f  da ta  on jo b  m arket con d itions, un­

filled jobs, develop ing jo b  needs, la b or su pp ly , reg ional and loca l 
patterns and the skills needed to  m eet the dem ands.

(б) A  nationw ide com m unications system  m akin g  this da ta  ava il­
able to  vocationa l educators, counselors, p lacem ent personnel, the 
A rm ed  Services, labor unions, business enterprises.

Som e o f the m ost effective too ls  fo r  a ttack ing  structural and fr ic ­
tional unem ploym ent and deve lop in g  sound  training program s are 
n ot being utilized b y  this adm inistration . T ra in in g  m u st be  in  the 
new  and develop ing skills, w hich  requires an u p -to -d a te  “ D ict io n a ry  
o f  O ccupational T itles ,”  p referably  in  looselea f form . T ra in in g  m ust 
m ust also be fo r  an actual jo b , w hich  requires a statistica l series on  
jo b  vacancies. T h e  adm inistration has been  seriously derelict in  b o th  
o f  these critical areas.

(D ) Business should m ake greater e ffort to  relax h iring standards, 
sim plifying hiring practices and restructure jo b s  in  such  a w a y  th at 
m ore opportunities will be available to  the edu ca tion a lly  d is­
advantaged.
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(E ) A n  urgent need  continues for better coordination  o f training 
and retraining efforts n ow  carried on under the vocational education 
program , b y  the m ilitary  services, the M anpow er D evelopm en t and 
T rain ing A ct, apprenticesh ip  program s, and p overty  program s. This 
ob je ct iv e  is v ita l to  ach ieve the greatest efficiency and effectiveness 
possible from  G overn m en t efforts in the field o f training and retraining.

(F ) F urther progress is needed to break dow n discrim inatory 
barriers to  em ploym ent. R a ce , age, and sex too  often  keep an un­
em ployed  w orker from  a jo b  opportun ity , as is evidenced b y  com ­
parative u n em ploym en t rates fo r  different groups. T h e unem ploym ent 
rate o f nonw hites is tw ice that o f whites; that for teenagers is consis­
ten tly  m ore than three tim es that for the population  as a w hole; 
the rate am ong w om en  is usually 50 percent greater than that for 
m en. B o th  business and la b or m ust m ake further progress tow ard 
open ing up  jo b , training and m em bership opportunities to  the un­
em ployed , no m atter w hat their race, age, or sex. T h e  G overnm ent 
should  con siderab ly  increase its efforts to reduce jo b  discrim ination.

(G ) W h ile  the creation  o f m ore jobs in the urban area should be an 
ob je ct iv e  o f p u b lic  p o licy , efforts are also required to p rov ide rapid 
and con ven ien t pu b lic  transportation  to m ake job s  in the whole 
m etropolitan  area m ore read ily  accessible to central c ity  residents. 
A m en dm ents offered  b y  Senator Javits to the E con om ic O pportu n ity  
A c t  h ave  authorized  transportation  assistance to bridge the gap 
betw een  the slum s and industrial parks. Our ob jective  m ust n ot be 
to lo ck  the d isadvan taged  in to  central c ity  jobs, bu t to open up jo b  
opportun ities w herever they  exist.
2. Fiscal Capacity of State and Local Governments

(A ) T h e  strengthening o f  S tate and loca l con trol over their ow n 
spending is essential in  our F ederal system  o f governm ent. A  level o f 
govern m en t w ith ou t effective  con tro l over its expenditures has essen­
tia lly  lost its id en tity  and justification  as a separate politica l entity. 
T h ose  levels o f govern m en t closest to the people are m ost responsive 
to their wishes and best equ ipped  to m ost efficiently adm inister pro­
gram s fo r  the health , education , and welfare o f their citizens.

In  order to strengthen  these governm ents to m eet their increasingly 
h ea vy  responsibilities, the trend tow ard fiscal centralization  at the 
F edera l level m u st b e  restrained.9

(B ) S tate and loca l governm ents m ust m ore e ffectively  m obilize 
their existing revenue sources.

(a) T h e  p rop erty  tax  needs m odernization  if we are to en joy  its 
m axim um  advantages. T h e  property  tax is dependent upon  sound 
and equ itab le  assessm ent policies, which, in turn, depend upon 
sou n d  zon in g  law s and u p -to -d a te  building codes equ itab ly  enforced. 
I t  requires an understanding that idle land— raw  land— should be 
taxed at a som ew hat h igher rate than im provem ent on the land, so 
that there will be  an encouragem ent to put land to its m ost produ ctive  
use. T h is principal cou ld  be  extended further b y  rew arding those who 
im p rove  their p rop erty  and penalizing those w ho do not.

9 Senator Javits believes that one of the most effective ways to strengthen 
State and local governments is through “revenue sharing.” On January 18, 1967, 
he and six other Senators (Howard Baker, R-Tenn., Frank Carlson, R-Kans., 
John Sherman Cooper, R-Ky., Peter Dominick, R-Colo., Hugh Scott, R-Pa., 
Milton R. Young, R-N.D.) introduced a plan which would return to the States 
Federal Revenues equal to 1% of the annual aggregate taxable income, or $3 
billion, in the first year. He urges that the revenue sharing idea be given careful 
study by appropriate congressional committees.
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(b) N o t  on ly  should urban land be taxed at a som ew hat higher 
value than im provem ents, bu t urban land should also be assessed 
and taxed w ith  m a jor consideration given  to the location  o f the 
land— its site value. These tax procedures can readily  and effectively 
be  coord inated  w ith  zoning laws, loca l policy , and the w ork o f the 
city  planner.

(c) P aym ents should be  m ade to State and loca l governm ents 
o f sums in lieu o f real property  taxes on  Federal property located  
within  a loca l jurisdiction . This tax reform  is on ly  basic equ ity  in­
asm uch as the Federal agency derives the sam e benefits as other 
citizens from  schools, streets, sewers, fire and police protection , 
et cetra, and it w ould, in an im m ediate and obv iou s sense, provide 
additional revenue fo r  the State and loca l governm ents. This tax 
change w ou ld  also serve to im pose a greater degree o f discipline on 
the Federal G overn m en t in its acquisition  and retention  o f land for 
Federal purposes because o f its con form ance w ith  up-to-date cost 
accounting.

(d ) E m in en t dom ain  awards should carry w ith  them  the concept of 
rep lacem ent value, rather than the ou tm oded  and less than fair idea 
o f fa ir m arket value. N o t  on ly  w ould  this be  m ore equitable, bu t it 
would cu t dow n  on  the propensity  o f G overnm ent units to concentrate 
on  clearance pro jects in urban renewal, fo r  exam ple, rather than less 
expensive and m ore hum ane rehabilitation  and code enforcem ent 
efforts.

(e) A m on g  the m ost prom ising fiscal techniques in terms o f revenue 
potentia l and also tax equalization are the loca l payroll tax and the 
loca l in com e tax, w hich  are deductib le  from  the Federal tax bill.

L oca l in com e and payroll taxes are im portan t because they allow 
a sh ift in  fiscal em phasis from  the F ederal G overnm ent to the local 
governm ents. B y  lessening Federal payroll and in com e taxes in favor 
o f loca l payroll and incom e taxes, revenue is sped d irectly  from  those 
people payin g  the taxes to  those spending the tax revenue. This 
shortening o f the distance traveled b y  the revenue dollar will result in 
a cu tting  o f adm inistrative costs. G reater loca l spending o f increased 
loca l revenues m eans m ore o f our spending will be  subjected  to the 
“ d iscip line o f closeness” — the discipline w hich  emerges when people 
spending the dollars m ust also d irectly  raise the tax revenue.
3. Education

(A ) I t  is urgent that central c ity  schools receive m ore generous fi­
nancing in recogn ition  o f the higher investm ent in volved  in educating 
d isadvantaged  children. O ne o f the ob jectives o f a program  to update 
education  in the central cities should b e  an im provem ent o f the quality 
o f teaching in  those schools. T here is no justification  for the situation 
that exists in m any States under w hich  S tate and financial aid tends to 
fa v or  suburban over central c ity  schools. T h e  sam e criticism  can be 
m ade o f the financing o f m any o f our rural schools.

(B ) In  v iew  o f the higher skill requirem ents constantly  dem anded 
b y  our econ om y, it is tim e for  State and loca l governm ents to give 
serious consideration  to free public education  through the jun ior 
college level.

(C ) P reschool education  should be  extended to all d isadvantaged 
children and m ade a year-round program .

(D ) T here is a need for drastic im provem ent fo r  vocational educa­
tion  program s, including m odern ization  o f curriculum , strengthening

!
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o f the teaching staff and im provem ent in equipm ent. A b o v e  all, v o c a ­
tional education  should b e  tied in m ore closely  w ith  needs o f  business 
and industry so as to m ake it m ore responsive to labor m arket needs.
4. Private-Government Partnership

(A ) U nder the leadership o f Senator Javits, tw o program s have 
been proposed  that w ould  significantly con tribu te to bringing the 
capacity  o f private  enterprise to bear in solving our urban problem s.

(a) A n  E con om ic  O pportu n ity  C orporation , a federally  chartered 
enterprise w hich  w ou ld  provide technical assistance and seed m on ey  to 
encourage increased private sector involvem ent in activities designed 
to am eliorate urban and ghetto problem s. T h e  C orporation , w hich 
w ould have three Presidentially appointed  D irectors on its 15-m an 
B oard, w ou ld  be a n onprofit organization and w ould  be  financed jo in tly  
b y  the Federal G overnm ent and m atching funds from  the private  
sector.

T he C orporation  w ould  be chartered to perform  a variety  o f activities 
including (1) acting as a center for  in form ation , research, and technical 
assistance on opportun ities for private firms to undertake an tipoverty  
activities, w ith  or w ith ou t G overn m en t assistance, (2) con ductin g  
research and dem onstration  projects designed to encourage business to 
take on con tracts to perform  public services, and (3) through profit- 
m aking subsidiaries, seek to develop  new  business opportun ities in 
poverty  areas in w hich  existing com panies and com m u n ity  groups 
could  collaborate. T h e  N ational A d v isory  C om m ission  on C ivil 
D isorder has now  endorsed the establishm ent o f such a federally  
chartered corporation .

