
Chapter 3

Program for Sustained Economic Progress
A S THE PRECEDING CHAPTER of this Report has made clear,

*L\. the mild recession of last year was arrested and a new phase of eco-
nomic expansion got under way before the year closed. The vigor of the
recent recovery, taken in conjunction with the investment and expenditure
plans already set in motion, suggests that economic expansion will continue
during coming months. It holds out the promise that we shall achieve a
high and satisfactory level of employment and production within the
current year. Of course, this outcome of current tendencies is not—and
cannot be—assured, and the Government must remain ready to deal with
any setback that might develop. In view, however, of the likelihood that
our economy is now undergoing a cumulative expansion of some strength,
the wise course for Government would be to concentrate this year on basic
policies for fostering long-term economic growth. We should direct our
program for 1955 principally to this purpose, rather than seek to impart
an immediate upward thrust to general economic activity.

The release of the Nation's powers of growth can be aided by legislation
that will encourage competitive enterprise, strengthen our economic ties with
other countries, reinforce personal security, and provide needed public im-
provements. Such a program for long-term growth is presented in this
chapter. As we proceed we must, however, keep in mind the historical
fact that growth has generally been attained by spurts of activity, followed
by pauses or setbacks. Actions to build confidence always carry the risk
of generating overconfidence and subsequent reaction. Our economic poli-
cies must therefore be designed not merely to foster growth, but to foster a
rate of growth that can be sustained. The program of actions recommended
in this Report will advance us toward this goal.

I. PROMOTING THE SPIRIT OF ENTERPRISE

Fiscal Policies for Economic Expansion

In accordance with the responsibilities of the Federal Government under
the Employment Act "to use all practicable means . . . to promote maxi-
mum employment, production, and purchasing power," Federal expenditure
and tax policies should be shaped to serve the needs of an expanding
economy.

Budget policies can help to promote the objective of maximum production
by wisely allocating resources, first, between private and public uses, second,
among various governmental programs. A careful budgeting of public
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funds is an indispensable safeguard against undue extravagance or excessive
parsimony on the part of the Government. The budget should impose a
strict discipline upon all public expenditures. At the same time, it should
provide adequately for the Nation's defense and other urgent needs. It
must also be used to promote stable economic growth. Properly coordinated
with other measures, a reduction of expenditure or increase in taxes can
restrain inflationary tendencies, just as a reduction of taxes or increase in
expenditure can at times be an effective check on recessionary forces. There
will, therefore, be occasions when the Government's accounts are out of
balance in one direction or the other.

During the past two years, Federal expenditures were sharply reduced and,
although taxes were also cut, substantial progress was made toward bringing
the budget close to balance on a cash basis. The cuts in expenditures that
followed the ending of the Korean conflict released resources for use by the
private sector of the economy. Tax reductions spurred their reabsorption
by strengthening private demand for goods and services during this period
of readjustment. Last year's tax reductions amounted to a total of 7.4
billion dollars on a full-year basis; this was offset by a 1.3 billion dollar
increase in social security contributions, making a net saving of 6.1 billion
dollars. This lowering of taxes and the recently enacted reforms in the
tax structure, by reducing barriers to economic growth, are strengthening
the expansionary forces of the economy.

Since our economy is currently operating at rather high levels and a re-
covery from the mild decline of last year is well under way, we should strive
this year to bring Federal cash receipts and cash expenditures into balance.
With huge expenditures for our national security continuing, the financial
requirements of the Government will not permit reductions this year from
present tax rates. Prudence requires that the lowering of the corporate
income tax and of excises, scheduled for April 1, 1955, be postponed.

It should, nevertheless, be recognized that present taxes are still a heavy
burden. Lower taxes would tend to encourage work, promote more effi-
cient business practices, and create more jobs through new investments.
Fortunately, with our economy continuing to expand, we can look forward
to larger Federal revenues from existing tax rates. This, together with
further economies in expenditure, should make possible next year another
step in the reduction of taxes. Congress might then consider enacting a
general, though modest, reduction in taxes and, at the same time, continue
the program which was begun last year of reducing barriers to the free flow
of funds into risk-taking and job-creating investments.