(b) A  D om estic D evelopm en t B ank designed to stim ulate broad  
econom ic developm ent in or near the N a tion ’s slums and depressed 
rural areas. T he proposal w ould  seek to overcom e a m a jor  im pedim ent 
to urban and rural developm ent arising from  the lack  o f long-term , 
low  interest m ortgage m on ey  for  business in high risk areas. T he 
Federal G overnm ent w ou ld  subscribe fo r  the full $2 b illion  in bank 
stock , b u t w ould  p a y  for  on ly  $400 m illion  initially, the rest being 
subject to  call as necessary to p rotect the ban k ’s bondholders. T h e  
ob jective  o f the program  is to prov ide financing to private business 
and com m ercial pro jects on favorable  term s, expanding jo b  opportu n i­
ties in p ov erty  areas and creating opportunities for  loca l entrepreneur­
ship.

(B) T hose  State constitutions w hich forb id  com m ingling o f public 
and private funds fo r  public purposes should be am ended to facilitate 
private participation  in m eeting public problem s.

(C ) E very  encouragem ent should be given  to the activities already 
being undertaken b y  business groups in this area, including such 
program s as F orw ard  A m erica  sponsored b y  the U .S . C ham ber of 
C om m erce.

(D ) W e  support the establishm ent o f the N ational C om m ission  on 
U rban L iv in g . Such a C om m ission  cou ld  serve as a h igh -level b i­
partisan coord inating b o d y  w orking in cooperation  w ith  G overn m en t 
officials on the local, State, and national levels as well as w ith  repre­
sentatives o f  nongovernm ental agencies in volved  in attacking A m er­
ica ’s urban problem s.
5. Housing:

(A) W e  believe that appropriate action  should be taken b y  all levels 
o f G overnm ent to guarantee every  A m erican  an equal opp ortu n ity
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fo r  safe and decent housing in a suitable environm ent. W e agree with 
the P o licy  C om m ittee o f the R epu blican  G overnors A ssociation  that 
all citizens should have the right to  live “ where their hearts desire 
and their m eans perm it.”

(B ) T o o  often  loca l planning and zon ing requirem ents deny low - 
in com e citizens equal opportun ities w ith  regard to housing. W e  believe 
that greater State and loca l action  is required to encourage zoning 
policies w hich  overcom e social, econom ic, or racial segregation.

(C ) M ore  effort is required to  apply  advanced  technology and scien­
tific m ethods to the field o f housing in order to  develop  new m ethods 
and bu ild ing techniques, im proved  m aterials, and to  prom ote a m ore 
rap id  grow th  o f p rod u ctiv ity  in the construction  industry. N ot on ly  
w ou ld  such an effort p ay  off in low er cost housing bu t in better and 
m ore m odern housing o f high qu a lity  design as well.

(D ) P rivate  enterprise m ust be g iven  im proved  incentives to m eet 
the enorm ous need fo r  low -incom e housing at prices the consumer 
can  afford to pay. L ow -in com e housing m ust be  im proved  w ithin the 
con text o f tota l m etropolitan  grow th  and developm ent, including not 
on ly  the central cities, b u t the b lighted  and substandard conditions 
that exist in m an y suburbs and rural fringe areas as well.

(E ) T h e  Internal R evenue C od e  should  b e  am ended to require that 
p rop erty  owners w h o app ly  fo r  depreciation  deductions on their 
Federal in com e tax m ust certify  that the p roperty  is being m aintained 
w ith in  loca l cod e  en forcem ent standards, as has been proposed in 
legislation in troduced  b y  the chairm an o f this com m ittee. W e further 
believe that State financial assistance should  be  stepped up fo r  devel­
opm en t and en forcem ent of adequate housing and building codes.

(F ) H om eow nership has long been  an im portant ob jective  o f G overn ­
m ent policy . T h e  ow nership o f on e ’s ow n hom e gives the individual 
a stake in the com m u n ity  and a sense o f d ign ity  and w orth  equal to 
that of self-fulfilling em ploym ent. W e  believe that the opportun ity 
fo r  hom eow nersh ip  should  be  extended to  low -incom e citizens as 
well. W e, therefore, su pport the con cep t o f hom eow nership developed 
b y  Senator P ercy  and C ongressm an W idn all in their pioneering 
legislation  in this field.

P u b lic  construction , particu larly  fo r  h ighw ays, should take into 
accou n t m ore fu lly  the im pact on  existing housing and the pattern of 
overall m etropolitan  developm ent. S ince such construction  inevitably 
involves som e d isruption  o f existing liv ing  patterns, w e believe that 
re location  services m ust be im proved  b o th  fo r  displaced fam ilies and 
businesses.
6. Rural Development To Relieve Pressure on Cities

A  program  to prov ide  satisfying and self-fulfilling em ploym ent op ­
portunities in rural areas and sm all tow ns should include—

(a) E con om ic incentives fo r  the establishm ent o f industries 
in those areas;

(b ) W h erever possible, placing governm ent establishments, 
b o th  Federal and State, outside the large urban center;

(c ) A w ard ing G overn m en t con tracts in rural areas, w herever 
feasib le;

(d ) S tepp ing up conservation  and recreation  activities as a 
new  source o f em ploym ent for  the rural u nem ployed ;

(e) P rov id in g  rural workers em ploym ent and counseling serv­
ices at least equal to those p rov ided  in our cities.
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S T R E N G T H E N IN G  A M E R IC A N  A G R IC U LT U R E

President Johnson, in  his E con om ic  R e p o rt fo r  1968, d ev oted  on ly 
one sentence to  agriculture, w ith  the cryp tic  rem ark that “ farm  
proprietors ’ net in com e d ip p ed ”  during 1967. T h e  “ d ip ”  am ounted 
to nearly $2 b illion  in realized net incom e. N o t  m entioned  w as that 
farm  debt increased b y  m ore than $4 billion . F arm  parity  ratios were 
the low est since the depression days of the 1930’s— another unpleasant 
fa ct unreported  in the P resident’s R ep ort. Such  superficial treatm ent 
of our N a tion ’s agricultural problem s can not go w ith ou t com m ent, 
especially in  light o f the adm ission of the President in  his Farm  
M essage to the C ongress on  F ebruary  27, 1968, that “ the A m erican  
farm er, w h o helped to bu ild  A m erica ’s prosperity , still does n ot fu lly—  
or fairly— share in it .”

T he $2 b illion  “ d ip ”  in  realized net in com e during 1967 am ounted to 
$605 per farm . T h e  over $4 b illion  increase in farm  debt am ounted 
to an increase o f $1,337 per farm . M eanw hile, the num ber of farm s 
declined b y  92,100 and our farm  population  declined b y  595,000. 
T he adm inistration ’s program s to  help bring industrial developm en t 
to rural areas suffering popu lation  decline continued  to p rove  w h olly  
inadequate. N early  half o f our N a tion ’s p oor  con tinued  to  live  in 
rural areas.
Farm Debt Approaching Disastrous Level

In  our m inority  view s in the 1967 Join t E con om ic R ep ort , w e 
observed that w hat was especially alarm ing was the increase w hich  
had occurred in farm  debt. T h a t d ebt is now  approaching a disastrous 
level, especially in light o f the fa ct  that interest rates are at the 
highest levels since the C iv il W ar. T a b le  B -8 2  on page 305 o f the 
President’s report show s that com bined  real estate and other d eb t 
o f farm ers increased $4.2 b illion  during 1967 (from  $45.7 to $49.9 
b illion). This was the sam e tota l increase as in 1966. In  his 1968 
farm  m essage, the President procla im ed that net in com e per farm  in 
1967 was up 55 percent over  a decade ago, bu t overlook ed  the fa c t  
that net d eb t per farm  was up 110 percent.

Som e farm ers w ould  be w illing to w ithstand additional indebtedness 
if incurred under a program  o f investm ent ca lcu lated  to im prove  
future net in com e from  expanded or m ore efficient farm  operations. 
H ow ever, no such im provem ent is ind icated  in the past 7 years under 
this adm inistration. T ab le  B -7 7  shows that the cum ulative increase 
in realized net farm  incom e fo r  the past 7 years am ounted to $13.5 
billion ’. D uring the sam e period , net farm  d ebt increased $23.7 b illion .

W hile farm  equ ity  has been rising at an even m ore rapid  rate than 
farm  debt, m ost o f this increased equ ity  represents inflated farm land 
values. Farm ers have had to borrow  m ore to finance the rapid  rise in 
farm  assets. In  1940 farm ers’ debts were 19 percent o f their assets. 
In  1950 they w ere dow n to 9 percent. N ow , how ever, the percentage 
is back  up to 17, and all indications are that it is going even higher.
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A lth ou gh  inflated farm land values m ay  be  a source o f com fort to ow n­
ers o f farm land, the fa ct  rem ains that they m ust p a y  off this indebt­
edness and p a y  annual interest on  this indebtedness. W ith ou t ade­
qu ate n et in com e to do so, a .farm ow ner has no ch oice  bu t to liquidate 
som e o f his equ ity  or go ou t o f business. F arm  tenants are even worse 
off, since they have no com parable  investm ent fo r  inflation to push 
up as their indebtedness increases.

In  his statem ent before  the Join t E con om ic  C om m ittee  on F ebruary 
14, the Secretary o f A gricu lture n oted  that farm  proprietors ’ equities 
(assets m inus liabilities) had  risen to $231.3 b illion . Using a per­
cen t rate o f return on this investm ent w ould  have produced  net farm  
in com e o f $15 billion  fo r  1967. A ctu a l n et realized farm  incom e for  
1967 w as on ly  $14.5 b illion . This m eans that the farm ers of the 
N ation , as an econ om ic group , received  noth ing fo r  their labor and 
m anagerial skill.

In  its report, “ P arity  R eturns Positions o f F arm s,”  published in 
Ju ly  1967, the E con om ic  R esearch  Service o f U S D A  calculated a 
parity  return on a farm er’s labor (n ot including m anagerial skill) 
at $2.35 per hour.

W e  recognize that o f the 3,141,000 farm s operating during 1967, 
a sm all percentage had realized net in com e w hich  w ould  have been 
com parable  to that realized in other sectors o f the econ om y using 
com parable  investm ent, labor, and m anagerial skill. T he test of 
adm inistration farm  policy , how ever, m ust be  m easured b y  the 
farm  econ om y  as a w hole.
Worsening Cost-Price Squeeze

In  his farm  m essage to the Congress on  F ebruary 27, 1968, President 
Johnson  adm itted  that the farm er is trapped  in a vicious price-cost 
squeeze. T his cost-price  squeeze on farm ers’ net in com e is a com bina­
tion  o f adm inistration-induced low  m arket prices and ever-increasing 
costs o f p roduction . T h e adm inistration ’s in flationary policies literally 
“ trapped”  farm ers w ith  m uch  o f the b illion  dollar increase in produc­
tion  costs fo r  1967.

U sing 1958 as a base year w ith  an index o f 100, prices paid b y  
farm ers in 1967 had risen to a w eighted index o f 117; whereas prices 
received  b y  farm ers had risen to a w eighted index o f on ly  104. F rom  
the 1958 index o f 100, interest was up to 259, taxes were up to 178, 
labor  costs were up to 146, and farm  m ach inery was up to 130.

Prices received  b y  farm ers fo r  som e agricultural com m odities are 
higher tod ay  than they were several years ago, b u t they are actually 
m uch  low er in real dollar purchasing pow er after inflation is taken 
out. F or  exam ple, a fa t cattle price o f $27.62 per hundredw eight in 
Septem ber 1967 was higher than the price o f $24.80 per 
hundredw eight in Septem ber 1960. B u t in term s o f 1960 dollars, the 
$27.62 in 1967 was on ly  $24.09.

Som e prices are actu a lly  low er. F or  exam ple, N o . 2 yellow  corn at 
C h icago  w as on ly  $1.12 per bushel in F ebruary  1968, but w as $1.16 
per bushel in F ebruary  1961. T h e  price during the depression in N ov - 
vem ber 1938 w as dow n to $0.47 per bushel. B u t the $1.12 per bushel 
in F ebruary  1968, after shrinking ou t in flation , w as w orth  on ly  $0.46 
in 1938 dollars.

T h e  parity  ratio, w hich  averaged 85 during the 8 years o f the 
E isenhow er adm inistration, averaged on ly  74 fo r  1967 as a whole
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and was dow n  to 73 b y  the end o f the year. A ll ind ications are that 
little change will be  forthcom in g ; if anything, the situation  will p robab ly  
worsen during 1968. T h e  adm inistration and its D em ocra tic -con tro lled  
Congress have no one to blam e bu t them selves fo r  the situation.
Administration’s Apparent Cheap Food Policy Continues Harm ful to 

Farmers
In  our m inority  view s in the 1967 Join t E con om ic  R ep ort , w e stated 

that it  was becom ing  increasingly obv ious to farm ers that the adm in­
istration has been  fo llow ing a po licy  o f farm  com m od ity  price depres­
sing actions. I t  has sought to partially  offset the low er prices received 
b y  farm ers b y  Federal G overnm ent paym ents to farm ers. In  turn, 
the Federal G overn m en t taxes consum ers, w ho m a y  think food  
prices are relatively  cheap, in  order to m ake these paym ents. In  1967 
Federal G overn m en t paym ents to farm ers were a near-record $3.1 
billion. W h ile  this was a decrease o f nearly $200 m illion  from  the 
record paym ents o f 1966, it  still am ounted to 21 percent o f total 1967 
realized net farm  incom e o f $14.5 billion. O bv iou sly  the adm inis­
tration ’s policies are m ov in g  farm ers tow ard m ore dependence on  the 
Federal G overnm ent, and the price tag to the taxpaying consum er 
dem onstrates that his food  bill is higher than it really seems.

N ineteen hundred and sixty-seven  provides a classic exam ple o f the 
application  o f the adm inistration ’ s policy . In  the fall o f  1966, the 
Secretary o f A gricu lture sharply increased acreage allotm ents using 
powers granted him  b y  the adm inistration ’ s w heat and feed  grain 
program s. T h e  result was substantial overproduction . B ecause o f the 
close relationship betw een w heat and feed grain produ ction  and the 
production  o f other consum ables, such as pou ltry , m eat, and eggs, the 
net result was that produ ction  of v irtually  all com m odities w ent 
up from  5 to 10 percent, and prices sharply and p rom p tly  w ent dow n.

O nce again w e are constrained to poin t ou t that while w e recognize 
that the vicissitudes o f w eather and other conditions m ay, in som e 
segm ents o f the agricultural industry, require tax-supported  program s 
which w ill p rov ide farm ers w ith  a m inim um  level o f price supports, 
the program s should be so m anaged as to prov ide  a floor, rather than a 
ceiling, fo r  the prices farm ers can hope to receive fo r  their produce. 
Unless this is done, agriculture is bou nd  to continue to receive less than 
its fair share o f the national n et incom e— especially during a period  
o f inflation, and the long-range effect o f our N ation ’s fo o d  production  
will be serious.
The Export-Import Picture

T he one brigh t spot in term s of agriculture in 1966— exports—  
dim m ed in 1967. A gricu ltural exports fo r  1967 were dow n  nearly $500 
m illion from  1966 ($6.9 billion  fo r  1966; $6.4 b illion  for  1967); whereas 
im ports were dow n on ly  $36 m illion ($4,491 billion to $4,455 billion ). 
A nd, our favorab le  balance o f agricultural exports over im ports fell 
under $2 b illion  ($1.9 billion) fo r  the first tim e in 4 years. T h e $1.9 
billion was a m a jor  fa ctor  in our overall favorable  trade balance, 
w hich fell b y  $400 m illion from  $4.3 b illion  in 1966 to $3.9 b illion  in 
1967. H ow ever, when one realizes that noncom m ercia l exports o f 
agricultural com m odities (F ood  for Peace— P ublic  L aw  480) am ounted 
to $1.6 billion, the $1.9 b illion  favorable  balance qu ite  obv iou sly  
shrinks to a m arginal level in its im pact on the N a tion ’s ba lan ce-o f- 
paym ents deficit.
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A lth ou gh  we recogn ize th at foreign  trade is n ot a one-w ay street, 
we are concerned  when agricultural im ports take over an unfair share 
o f the increase in our dom estic m arket, especially w hen these com m odi­
ties are being produ ced  efficiently b y  U .S. farm ers. M eat and dairy 
im ports are good  exam ples. Im ports o f m eat and m eat products have 
risen from  735.4 m illion  pounds in 1960 to  nearly  1.4 billion pounds 
in 1967. D a iry  im ports, w hich were 604 m illion  pounds (m ilk equiva­
lent) in 1960 and w hich soared to 2.7 b illion  pounds in 1966, increased 
to a record  high level o f 2.9 b illion  pounds in 1967. T h ey  were running 
at an annual rate o f 4 b illion  pounds w hen the President, at the 
insistence o f several M em bers o f C ongress and representatives o f the 
da iry  industry, p laced  in to  effect an im port qu ota  policy  on dairy 
products.

TABLE I-AGRICULTURAL IMPORTS 
[In millions of dollars]
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Calendar year
1964 1965 1966 1967

56 117 118 80
62 73 118 115

483 525 619 663
458 441 502 587
89 130 127 129

115 157 157 102
675 627 986 1,023

1,938 2,070 2,627 2,699

1,027 1,064 1,069 964
131 139 122 147
201 182 177 170
90 71 72 38

357 384 424 437
1,806 1,840 1,864 1,756

Supplementary:
Animals, live..................
Dairy products................
Meat and meat products..
Sugar, cane....................
Tobacco, unmanufactured.
Wool, apparel.................
Other............................

Total..........................
Complementary:

Coffee...........................
Cocoa beans...................
Rubber, crude natural___
Wool, carpet....................
Other............................

Total................ .........
Grand total.................. 3,742 3,910 4,491 4,455

TABLE 11.—AGRICULTURAL EXPORTS 
[In millions of dollars)

Calendar year
1964 1965 1966 1967

682 486 432 464
224 196 126 121
855 1,135 1,334 1,054
279 313 315 310
567 650 767 772
413 383 482 499
158 155 176 164

1,532 1,183 1,534 1,206
1,638 1,728 1,715 1,796
6,348 6,229 6,881 6,386

Cotton, excluding I inters............
Dairy products.........................
Feed grains, excluding products..
Fruits and preparations.............
Soybeans................................
Tobacco, unmanufactured..........
Vegetables and preparations___
Wheat and flour.......................
Other......................................

Total.............................
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TABLE III.—SHARE OF U.S. AGRICULTURAL PRODUCTION EXPORTED, FISCAL YEARS ENDING JUNE 30

Commodity
Percent

1964 1965 1966 1967

Wheat, including flour equivalent............ ........ 75 55 65 56
Rice (milled basis)........................................ ...........  64 56 60 67
Nonfat dry milk........................................................  62 44 37 23
Dried edible beans....................................... ...........  49 17 17 18
Tallow......................... . .......... ................ . ...........  44 40 37 40
Soybeans1....... ........................................... ........... 41 48 41 37
Hops.................................... ......... ............ ...........  41 43 42 40
Rye grain..................................................... ...........  34 6 11 16
Cotton........................................................ ...........  32 30 21 48
Dried prunes............. ........................ . ....... ...........  30 27 37 35
Lard........................................................... ...........  28 18 9 9
Dried whole milk......................................... ...........  28 17 22 17
Tobacco (farm sales weight)........................... ...........  26 25 29 38
Cottonseed.................................................. ...........  23 32 19 5
Raisins..................... ......... .....................................  21 25 23 24
Dried edible peas.......................................... ...........  20 60 66 81
Grain sorghums............................................ ...........  17 24 36 39
Barley, grain................................................ ............  17 14 19 11
Flaxseed..................................................................  11 27 15 31
Corn, grain.................................................... 11 15 16 12
Cattle hides..............................................................  45 56 58 59
Lemons and limes........... .............................. ...........  9 17 21 19
Variety meats................................................ ...........  9 10 10 10

1 Includes bean equivalent of soybean oil for export.

Agriculture after the Kennedy Round of Negotiations
In  1965, m em bers o f the m inority  on the com m ittee w arned o f “ the 

m ost critical uncertainties”  facing A m erican  agriculture in the ou t­
com e o f the G A T T  negotiations fo r  the reduction  o f tariff barriers. 
“ I f  A m erican  farm  exports are n ot to suffer a sharp decline,”  w e said, 
“ it is essential that the U n ited  States receive significant concessions 
on agriculture from  the E E C .”  N o  really significant concessions were 
forthcom ing, a lthough there was som e progress in gaining E uropean  
participation  in the food -a id  plan and an international grains arrange­
m ent o f som ew hat dubious value was negotiated.