While no changes in taxation are now recommended, except on business
income from foreign sources which will be discussed later, there is a need
for greater flexibility in the management of Federal finances, and this re-
quires an increase in the present statutory debt limit. During the past two
years, the Treasury has been obliged to manage the Government's finances
under the severe handicap of a debt limit which frequently was very little
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higher than the outstanding debt. In August 1954, the Congress modified
the 275 billion dollar debt limit by permitting a temporary increase of 6
billion dollars to cover seasonal needs. This increase will expire on June 30.,
when the outstanding debt is expected to be close to 275 billion
dollars. Since the anticipated balance in the cash budget for the fiscal
year 1956 will involve a deficit in the conventional budget of 2.4 billion
dollars, it is clear that the debt limit will have to be raised. The in-
crease should be large enough to provide the Treasury with the necessary
latitude to do its job. It would be imprudent to set a new statutory debt
limit which left virtually no margin for unpredictable fluctuations in Fed-
eral receipts and expenditures. A higher limit will in no way lessen the
persistent efforts of the Administration to reduce expenditures further, but
it will enable the Treasury to discharge its financial responsibilities more
effectively.

Assisting New and Small Businesses

A public policy to encourage the expansion of a free economy must assign
a high place to measures that keep the doors to opportunity open for new
and small enterprises. Our economy is strong and progressive because it
contains, in addition to its five million farm enterprises, four million inde-
pendent centers of business decision—each potentially free to experiment
with new ideas, new men, new methods, and new products. Many of the
revisions which were made in the tax laws last year were intended to meet
the special problems that confront smaller businesses in their attempts to
finance expansion and preserve their independence. These revisions should
help to create the kind of environment in which small business can flourish.

The Government has a responsibility to maintain easy entry into trade and
industry, to check monopoly, and to preserve a competitive environment.
All efficiently managed businesses benefit from such policies—new and
small firms most of all. Recognizing this fact, the Attorney General ap-
pointed a National Committee to Study the Antitrust Laws, composed of
distinguished citizens and legal experts, to recommend improvements in the
substance and administration of our Federal laws to promote competition
and prevent monopoly. Even prior to the submission of the report of this
Committee, it would be well to strengthen the deterrent to violation of
the Sherman Antitrust Act by raising substantially the maximum fine that
may be imposed under the Act.

The Congress established in 1953 a program for helping business con-
cerns of small size to obtain access to adequate financing, to a fair share
of government procurement contracts, and to competent counsel on man-
agement, production, and marketing problems. This program has made
a useful contribution to the strength of small concerns. It should, accord-
ingly, be continued. Further, the lending authority for the program, which
is now almost fully committed, should be enlarged so that loans may con-
tinue to be made to small concerns that cannot obtain adequate financing
on reasonable terms.
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Improving the Basis of Technology

Both the formation of new firms and innovations by existing firms are
stimulated by research, development work, and experimentation. Out of
these activities—carried on in the laboratories of universities, research
institutes, governmental agencies, and business firms—come the products,
methods, and materials which afford new entrepreneurial opportunities
and help to improve the quality of living. Recognizing the fundamental
importance of research and development work, the tax laws were revised
last year to permit outlays for research to be treated as current expenses.
It may be expected that private expenditures for research, which are already
very large, will continue to grow. The Federal Government itself plans to
spend more on scientific research and development during the coming fiscal
year than at any time in the past.

Since technological progress depends on scientific inquiries and human
inventiveness, rapid growth cannot be expected unless the knowledge and
skills of our people are properly developed for these tasks. A shortage of
scientifically trained young men and women, especially those competent in
the physical sciences and in engineering, exists at present. Unless steps are
taken to relieve this shortage, it may seriously limit the growth of research
activities and retard their industrial applications. To deal with the prob-
lem, the Congress should expand Federal programs for fellowships, research,
teacher training, and related activities.

In due course, additional measures must be taken. Some shortages of
trained personnel will be remedied by the passage of time, but the national
welfare requires special action to help relieve the classroom shortage that
now exists in our schools and to help augment the supply of certain skills.
Some recommendations bearing on schools, so vital to our country's future,
appear on pages 63-65. This subject will be treated in a forthcoming
special message to the Congress.

II. STRENGTHENING ECONOMIC TIES WITH OTHER COUNTRIES

The foreign economic policies of the United States can be a powerful
instrument for strengthening the security of our Nation and the Free
World. The nations of the Free World are economically interdependent,
and no one of them can afford to act upon a narrow view of its own in-
terests or with primary regard to the special interests of any particular
industry or group. Now, more than ever, our own permanent interests
of national security and the general welfare must take precedence over
all other considerations.

It is to the advantage of each nation to attend to the barriers that
have caused international trade and investment to lag behind the growth
in production and incomes. Our own interest clearly calls for a policy
that will in time extend into the international field those principles of com-
petitive enterprise which have brought our people great prosperity with
freedom. Against the Communist ideology of the omnipotent State, own-
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ing all means of production and dominating all economic activity, the
United States holds forth the ideals of personal freedom, private property,
individual enterprise, and open markets. We should bear in mind that,
in the long run, other countries are far more likely to rally to liberal
ideals if we take the steps within our power to encourage them to join us in
mutually beneficial economic intercourse. Hence, our trade and invest-
ment policies affect our ability to increase the solidarity of the Free World.

This broad vision, which pervaded the studies of the Commission on
Foreign Economic Policy, now guides the recommendation to the Congress
to act so as to clear the channels of trade, to foster foreign investment, and
to provide technical aid to underdeveloped nations. Such actions will not
only help to increase world production and trade; they also will help to
assure a rising standard of living for our own people.

Freeing the Channels of Trade

The Free World has sought to reduce restrictions on trade through the
General Agreement on Tariffs and Trade, currently being renegotiated by
the governments adhering to it. Because this Agreement is one of the
means by which the United States has sought to carry out the purposes of
the Trade Agreements Act, the current negotiations are of great importance
to us. When the new Agreement on Tariffs and Trade has been satisfac-
torily concluded, it will be submitted to the Congress for its approval.

It is of the utmost importance that we continue the gradual and selective
revision of our tariffs through the tested method of international negotia-
tion. A three-year extension of the Trade Agreements Act has therefore
been recommended, with amendments to empower the President as follows:
First, to reduce present tariff rates on individual commodities by as much as
5 percent per year in each of the three years of the new Act; second, to
reduce tariff rates in greater degree in the case of products now imported
in negligible volume; third, to reduce to 50 percent any rate in excess of that
level. The present escape and peril point provisions of the Act should,
however, be continued in order to avoid or mitigate any undue hardships
that might develop under the operation of the proposed program.

Our customs procedures often impose unnecessary and unintended
burdens on trade by causing disputes and delays. Progress has recently been
made toward efficient customs administration, but good business practice
requires that more be done. An interim report by the Tariff Commission
on means of simplifying the commodity definitions and rate structures of
present tariff laws is expected shortly and will deserve serious study. In
addition, Congress should establish standards for the valuation of imported
goods that are simple, clear, and logical in their application.

Finally, it is recommended that Congress increase the duty-free allow-
ance of foreign goods brought home by our tourists during any six-month
period. In addition to its economic effects, this encouragement to Ameri-
can tourism should pay large dividends in improved relations with other
countries.
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Fostering Foreign Investment

We can strengthen our own economy and that of the Free World by
increasing the flow of capital to nations that are able to use it productively
for their development. The expansion of foreign investment would speed
the growth in foreign countries of industries whose output is needed to meet
our own increasing requirements of raw materials and other products. By
augmenting our exports, it would help to maintain prosperity at home.
Above all, it would provide a convincing demonstration of our desire for
economic partnership with countries seeking to improve their economies.

A great challenge of our time is to find constructive ways of aiding the
economically underdeveloped countries in different parts of the world.
The complexity of the task is suggested by the factors that are often present
in these places—heavy concentration of people on limited land, meager
educational facilities, great deficiencies of domestic capital, lack of manage-
ment personnel, outmoded transportation systems, low output of electrical
power, and inadequate public administration. Such countries can use
assistance from us and from others, so that they may build a solid foundation
for their social institutions and realize the opportunities open to free peoples.
To an increasing degree our aid has taken the form of technical assistance,
under which our technicians work with other peoples to help improve their
production, their educational methods, and their health. Aid in the form
of commodities and services is also being extended to those foreign countries
whose economic strength cannot be built up rapidly enough, in view of the
security requirements of the Free World, by the normal processes of trade
and investment.