B ut the en d  o f the K en n edy  R ou n d  o f negotiations last June left 
us with no guaranteed access to the C om m on  M ark et countries for 
our grains; nor was there any low ering o f their variable im port duties 
on our grains (actually  there have been som e subsequent increases to 
as m uch as $1.48 per "bushel on w heat and $0.97 per bushel on corn ), 
duties w hich  are being used to help support their dom estic price of 
$2.69 for  w heat and $2.23 for  corn. T h ey  have announced a goal of 
self-sufficiency in grain p rodu ction ; and whether we think their 
policy  is a wise one or not, it cou ld  bring a serious setback  to our 
agricultural exports to W estern  E urope. O f added concern  are reports 
that the E E C  is considering action  to im pose nontariff barriers on 
soybean m eal w hich w ould  undercut the agreem ent to b ind soybeans 
and soybean  m eal im ports at zero duty.

Based on 1966 trade, o f a tota l o f $1.5 billion o f all our agricultural 
exports to the C om m on  M arket, including grains, trade barriers were 
low ered on item s com prising on ly  $200 m illion, som e 13 percent. A t  the 
same time, ou t o f a total o f $3.7 billion o f all our industrial exports to 
the C om m on  M arket, a low ering o f trade barriers was negotiated  on 
items com prising $2.4 billion  or 65 percent.

Since 1960, our w heat exports to W estern  E urope have fallen off 
one and a half m illion  tons a year. U S D A ’s forecast fo r  1970 show s a 
decline in grain im ports fo r  W estern E urope (w hich recognizes the
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self-su fficiency target o f the E E C ), bu t an increase for Japan. A t  
the sam e tim e, if we are to m inim ize our share o f this decline and 
m axim ize our share o f this increase, w e m ust be price com petitive  
w ith  other surplus producing  countries at all times. T his m eans 
putting  a stop  to in flation .10

N o t  to be overlook ed  in this regard are treaty  com m itm ents o f the 
U nited  States. N ow  pending in the Senate fo r  proposed  ratification is 
the International Grains A rrangem ent negotiated  in 1967 during the 
K en n ed y  R oun d . T h e  W h eat T rade C onvention  o f this Arrangem ent 
establishes a m inim um  and m axim um  price  range for wheat m oving 
in international trade, w ith  a 40-cent-per-bushel price spread. These 
prices are approxim ately  23 cents above  the price range provided 
under the old  International W h eat A greem ent, and the m inim um  
level w ould  likely  be above  w orld m arket prices at the tim e the 
con vention  w ent in to  effect. T here is also considerable controversy 
over the m eaning o f “ m inim um  level”  and the possibility  o f exceptions 
thereto. A n  increase in the m inim um  price level above  world m arket 
prices cou ld  be  expected  to encourage increased production  on the 
part o f som e exporting countries currently  n ot producing as efficiently 
as the U nited  States, w ith  an adverse im pact on our wheat exports.

T h e  other side o f the trade picture— im ports— is equally  im portant. 
W hile  it  is generally agreed that a genuine reciproca l low ering o f trade 
barriers will stim ulate an increase in foreign  trade to the benefit o f 
all concerned, adherence to these principles m ust n o t be perm itted to 
blind  us to inequities o f foreign com petition . T here is m uch m ore to 
liberalizing w orld trade than the reciproca l low ering o f tariffs, with 
w hich the K en n ed y  R ou n d  was principally  concerned.

A n  exam ple in poin t is the situation created b y  the C om m on  M arket 
w hen in the fall o f  1967 it set a uniform  export subsidy  for  canned hams 
com ing  to the U n ited  States. T h e  anom aly  is that the C om m on M arket 
has been charging duties on feed  grain im ports from  the U nited States 
and turning around and using that m on ey  to subsidize the exports o f 
these ham s in to  the U nited  States. A s the Join t E con om ic C om m ittee 
poin ted  ou t in its recent report, entitled “ T h e  Future o f U .S. Foreign 
T rade P o licy ” :

N o t in frequently  * * * nontariff barriers den y  to the 
indiv idual countries and the w orld  the gains and efficiencies 
o f  free trade m ore effectively  and m ore insidiously than the 
visible tariff obstructions them selves * * * T h e  E uropean 
C om m on  M ark et practice  of rebating  their ow n indirect 
taxes on  their exports and levy in g  these sam e taxes on 
im ports * * * constitutes a conspicuous form  o f discrim ina­
tion  against U .S . exports. M oreover, sim ilar border adjust­
m ents b y  the U nited  States w ould  be  an ineffective w eapon, 
neither m itigating nor offsetting the d iscrim inatory  process, 
because the tax structure of the U n ited  States places a 
re latively  sm all em phasis on  indirect taxes. T h is  issue is one 
that the U n ited  States w ill have to resolve * * * U nfortu­

10 Senator Miller suggests that if inflation is not stopped, we may be forced to 
subsidize our agricultural exports in order to make them competitive in world 
markets and at the same time insure a fair return to our producers.
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nately , Congress and the executive branch  presently  do n ot 
have dependable statistical in form ation  on the significance 
and w eights to be assigned to various nontariff obstructions 
w hich  experts o f the various countries have devised.

TABLE IV.-U.S. IMPORTS, CALENDAR YEARS 1964,1965,1966, AND 1967 
(Dollars in millions)

Year and area Total imports Agricultural
imports

Agricultural 
imports as 
percent of 

total imports

1964............................................................. ................................ $18,600 $4,082 22
1965............................................................. ................... 1..........  21,282 4,088 19
1966............................................................. ............................... 25,408 4,492 18
19671........................................................... ................................ 26,732 4,454 17
1961-63 average............................................ 24
1964-67 average............................................. 19
From EEC:

1964....................................................... ................................ 2,831 258 9
1965...................................................... ................................ 3,316 270 8
1966...................................................... ................................ 4,098 306 7
1967................................................. — ................. .............. 4,441 333 7
1961-63 average....................................... 10
1964-67 average...................................... 8

From United Kingdom:
1964...................... ................................ ........... ...................  1,132 23 2
1965....................................................... ................................ 1,403 24 2
1966.................................. ......... .............................. - ......... 1,761 30 2
1967....................................................... ................................ 1,710 29 2
1961-63 average...................................... 2
1964-67 average...................................... 2

From Japan:
1964....................................................... ...................... .........  1,763 40 2
1965...................................................... ............................... 2,401 37 2
1966............................................. ........ ................................ 2,948 37 1
1967....................................................... ................................ 2,994 32 1
1961-63 average...................................... 3
1964-67 average...................................... 1

From Canada:
1964....................................................... ................................ 4,227 176 4
1965......................................... ............. ................................ 4,813 234 5
1966....................................................... ................................ 6,106 240 4
1967....................................................... ................................ 7,099 201 3
1961-63 average...................................... 5
1964-67 average...................................... 4

1 Preliminary.
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TABLE V.—U.S. EXPORTS, CALENDAR YEARS 1964, 1965, 1966, AND 1967 

[Dollars in millions]

Year and area Total
exports

Agricultural
exports

Agricultural 
exports as 
percent of 

total exports

964................................. $26,086 $6,347 24
1965................................. 27,003 6,229 23
1966................................. 29,912 6,885 23
19671............................... 2 31,147 6,375 20
1961-63 average................ 26
1964-67 average................ 23
To EEC:

1964.......................... 4,481 1,416 32
1965......................... . 4,904 1,476 30
1966......................... . 5,264 1,561 30
1967...... ................... 5,582 1,454 26
1961-63 average.......... 32
1964-67 average_____ 29

To United Kingdom:
1964......................... . 1,445 440 30
1965.......................... 1,537 398 26
1966.......................... 1,645 471 29
1967.......................... 1,929 424 . 22
1961-63 average.......... 38
1964-67 average..........

To Japan: ........... -.............. 26
1964.......................... 1,894 720 38
1965.......................... 2,042 876 43
1966.......................... 2,312 942 41
1967.............. ............ 2,665 866 32
1961-63 average.......... 35
1964-67 average.......... 38

To Canada:
1964.......................... 4,653 3 615 13
1965......................... . 5,486 * 620 11
1966.......................... 6,487 <626 10
1967.......................... 7,059 550 8
1961—63 average.......... 14
1964-67 average.......... 10

1 Preliminary.
2 Including Department of Defense shipments.
3 Includes $160,000,000 in transit shipments.
* Includes $176,000,000 in transit shipments.
* Includes $140,000,000 in transit shipments.

Bargaining Power for Farmers
B argain ing pow er fo r  farm ers to obta in  fa ir and reasonable prices 

fo r  agricultural com m odities is receiving considerable attention , and 
it is likely  that som e legislative steps will be  needed to help tow ard 
this end. H ow ever, bargain ing pow er fo r  farm ers can  on ly  be  m eaning­
fu l w hen it  takes in to  a ccou nt the realities o f  politica l and econom ic 
life.

T h e  F ederal G overn m en t is so pow erfu l that w h at it  does or does 
n ot d o  can m ake or break  bargain ing pow er o f farm ers. N ow here 
is this m ore true than in the areas o f foreign  trade p o licy  and fiscal 
policy .

B argain ing pow er w h ich  achieves prices deem ed fa ir and reasonable 
in our econ om y  cou ld , at the sam e tim e, result in  noncom petitive 
prices fo r  export. U nless the prices so arrived at were m ade inapplicable 
to com m odities fo r  export, or  unless the taxpayers were w illing to 
subsidize these exports, the U nited  States cou ld  lose its large com m od­
ity  export surplus— if n o t its com m od ity  export trade altogether. 
S im ilarly, unrestricted com m od ity  im ports, subsidized b y  the ex­
porting  cou ntry , cou ld  undercut fa ir and reasonable prices established 
fo r  dom estic  producers.
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Fair and reasonable prices established b y  farm er bargaining pow er 
could be v itiated  b y  unsound Federal fiscal policy . A  price that is 
fair and reasonable fo r  a farm er who does n ot have to borrow  m on ey  
to operate m ight n ot be fair and reasonable for  the farm er w ho has to 
operate on borrow ed  capital bearing 7 percent to 8 percent interest 
rates pushed up b y  inflation and deficit spending b y  the Federal 
G overnm ent. Increased cost o f p roduction  spurred on  b y  in flation  
and high interest rates cou ld  seriously im pair a fair and reasonable 
price negotiated  before the increases cou ld  be foreseen or com pu ted .

Som ew hat related is the am ount o f m on ey  appropriated  b y  the 
Federal G overn m en t for  farm  program s, and the prob lem  o f the 
extent to w hich  Federal paym ents to farm ers w ou ld  be taken in to 
account in setting a fair and reasonable price for  com m odities. W ou ld  
there be a different price for farm ers w ho are in a program  and receive 
paym ents than for  farm ers w ho are n ot in a program  and do n ot receive 
paym ents?

W e do  n ot m ean to disparage the idea o f bargain ing pow er for 
farmers. W e  m erely  wish to m ake it clear that in  devising m echanism s 
to help attain this pow er there m ust n ot on ly  be  taken in to account 
the fiscal and foreign trade policies o f our Federal G overnm ent, bu t, 
these policies m ust be m ade harm onious w ith  the goal o f fair and 
reasonable prices for the producers o f our fo o d  and fiber. A n d  w e w ould  
point ou t that had this adm inistration ’s policies been harm onious 
with such a goal, it w ou ld  n ot b e  necessary to consider the su b ject 
o f bargaining pow er fo r  farm ers.
Agricultural Research

In  our m inority  view s in the 1967 Join t E con om ic  R ep ort, w e 
pointed ou t that the U nited  States has n ot y e t  m ade fu ll use o f  our 
research resources in finding industrial uses fo r  agriculture com m odi­
ties. W e repeat this criticism . T h e overw helm ing portion  o f the new 
U S D A  bu dget fo r  agricultural research relates to w hat m ight be  called 
production  research activities, and on ly  a sm all part is d ev oted  to  
u tilization . W e  be lieve  the em phasis should  be  better ba lanced .
Policy Recommendations

1. W e again renew  our oft-repeated  recom m endation  that the w hole 
netw ork o f G overn m en t price-support program s be  reoriented tow ard  
a strong m arket e con om y  fo r  agriculture; that the adm inistration ’ s 
doctrine o f su pp ly  m anagem ent should be  abolished, since, as it  has been 
adm inistered, it  has p rom oted  an apparent cheap fo o d  p o licy  to the 
detrim ent o f the agricultural sector o f our econ om y. T h a t the adm in­
istration does n ot in tend to change this p o licy  is clearly  seen b y  a 
careful reading o f its N ational F o o d  B ank  proposal, w hich  w ould  
grant the Federal G overn m en t d iscretionary pow ers w hich  cou ld  be  
used to continue to depress com m od ity  prices.

2. T he con cep t o f national com m od ity  reserves has m erit. B u t in 
any legislation to im plem ent the con cep t w e should adhere to a basic 
p o licy  o f establishing sound reserve levels for all price-support com ­
m odities, w ith  disposal o f any G overn m en t stocks included in  the 
reserve n o t to be perm itted  in a m anner w hich  disrupts norm al 
markets.

3. R eorien t the research activities o f the D epartm en t o f A gri­
culture to give greater em phasis to the developm en t o f new  and 
increased uses for  agricultural products.
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4. T ak e action  to encourage greater industrial and econom ic 
developm en t in rural areas suffering a decline in population, and 
reorient the w ar on p overty  to allocate a fairer portion  of funds 
to rural areas where half the N a tion ’s poor reside.

5. W e  repeat our call for  the adm inistration to fo llow  fiscal policies 
w hich will stop  inflation and high interest rates and, in turn, the 
continued  rise in costs o f farm  production .

6. In  establishing m echanism s to help farm ers attain m ore bar­
gaining pow er, the fiscal and foreign  trade policies o f the Federal 
G overn m en t m ust be  m ade harm onious w ith  the goal o f “ fair and 
reasonable”  prices for  agricultural com m odities.

7. W e  recom m end  continuation  o f the F o o d  for Peace A ct  w ith  
the stipulation  that its em phasis on self-help on the part o f recip ient 
nations be  continued.

8. W e  m ust insist that in any future trade negotiations, repre­
sentatives o f the U n ited  States m aintain  a m uch  firm er position 
regarding agricultural item s than that w hich  characterized the 
K en n ed y  R ou n d .

9. A n y  future trade negotiations should m ore vigorously  cope 
w ith  nontariff trade barriers, b o th  to agricultural and nonagricultural 
trade.

10. T here is a need for updating the in com e tax laws to p rotect the 
com m ercia l farm er against the unfair com petition  w hich  results when 
those w hose principal occupation  is n ot farm ing purchase farm s and 
w rite o ff the losses on  their tax bills.
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ECONOMIC POLICY IN THE MID-1960’s
A  substantial portion  o f the report o f the C ouncil o f E con om ic 

A dvisers is devoted  to recounting the econ om ic achievem ents o f the 
past 7 years. T h e  lesson that w e draw from  that recital o f h istory  is 
that policies that were appropriate to the early years o f the decade 
were carried on w ith  a vengeance long after a shift to restraint was 
required. Since the problem  o f m aintaining price stab ility  at high 
em ploym ent is likely to be w ith  us for som e tim e, we believe it  w ou ld  
be useful to review  the fiscal p o licy  record  since 1965.

T he C ouncil adm its that the Federal bu dget becam e “ very  expan­
sionary”  from  m id-1965 to the end o f 1967, despite its professed efforts 
tow ard restraint. I t  adds noth ing for the adm inistration  and the 
D em ocratic  Congress to m aintain that its intentions were good  even 
if its perform ance was poor, for the road  to econom ic disaster is often  
paved w ith good  intentions.

F or the adm inistration  to insist that w e w ou ld  be in a w orse e co ­
nom ic situation now  if it had n ot acted as it did is to adm it the tools 
were available to bring the econ om y b a ck  to stab ility  b u t n ot the will 
to use them  fully. T h e adm inistration ’s ineffectual efforts to restrain 
an overheated econ om y fostered b y  its ow n in flationary program s is 
the great failure o f econ om ic po licy  in the 1960’s. W h a t m akes m atters 
worse is that the adm inistration was h igh ly  critical o f the F ederal 
R eserve when it began to tighten m onetary  p o licy  late in 1965.

In  the R even u e A ct  o f 1964, Congress declared that increased 
Federal revenues resulting from  econom ic grow th  stim ulated b y  the 
tax cut should first be  used to elim inate bu dget deficits and then to  
reduce the public debt. Congress also gave explicit recogn ition  to the 
im portance o f restraint on  G overnm ent spending and urged the 
adm inistration to declare its accord  w ith  this ob jective . T h e  ad­
m inistration subsequently announced that it w ould  keep faith  w ith  the 
C ongress b y  cu tting  expenditures.

C onsequently , spending, seasonally adjusted on the N ational In com e 
A ccoun ts (N IA ) basis, rem ained level for the entire calendar year 1964, 
and surpluses were registered during the first 6 m onths to 1965. In  
M a y  o f 1965, the adm inistration proposed  to cu t Federal excise taxes 
b y  $4 billion, and the proposal was qu ick ly  enacted in to  law. T he 
second half o f 1965 show ed relatively  sm all bu dget deficits. H ow ever, 
it was during this period  that Federal spending began  to  increase at a 
14-percent annual rate, a rate that has been  m aintained ever since. 
W hile defense expenditures increased alm ost 8 percent in the second 
half o f 1965, Federal nondefense spending rose over 7 percent as well. 
T he adm inistration also p ledged to hold  all expenditures to a m inim um  
and to elim inate all unnecessary and obsolete  program s.

In  January 1966, the adm inistration recom m ended  a num ber o f tax 
changes to help p ay  for  the increased costs associated w ith  V ietnam . 
I t  was obviou s that m ost o f the measures the adm inistration p ro ­
posed to m eet higher defense spending w ould  on ly  tem porarily  raise
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tax receipts, since they affected the timing of receipts and not ultimate 
liabilities. The administration maintained that this was preferable 
because increased tax rates were not clearly required at the time. The 
implication was that the increased levels of spending and budget deficits 
were only temporary. The administration predicted these revenue 
measures would balance the 1967 cash budget, reduce the 1967 ad­
ministrative deficit to the lowest level in 7 years, and maintain 
economic growth without inflation. As it turned out, it was wrong on 
all three counts: The cash budget showed a $1.5 billion deficit, the 
administrative deficit was the largest in 8 years, and the consumer 
price index rose 2.7 percent over fiscal 1967.

Despite continued promises throughout 1966 to hold spending down 
and request additional revenues if defense costs required them, the 
Federal budget got completely out of hand. Defense spending rose 
over 25 percent from fourth quarter 1965 to fourth quarter 1966, 
with a nearly 9-percent increase from the second to the third quarter 
alone. Nondefense spending, which was presumably feeling the edge 
of the budget cutter’s knife, rose 14 percent. Despite these sharp, rapid 
rises in Government spending, no new revenue raising proposals were 
forthcoming from the administration.

Instead, the blame for inflationary pressures was placed on the 
capital goods sector, and suspension of the investment tax credit and 
certain accelerated depreciation allowances was proposed to reduce the 
demand for plant and equipment, and ease conditions in the money 
markets. The administration also promised to cut spending by $3 
billion, or about 2 percent of the total NIA budget. What was clearly 
needed was substantial restraint in fiscal policy through significant 
spending cuts or increased revenue. Instead, almost the entire burden 
for restraint was placed on monetary policy, with only token spending 
cuts and a tax measure which could contribute very little to reducing 
the deficit or restraining economic activity.

Again, despite the promises to cut the budget, spending rose over 
10 percent from the third quarter through the first quarter of 1967 non­
defense spending itself rising over 9 percent during this period. During 
the first quarter of 1967, economic activity was stagnant in spite of the 
expansionary Federal budget. As a result, the investment credit— 
suspended only 4 months earlier—had to be restored in the following 
spring.

In January 1967, shortly before asking for restoration of the in­
vestment credit, the administration decided that a distinct retreat 
from its expansionary fiscal policies was the only remedy to rising 
prices and interest rates. It proposed a tax surcharge and spending 
cuts to move toward budget restraint. Since then, the promises to cut 
spending have continued and spending increases have continued as 
well, rising almost 15 percent from fourth quarter 1966 through the 
fourth quarter 1967, nondefense spending contributing an 11-percent 
increase.