The program of technical and other assistance to economically under-
developed countries should be strengthened. Even more important, in
the long run, is an expanded flow of private international investment.
We should encourage investment in all countries whose desire to speed
their economic development has led them to create a hospitable climate
for business investment. An inflow of private American capital can serve
as a catalytic agent in many places—increasing production and incomes,
permitting greater consumption and local saving, which in turn would
expand local investment, and so on in a widening circle. Although the
Export-Import Bank is expected to expand its lending program, the Federal
Government can help also in other ways to raise the level of our foreign
investment.

As recommended by the Commission on Foreign Economic Policy, the
tax rate on corporate income from all foreign sources should be reduced
by 14 percentage points, making it equal to the rate already applicable to
Western Hemisphere trade corporations. Our law now requires that in-
come from foreign sources be taxed in the United States to the extent that
it is not taxed abroad. This has two consequences. First, American firms
doing business in a foreign country with low tax rates operate under a tax
disadvantage in comparison both with domestic firms of that country and
with firms of other nations that levy low taxes on foreign income. Second,
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countries desiring to attract American capital cannot very well use favorable
tax rates as an incentive. Indeed, our present tax policy might even encour-
age a country in which American capital has already been invested to
increase its taxes on business income. The proposed rate reduction would
tend to improve the competitive position of our firms doing business in other
countries; it would reduce a barrier to further investment abroad; and it
may stimulate foreign countries to use favorable tax rates as a means of
attracting American capital.

American corporations with foreign branches should also be permitted
to defer the tax on branch income until it is withdrawn from the country
in which it was earned. This will end the present unreasonable discrimina-
tion between operations conducted through branches and those handled
through foreign subsidiaries.

We should supplement these tax changes by continuing to explore with
other countries the use of the tax treaty as a method of fostering a more
favorable climate for international investment. Under proper safeguards,
we should be prepared to give full credit for income taxes that are waived by
a foreign country for a specified initial period, just as we now grant credit
for taxes that are imposed. This change would give maximum effect to
the laws of other countries designed to encourage new enterprise.

Another measure to spur foreign investment is to establish an Interna-
tional Finance Corporation as an affiliate of the International Bank for
Reconstruction and Development. This Corporation would receive its
capital from countries now participating in the IBRD. Unlike the IBRD,
it would be permitted to invest, without any governmental guaranty, in
new private enterprises needing capital. As now conceived, the Cor-
poration would assume an interest in a new enterprise only to get it started,
not for a long term of years. Nor would it participate in the management
of the enterprises it helped to initiate. By providing on a business basis
the margin of capital needed to attract other funds, the Corporation would
help to expand private investment abroad. Its international character
and prestige would probably aid local citizens in bringing about a favorable
investment climate in their countries. In view of the great promise of the
proposed Corporation, the Congress will be requested to authorize at the
proper time a contribution by the United States to its capital.

Taken together, these proposals to augment the international movement
of goods and investment funds will have a salutary influence on our economy.
They will increase the efficiency of use of our own resources, they will
diversify and enlarge the amount of goods and services available to American
consumers, and they will expand foreign markets for our products.

III. BUILDING THE FLOOR OF PERSONAL AND FAMILY SECURITY

Significant steps were taken by the Government last year to help indi-
viduals and families make better provision for their security. The American
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people should continue on this path, firm in the conviction that only when
minimum human needs are provided in case of unemployment, disablement,
or retirement, and the opportunity exists for a decent home in a sound
neighborhood, will the individual make his greatest contribution to
economic growth. Many of the measures to advance this objective,
including those to improve the Nation's health, are being presented in detail
in other messages. The following discussion is confined to the larger
economic measures.

Meeting the Hazard of Unemployment

The Federal-State Unemployment Insurance System has proved its
value as a first line of defense against economic recession. During the six
months from April through September of 1954, benefit payments were 1.1
billion dollars, compared with 0.4 billion dollars in the corresponding
months of 1953. These benefits, paid to workers as a matter of right under
established law, enabled many families to live without exhausting their
savings and helped make possible record-breaking consumer purchases,
despite a fall in employment. Legislation passed in 1954 will greatly im-
prove the workings of our unemployment insurance system in the future.
Nevertheless, further revisions are desirable both to meet the needs of the
economy and to meet the needs of the unemployed.