The fiscal policy record since mid-1965 is not at all encouraging. 
The Johnson administration and the Democratic Congress were more 
than willing to follow the easy ways of stimulating the economy, but 
found it quite difficult to pursue the politically less appealing road 
toward restraint despite clear signs of mounting inflationary pressures. 
As a result, we are faced with a fiscal crisis that is all the more difficult 
to control because of the delay in imposing remedial measures.
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The question whether a government can fine-tune a nation's econ­
omy with the precise use of fiscal policy has not been finally settled. 
But this administration has demonstrated that clumsy use of fiscal 
policy can help precipitate economic crisis. Before it can hope to 
contribute to economic stability, it must first control its own budget. 
On the basis of its record, we doubt tiiat this administration has the 
capacity for self-discipline in managing its own affairs that is essential 
to the maintenance of high employment without inflation.
Representatives: Senators:

T h o m a s  B. C u r t i s  Ja c o b  K. Ja v i t s
W i l l i a m  B. W i d n a l l  J a c k  M i l l e r
D o n a l d  R u m s f e l d  L e n  B. J o r d a n
W .  E. B r o c k  III C h a r l e s  H. P e r c y
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C O M M IT T E E  A N D  S U B C O M M IT T E E  A C T IV IT IE S  IN  T H E  
P A S T  Y E A R

The Joint Economic Committee is directed by the law creating it 
(Public Law 304, 79th Cong.) to report to the Congress on the main 
recommendations of the President’s Economic Report and to make a 
“continuing study” of the economy.

The work of the full committee and the subcommittees for the period 
February 1967 through January 1968 is summarized below:

FULL COMMITTEE

January 1967 Economic Report of the President
In February the full committee held 12 days of hearings on the 

1967 Economic Report of the President, receiving testimony from the 
Council of Economic Advisers, the Director of the Bureau of the Budget, 
the Secretary of the Treasury, the Secretary of Labor, the Under 
Secretary of the Department of Health, Education, and Welfare, the 
Acting Secretary of Commercie, the Commissioner of the Bureau of 
Labor Statistics, the Chairman of the Board of Governors of the 
Federal Reserve System, academic experts, and representatives of 
banking, business, industry, and labor. The printed record of the hear­
ings, in five parts, contains in the final volume invited comments from 
organizations representing bankers, business, labor, agriculture, and 
economic research groups.
The 1967 Joint Economic Report 

The annual economic report of the committee was filed with the 
Congress on March 17, the March 1 deadline having been extended by 
P.L. 90-1, Jan. 20, 1967. This report also contains a Statement of 
Committee Agreement, minority, and other views. (S. Rept. 73, 90th 
Cong., first sess.)
An economic profile of Mainland China

After the committee, in February 1967, issued its two-volume study 
of the Communist Chinese economy, a 3-day series of hearings was 
held in April as a second phase in this study. Two of the contributors 
to the compendium appeared as witnesses, along with Edwin O. 
Reischauer, former U.S. Ambassador to Japan, and other academic 
experts. The printed record of the hearing includes appendixes deal­
ing with various aspects of mainland Chinese development in political, 
social, and economic areas.

The committee’s report, released in June 1967, concludes that a 
considerable amount of information is available about Communist 
China. From that information it is possible to judge that the mainland 
economy has performed very unevenly with “remarkable” gains in 
some sectors and rather lackluster development in others. The com­
mittee took into account the existing trade embargo with mainland
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China and noted that the embargo must only be justified on political 
policy factors since the embargo fails to have any economic basis.
Economic effect of Vietnam spending

Significant pressures throughout the economy are generated by the 
Vietnam war, but there has been continuing uncertainty about the 
exact impact in many sectors. The committee held 4 days of hearings 
in late April, studying immediate effects of the war on the economy as 
well as the economics of possible ceasefire and deescalation. Witnesses 
included Senator John Stennis, chairman of the Senate Armed Services 
Subcommittee on Preparedness, the Assistant Secretary of Defense, 
the Director of the Bureau of the Budget, the Assistant Director of 
the Arms Control and Disarmament Agency, and representatives from 
the Federal Reserve System, the Department of Defense, industry, 
labor, and various universities. The hearings focused on problems of 
coordinating military procurement, the size of Vietnam spending, and 
on issues of deescalation.

Volume I of the hearings includes statements and supporting mate­
rials; volume II presents a compendium of background information.

On July 7, the committee published its report, “Economic Effect 
of Vietnam Spending,” which summarizes, along with supplementary 
views, conclusions reached from the earlier hearings.
Economic outlook and its policy implications

In June, the committee, in view of the debate over Government tax 
and spending policies, held a 3-day set of hearings on the mid-year 
economic outlook.

Appearing before the committee in the hearings were the chairman 
of the Council of Economic Advisers, a representative from the 
Department of Commerce, and academic and business leaders.
August review of the 1968 budget

Because of the great importance of the Federal budget in 
the functioning of our economy, the Bureau of the Budget 
should be required to file with the Congress quarterly budget 
reports indicating major changes in earlier projections.

This recommendation from the committee’s 1967 annual report 
was initially implemented by an arrangement between the Budget 
Bureau and the committee by which revised budget figures will now 
be sent to Congress early each fiscal year.

The first presentation of the revised budget came in a 1-day hearing 
held on August 24, when Budget Director Charles L. Schultze and 
members of his staff testified before the committee. The hearing 
record contains both the testimony and the revised budget review.
The wage-price issue: The need for guideposts 

Committee involvement with wage-price-income guideposts was 
emphasized in its 1967 recommendation that the administration estab­
lish a special wage-price office within the executive branch. However, 
during the year application of guidelines grew weaker.

Faced with increasing inflationary pressures and the lack of a de­
tailed Government guidepost goal for 1968, the committee conducted 
a 1-day hearing on January 31, 1968, which looked into the past 
history and effectiveness of guidelines and their application to current 
economic problems. Appearing before the committee were four aca­
demic specialists in the field of wage-price theory.
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Since approximately 20 percent of national income now passes 
through the Federal sector, Government expenditure policies exert 
significant influence on the total economy. In view of this fact, com­
mittee members decided it was essential to maintain a continuous 
review of Government expenditure policies to insure minimum waste 
and misallocation of resources. To meet this goal the committee moved 
to expand the jurisdiction of its existing Subcommittee on Federal 
Procurement and Regulation, while at the same time changing that 
subcommittee’s title to the Subcommittee on Economy in Govern­
ment. The subcommittee concerns itself broadly with improving 
Government management and specifically reviews such areas as 
procurement policies, inventory management, program evaluations, 
budgetary techniques, and budget presentation.
Procurement and property management

The subcommittee continued studies undertaken by the Subcom­
mittee on Federal Procurement and Regulation dealing with procure­
ment and property management. Two volumes of background material 
were published, the first in April and an updated version in November. 
Both volumes include information about Government obligations, 
real property holdings, property management activities, contract 
specifications, utilization of military stocks, disposition of surplus 
materials, and related reports on military and civilian property 
procedures.

Two series of subcommittee hearings looked into procurement and 
property management questions raised from earlier activity of the 
Subcommittee on Federal Procurement and Regulation and also from 
the background material. A 4-day hearing in May heard as witnesses 
the Comptroller General, the General Services Administrator, and 
representatives from the Defense Department, the Budget Bureau, 
the Congress, and industry. Supplementary materials dealing with the 
Buy American Act, Government in business, Federal real property 
management, surplus material sales, agency financing programs, 
typewriter procurement, and the executive program to improve 
management of automatic data processing equipment were printed 
in an accompanying volume to the printed hearing record.

Many of the witnesses reappeared in the second set of hearings which 
were held November 27 to 30 and also on December 8. These hearings 
covered the following issues :

Progress by the Department of Defense in implementing the 
Truth in Negotiations Act;

Actions being taken to get adequate controls over $15 billion of 
Government-owned property in the hands of defense contractors;

Steps taken or planned to maintain adequate controls over the 
Department of Defense supply systems’ inventory of $41 billion;

Progress by the Administration in establishing one policy for 
all Federal agencies in applying price differentials under the Buy 
American Act;

Steps being taken to utilize millions of dollars worth of short- 
shelf-life items by Federal or State agencies before they become 
useless;

Procurement actions taken by the General Services Administra­
tion to permit small manufacturers to participate in the Govern­
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ment’s $3 billion annual cost of purchase or lease of computers 
and peripheral equipment;

Status of program to increase advertised procurement in lieu of 
preponderant use of negotiation;

Development of an integrated national supply system program 
to improve management of Federal real property procurement of 
commerical-industrial-type products and services.

Appendix 4(a) of the hearing record includes in its entirety the report 
to the Congress by the Comptroller General of the United States on 
need for improvements in controls over Government-owned property 
in contractors’ plants, B-140389, dated November 24, 1967. This de­
tailed report on 21 commercial contractors and two universities con­
tains many criticisms of wasteful practices together with recom­
mendations for improvements.

Appendix 4(b) of the hearing record contains responses from con­
tractors to the GAO report.

Included in the hearings also is the report of the Comptroller 
General on improved inventory controls needed for the Department? 
of the Army, Navy, and Air Force, and the Defense Supply Agency, 
Department of Defense.
The planning-programing-budgeting system 

Over the past few years new techniques have been introduced which 
assist government in achieving optimal resource allocation and effi­
ciency. The planning-programing-budgeting (PPB) system is one of 
the more extensive developments in this field. In a 4-day hearing con­
ducted in September, the subcommittee received testimony from 
Federal, State, and local government officials, and representatives 
from universities and research organizations. One session concentrated 
on the question of current government discounting methods employed 
in cost-benefit analysis.

The subcommittee report stemming from these hearings, “The 
Planning-Programing-Budgeting System: Progress and Potentials," 
recommends that all Government levels continue to utilize these 
decisionmaking aids and suggests that Congress should make addi­
tional use of PPB methods for its own benefit.
Review of report of the President’s Commission on budget concepts 

A strong endorsement for creation of a presidential commission 
set up to review and revise government budget concepts was made 
in the committee's 1967 annual report. After the Commission released 
its findings in mid-October, the subcommittee held hearings on 
October 31 and November 2 in which it heard from Mr. David M. 
Kennedy, Chairman of the Commission, members of the Commission 
staff, and other leading budget experts.
Interest rate guidelines for Federal decisionmaking

On January 29, 1968, the subcommittee continued its study of 
Federal expenditure policy in a hearing dealing with a survey by the 
General Accounting Office of the types of discounting practices 
applied in government investment decisions. Witnesses were the 
Comptroller General and members of his staff.

Members of the Subcommittee on Economy in Government are 
Senator William Proxmire (chairman), Senators John Sparkman,
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Stuart Symington, Len B. Jordan, and Charles H. Percy; and 
Representatives Wright Patman, Martha W. Griffiths, William 
S. Moorhead, Thomas B. Curtis, and Donald Rumsfeld.

SUBCOMMITTEE ON ECONOMIC PROGRESS

Federal 'programs for the development of human resources
The Joint Economic Committee’s involvement with problems of low- 

income families and human resources dates back to the founding of 
the committee itself. The most recent thrust, through the subcom­
mittee’s investigation of Federal programs for the development of 
human resources, was initiated in 1965. Three volumes describing 
Federal involvement in the human resource field were published 
during the second session of the 89th Congress. As a followup to 
that study, the subcommittee issued in June a series of questions and 
an outline for a compendium of papers providing economic analysis 
of Government programs.

This two-volume compe J 1 * ^ eminent human

first volume are program appraisal, national goals, program manage­
ment and coordination, manpower and education; volume 2 includes 
income maintenance and family support, health care and improve­
ment, and housing and the quality of man’s environment.
Economic education

Senate Resolution 316 of the 89th Congress, second session, re­
quested the Joint Economic Committee to undertake a detailed study 
of the adequacy and objectivity of practices of economic education 
at all levels, including adult education. Earlier subcommittee hearings 
in 1966 dealt with the relationship of technology to education, and 
on April 14, 17, and 21, 1967, the subcommittee began its inquiry 
of economic education.

During the 3 days of hearings the subcommittee received testimony 
from Members of Congress, the U.S. Commissioner of Education, 
and representatives from the Council of Economic Advisers, the 
National Science Foundation, and various education associations, 
school systems, universities, finance, labor, and farm organizations. 
Target of the hearings was to determine the extent of and need for 
education in economics, and to determine reasons for this need.
Financing municipal facilities

In its earlier two-volume study published during the 89th Congress, 
State and Local Public Facility Needs and Financing, the subcommit­
tee reported on difficulties faced by municipal institutions in marketing 
bonds. One estimate predicted that over the coming decade State and 
local agencies would have to invest over $300 billion in public facilities.

On December 5, 6, and 7, 1967, the subcommittee looked further 
into the problems of municipal finance. Witnesses heard represented 
both small and large municipalities and officials such as mayors, a city 
finance director, and a city manager. Other witnesses from Congress 
and leading municipal organizations also testified.

Further subcommittee inquiry in'this area is scheduled for 1968.
Members of the Subcommittee on Economic Progress are Rep­

resentative Wright Patman (chairman), Representatives Martha 
W. Griffiths, William S. Moorhead, Thomas B. Curtis, and W. E.

resource activities is soon covered in the
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Brock 3d; and Senators William Proxmire, J. W. Fulbright, Her­
man E. Talmadge, Len B. Jordan, and Charles H. Percy.

SUBCOMMITTEE ON FOREIGN ECONOMIC POLICY

The future of U.S. foreign trade policy 
One of the most sweeping series of trade negotiations, the so-called 

Kennedy Round, concluded its 5-year bargaining negotiations on 
June 30, 1967. Trade regulations for many commodities were changed; 
however, an equally significant impact came from the nature of the 
Kennedy Round itself.

With termination of the Kennedy Round, the subcommittee felt it 
an appropriate time not only to review technical changes resulting 
from the negotiations, but also the proper time to appraise future 
U.S. trade policy.

Six days of hearings dealing with various aspects of trade policy 
were held in mid-July. The subcommittee received testimony from 
the President’s Special Representative for Trade Negotiations, offi­
cials from the Departments of Agriculture, Commerce, and State, 
congressional delegates to the Kennedy Round, and representatives 
of universities, banking, international study organizations, research 
institutions, and industry.

The printed record of the hearings is published in two volumes: 
the first contains the actual hearings and the second contains a series 
of statements from industry, farm, and trade organizations submitted 
to the subcommittee in response to a general invitation from the 
subcommittee chairman.

On September 29 the subcommittee released its report, “The Future 
of U.S. Foreign Trade Policy,” which, along with supplementary 
views of certain members, summarizes the subcommittee’s conclusions 
based on the hearings held in July.
Issues and objectives of U.S. foreign trade policy

In conjunction with the subcommittee hearings on future trade 
policy, a number of leading international economists from universities, 
professional associations, and the business world were asked to present 
their views on certain important aspects of U.S. foreign trade policy 
and how it might be directed in light of the Kennedy Round nego­
tiations.

The compendium incorporating the 12 papers, published on Sep­
tember 22, 1967, is divided into four sections: The basis of nego­
tiation; institutional aspects; trade and the adjustment process; and 
specific issues.

Members of the Subcommittee on Foreign Economic Policy are 
Representative Hale Boggs (chairman), Representatives Henry 
S. Reuss, William S. Moorhead, William B. Widnall, Donald 
Rumsfeld, and W. E. Brock 3d; and Senators John Sparkman, 
J. W. Fulbright, Herman E. Talmadge, Stuart Symington, 
Abraham Ribicoff, Jacob K. Javits, and Jack Miller.

SUBCOMMITTEE ON INTERNATIONAL EXCHANGE AND PAYMENTS

New plan for International Monetary reserves
After a 2-year study period the Ministers of Finance and the 

Governors of the Central Banks of the Group of Ten countries agreed
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in August 1967 on plans for establishing a new international monetary 
reserve facility. Later, at the IMF annual meetings in Rio de Janeiro, 
the IMF Board of Governors adopted a resolution which set the 
framework for implementing the “special drawing right” reserve.

The subcommittee, pursuant to its continuing study of the inter­
national settlements mechanism, paid special attention to these 
developments. A September 14 hearing heard testimony from the 
Secretary of the Treasury and the U.S. Executive Director of the 
IMF. The September hearing dealt mainly with the new reserve 
concept; on November 22, the subcommittee looked more specifically 
at the Rio Agreement when three leading international economists 
appeared as witnesses.
Guidelines for improving the international monetary system—Bound Two 

Much of the theory adopted for the new “special drawing right” 
reserve proposals substantiates subcommittee recommendations in 
its August 1965 report, “Guidelines for Improving the International 
Monetary System.” In that report, creation of new international 
reserves was labeled an imperative condition.

With that imperative met, the subcommittee offered in December 
1967 its second series of recommendations, “Guidelines for Improving 
the International Monetary System— Round Two.” The report 
stresses the need to ratify the amendments that will be made in the 
Articles of Agreement of the IMF and to activate the plan for special 
drawing rights as soon as possible thereafter. The importance of the 
new plan both for this country and the rest of the world is that it 
will make possible the expansion of monetary reserves at a proper rate.

Members of the Subcommittee on' International Exchange 
and Payments are Representative Henry S. Reuss (chairman), 
Representatives Richard Bolling, Hale Boggs, William S. Moor­
head, William B. Widnall and W. E. Brock 3d; and Senators 
William Proxmire, Stuart Symington, Jacob K. Javits, and 
Charles H. Percy.

SUBCOMMITTEE ON ECONOMIC STATISTICS

The coordination and integration of Government statistical programs 
Demands for Government statistics have been expanding rapidly. 

The 1967 Joint Economic Committee’s Annual Report, in recognizing 
the increasing pressures for better statistical programs, directed that 
the subcommittee “look into the possibilities of a truly integrated sys­
tem providing genuinely comparable statistics consistent with and 
meshed into an overall system of economic statistics including the 
Federal, State, and local governments.”

To comply with this directive the subcommittee held 4 days of 
hearings in May and June. Witnesses included representatives from 
Congress, the Budget Bureau, the Council of Economic Advisers, and 
other statistical experts from universities, research groups, and 
other eminent statisticians.

The subcommittee’s report, published on August 9, recommends 
establishing a national statistical servicing center as well as outlining 
several areas where immediate improvements could be undertaken.

Members of the Subcommittee on Economic Statistics are 
Senator Herman E. Talmadge (chairman), Senators J. W.
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Fulbright and Jack Miller; and Representatives Richard Bolling, 
Martha W. Griffiths, Thomas B. Curtis, and Donald Rumsfeld.

SUBCOMMITTEE ON FISCAL POLICY

Revenue sharing and its alternatives: What future for fiscal federalism?
Numerous suggestions have been offered concerning fiscal relation­

ships between differing governmental levels. In 1967 the Subcom­
mittee on Fiscal Policy initiated a comprehensive analysis on the 
issue of revenue sharing and it alternatives by publishing an extensive 
three-volume compendium and holding two sets of hearings.

Nearly 100 papers are included in the compendium which was 
released in July. Volume I, titled “Lessons of Experience,” deals with 
Federal aid to State and local governments, State revenue sharing 
and aid to local governments, and intergovernmental fiscal experience 
in other countries; volume II, “Range of Alternatives for Fiscal 
Federalism,” is divided into five parts—the range of alternatives; 
revenue sharing with States and local governments; improving con­
ditional grants-in-aid; tax credits and coordination; and, tax reduc­
tion; the final volume, “Federal, State, and Local Fiscal Projections,” 
includes sections on State and local needs, demands and resources; 
on Federal surpluses, and concludes with an annotated bibliography.

Four days of hearings, July 31-August 3, presented a theoretical 
background to the revenue-sharing questions. Each day centered on a 
given area—lessons of experience, fiscal projections and their policy 
implications, revenue sharing or tax credit options, and other possible 
options—and witnesses represented congressional, university, and 
research organization viewpoints.

A second series of hearings in November looked in more detail at 
individual State and local problems. The 15 witnesses included 
Members of Congress, the Chairman of the Advisory Commission 
on Intergovernmental Relations, and municipal officials and 
organizations.
Old age income assurance

Following its November 1966 outline of issues and alternatives for 
old age income assurance, the subcommittee is publishing a six-volume 
compendium on problems and policy issues in the public and private 
pension systems. Three volumes, numbers III, IV, and V, were made 
available in December 1967, and publication of the remaining volumes, 
numbers I, II, and VI, is expected shortly. Part I presents general 
policy guidelines; Part II looks into the aged population and retire­
ment income programs; public programs are investigated in Part III; 
the topic of Part IV is employment aspects of pension plans; Part V 
deals with financial aspects of pension plans; and Part VI summarizes 
all of the papers.

Members of the Subcommittee on Fiscal Policy are Representa­
tive Martha W. Griffiths (chairman), Representatives Hale Boggs, 
William S. Moorhead, William B. Widnall, and Donald Rumsfeld; 
and Senators William Proxmire, Herman E. Talmadge, Stuart 
Symington, Jacob K. Javits, Jack Miller, and Charles H. Percy.
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Directory of urban research study centers
The newest Subcommittee of the Joint Economic Committee made 

its first presentation in mid-August when it released a directory listing 
activities and staffs of over 95 organizations and study groups which 
work in urban affairs. Two types of organizations were included: 
university-sponsored study centers, and nonprofit research institutes. 
The subcommittee hopes to update the directory periodically.
Urban America: Goals and problems

As its initial major long-range study, the subcommittee opened an 
analysis of urban problems with publication of a compendium and 5 
days of related hearings. Aim of the long-term effort is stimulation of 
congressional and public concern with the future of America’s urban 
environment; the approach employed emphasizes research into both 
current and potential urban issues.

The subcommittee’s August compendium is divided into four 
sections which study urban values, goals and priorities, functional 
problems, and rules of the game in the public and private sectors.

Hearings in connection .with the compendium were held in late 
September and early October. Witnesses who appeared before the 
subcommittee were contributors to the compendium; for the most 
part the witnesses were from urban research, study centers, univer­
sities, or from different levels of urban administration.

Members of the Subcommittee on Urban Affairs are Representa­
tive Richard Bolling (chairman), Representatives Henry S. 
Reuss, Martha W. Griffiths, William S. Moorhead, William B. 
Widnall, and W. E. Brock 3d; and Senators Abraham Ribicoff, 
William Proxmire, Jacob K. Javits, and Charles H. Percy.

OTHER COMMITTEE STUDIES COMPLETED SINCE MARCH 1967

In carrying out its duty to make a “continuing study” of the economy, 
the Joint Economic Committee from time to time releases for public 
information pertinent materials prepared for the committee under the 
direction of the staff.
Economic policies and practices

In April the committee issued its 10th paper in its study of inter­
national economic policies as practiced by leading industrial nations. 
The 10th study paper, “Foreign Government Restraints on U.S. 
Bank Operations Abroad,” was prepared with the assistance of the 
staff of the American Bankers Association and representatives of the 
banking industry.

STAFF PARTICIPATION IN MEETINGS WITH OUTSIDE GROUPS

In addition to conducting formal studies and arranging hearings 
for the committee and subcommittees, the staff participated in dis­
cussions of economic problems and research techniques with outside 
groups. The following list of meetings illustrates the nature of these 
activities in which the staff took part in 1967:

American Bankers Association—Symposium on Money, Interest 
Rates, and Economic Activity.

SUBCOM M ITTEE ON URBAN AFFAIRS
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American Economic Association—Annual meeting.
American Enterprise Institute—Symposium on Fiscal Policy and 

Business Capital Formation.
American Enterprise Institute—Symposium on Full Employ­

ment, Guideposts, and Economic Stability.
Business Council.
Chamber of Commerce—Council on Trends and Perspectives.
Chamber of Commerce—Task Force on Economic Growth and 

Opportunity.
Federal Statistics Users’ Conference.
McGraw-Hill Conference on Business Outlook.
National Association of Business Economists.
National Association of Urban Affairs.
National Bureau of Economic Research—Conference on Research 

in Income and Wealth.
National Council of Jewish Women.
National Housing Center.
National Institute of Public Affairs—Industry-Government 

Seminars.
National Planning Association—Annual meeting.
The Brookings Institution—Conference on Effect of Investment 

Tax Credit and Accelerated Depreciation on Level of Invest­
ment.

The Brookings Institution—Seminar for Church Executives.
The Brookings Institution—Seminar of Government Economists 

on Regulatory Problems.
The Cooperative Forum.
The George Washington University—Urban Conference.

The executive director and other professional staff members made 
addresses or presented papers to the following groups:

American Marketing Association—Annual meeting.
American Marketing Association—Meeting on Measures of the 

Nation’s Well-being.
American Mining Congress—Seminar on Economic Outlook for

1967 ‘American Statistical Association.
Brookings Institution—Round Table on Fiscal and Monetary 

Policy.
Business Equipment Manufacturers Association’s International 

Operations Council on Tariffs, Import Quotas, and Foreign 
Trade Policies—Congressional Attitudes.

Civil Service Commission—Executive Seminar.
Civil Service Commission—Institute in the Legislative Function.
Civil Service Commission—Interagency Training Program.
Civil Service Commission—Legislative Operations Roundtable 

for Executives.
Civil Service Commission—Seminar on the National Economy 

and the Federal Executive.
Catholic Economic Association.
Federal Bar Association—Annual meeting.
Financial Economists, New York.
Hunter College students.
Insurance Investment Officers of New York.
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National Industrial Conference Board—Economic Forum.
National Institute of Public Affairs—Ninth Urban Affairs Con­

ference.
National Maritime Union—Regional meeting.
U.S. Department of Agriculture—Economic Luncheon Group.
U.S. Department of Agriculture—National Agricultural Outlook 

Conference.
Western Pensions Conference—Vancouver, British Columbia.
1967 NAT A Revenue Estimating Conference.
25th North American Conference on Labor Statistics (Canada).

The executive director also conducted a seminar on Economic Plan­
ning and the Law for the fall semester at the National Law Center of 
George Washington University.

Conferences were held with government officials or groups of 
foreign visitors seeking information on the activities of the Joint 
Economic Committee, representing the following nations:

Austria France
Belgium Great Britain
Canada The Netherlands
Germany Union of South Africa
Japan

Student interns
The committee participated in the student intern program by 

having college students working in the committee offices during the 
past year.

CHANGES IN COMMITTEE STAFF

In March 1967 Richard F. Kaufman joined the staff as economist- 
lawyer to work in the field of urban affairs and problems. Daniel J. 
Edwards, fiscal economist, resigned to take a position as chief econo­
mist with the House Banking and Currency Committee.

DISTRIBUTION OF COMMITTEE PUBLICATIONS

During the past year the Joint Economic Committee and its 
subcommittees issued 52 publications, and approximately 300,000 
copies of current and previous committee publications were distributed 
during the year to fill individual requests.

In addition, the Superintendent of Documents sold approximately 
75,000 current and past copies of committee publications. This 
figure does not include the approximately 9,000 subscriptions to the 
committee’s monthly publication, Economic Indicators, sold by the 
Superintendent of Documents.
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FULL COMMITTEE

Hearings on the President's Economic Report.
Hearings to continue throughout the year on major policy objectives 

under the Employment Act and monetary, international (including 
gold), and fiscal policies to achieve these objectives.

Economy of mainland China.

SUBCOMMITTEES

E c o n o m y  i n G o v e r n m e n t

s e n a t o r s  r e p r e s e n t a t i v e s
WilUam Proxmire, Chairman Wright Patman
John Sparkman Martha W. Griffiths
Stuart Symington William S. Moorhead
Len B. Jordan Thomas B. Curtis
Charles H. Percy Donald Rumsfeld

The planning-programing-budgeting system: Preparation of com­
pendium.

Federal procurement practices—Continuation of the subcommittee's 
work on defense procurement problems.

E c o n o m i c  P r o g r e s s

REPRESENTATIVES SENATORS
Wright Patman, Chairman William Proxmire
Martha W. Griffiths J. W. Fulbright
William S. Moorhead Herman E. Talmadge
Thomas B. Curtis Len B. Jordan
W. E. Brock 3d Charles H. Percy

Financing municipal facilities—A continuation of hearings on bond 
ratings, tax exemption, availability of funds, and related matters.

Economic education—Hearings on the teaching of economics, 
pursuant to Senate Resolution 316.

Human resources study—Completion of compendium of expert 
opinion.

F o r e i g n  E c o n o m i c  P o l i c y

REPRESENTATIVES SENATORS
Hale Boggs, Chairman John Sparkman
Henry S. Reuss J. W. Fulbright
William S. Moorhead Herman E. Talmadge
William B. Widnall Stuart Symington
Donald Rumsfeld Abraham Ribicoff
W. E. Brock 3d Jacob K. Javits

Jack Miller
Continuing review of current issues in international trade. 
Completion of latest review of Soviet economy.
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I n t e r n a t io n a l  E x c h a n g e  a n d  P a y m e n t s

REPRESENTATIVES
Henry S. Reuss, Chairman 
Richard Bolling 
Hale Boggs 
William S. Moorhead 
William B. Widnall 
W. E. Brock 3d

SENATORS
William Proxmire 
Stuart Symington 
Jacob K. Javits 
Charles H. Percy

Staff study of the Eurodollar.
Staff study of balance-of-payments effects of military programs. 

I n t e r - A m e r i c a n  E c o n o m i c  R e l a t i o n s h i p s

s e n a t o r s

John Sparkman, Chairman 
J. W. Fulbright 
Abraham Ribicoff 
Jacob K. Javits 
Len B. Jordan

REPRESENTATIVES
Richard Bolling 
Hale Boggs 
Henry S. Reuss 
Thomas B. Curtis 
Donald Rumsfeld

Program to be determined later.

F i s c a l  P o l i c y

REPRESENTATIVES
Martha W. Griffiths, Chairman 
Hale Boggs 
William S. Moorhead 
William B. Widnall 
Donald Rumsfeld

SENATORS
William Proxmire 
Herman E. Talmadge 
Stuart Symington 
Jacob K. Javits 
Jack Miller 
Charles H. Percy

Completion of the comprehensive pension staff study.
Analysis of negative income tax, guaranteed annual income, 

other proposals for income maintenance.
Completion of subcommittee report on revenue sharing.

U r b a n  A f f a i r s

and

REPRESENTATIVES SENATORS
Richard Bolling, Chairman 
Henry S. Reuss 
Martha W. Griffiths 
William S. Moorhead 
William B. Widnall 
W. E. Brock 3d

Continuation of studies on basic economic problems of urban 
areas.

Abraham Ribicoff 
William Proxmire 
Jacob K. Javits 
Charles H. Percy
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E c o n o m i c  S t atistics

SENATORS REPRESENTATIVES
Herman E. Talmadge, Chairman Richard Bolling 
J. W. Fulbright Martha W. Griffiths
Jack Miller Thomas B. Curtis

Donald Rumsfeld
Program to be determined.
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