The coverage of the Federal unemployment insurance laws was extended
last year to include Federal civilian employees and the employees of many
small businesses. It is hoped that the States will soon act to include under
the system the 4.4 million employees of State and local governments not
now covered. Government ought not to deny its own employees the protec-
tion it requires the private employer to provide for his. In addition, the
States that have not already done so should consider taking steps to extend
unemployment insurance to those who work for firms employing fewer than
four persons. These workers need protection against unemployment no less
than the employees of larger firms.

From the standpoint of the unemployed worker, weekly benefits should
be sufficiently high to provide the basic necessities. From the standpoint
of the economy, benefits should be sufficient to enable the unemployed to
maintain a substantial part of their customary expenditures, thereby mini-
mizing the spread of unemployment. The general level of benefits is now
too low for either of these purposes. Our Federal-State unemployment
insurance system was originally designed to pay benefits of approximately
half of regular weekly earnings, up to a dollar maximum that was adequate
for its time. Since these legal maxima have not kept pace with rising wages,
the ratio of benefits to the wages of covered workers has fallen from 43 per-
cent in 1938 to 34 percent currently, and in several States below 30 percent.
In many States a great majority of all beneficiaries receive the same weekly
benefit—the maximum—regardless of the differences in their earnings.
This loss of a clear relation between benefits and a worker's usual earnings
or his customary living standard is inconsistent with the incentives of a free
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economy. It is highly desirable that the States change their laws so that
the great majority of covered workers will be eligible for payments that at
least equal half their regular earnings.

The adequacy of unemployment insurance depends also on the period for
which benefits are paid. In the first eleven months of 1953, the number
of persons who exhausted their benefit rights reached 679,000. Last year
the number jumped to 1,610,000 during the corresponding months. In
few States is the potential duration of benefits now as much as 26 weeks
for all beneficiaries. An increase in the usual duration of benefits is
especially necessary during economic recession, when the average duration
of unemployment as well as its amount increases. For this reason, the States
are urged to lengthen the term of benefits to 26 weeks for every person
who qualifies for any benefit and who remains unemployed that long. It is
recognized that an increase in the term and the level of benefits may call
for a re-examination by the States, and in some instances a tightening, of
the test of attachment to the labor force and of other legal or administrative
safeguards against abuse.

The District of Columbia should have an unemployment insurance law
that could be a model for the States. Last year the Congress improved
the law by raising the maximum amount and duration of benefits; but the
new law made it more difficult for unemployed persons to receive benefits
for the maximum period. This weakness should be remedied by providing
26 weeks of benefits for all persons who qualify and who remain unem-
ployed that long. The disqualification provisions of last year's law should
also be reviewed.

The Federal-State Employment Service has an important part to play
in reducing unemployment. While the Employment Service cannot create
jobs, it can help fill vacant jobs quickly and well. As recommended in the
Budget Message, the system should be strengthened to meet this need and to
assure the best use of scarce manpower in any future national emergency.
Some employers and workers fail to use the Employment Service because
they do not realize its value. They should acquaint the Service with their
problems, since the more it is used the better will it function.

Last year, although the economy as a whole was prosperous, some com-
munities suffered from sizable unemployment. Their fortunes turned for
the better when recovery got under way in the early fall, and most of
them will regain prosperity as economic expansion cumulates. In some
places, however, unemployment stems from special causes, such as a lasting
drop in the demand for their wares, an exodus of industry to new loca-
tions, or a vanishing supply of some material basic to the local economy.
Such "structural" or "spot" unemployment may remain even when the
Nation's economy practically reaches full employment. The Federal Gov-
ernment should be willing to assist depressed communities to develop work-
able solutions of their problems. Accordingly, the Area Development
Program of the Department of Commerce, which can be so helpful in
revitalizing a community's industry and trade, should be further strength-
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ened. For the time being, at least, it is also desirable to continue the policy
of granting special tax amortization benefits for new defense facilities located
in surplus labor areas and of placing government contracts as far as feasible
in these areas.

It would be well to recognize, however, that these programs can make
only a limited contribution to relieving "spot" unemployment, and that
a large part of the adjustment of depressed areas to new economic con-
ditions both can and should be carried out by the local citizens themselves.
The Federal Government can make its most effective contribution to their
needs as well as those of others by steadfastly pursuing monetary, tax,
expenditure, debt management, and general housekeeping policies that
promise a high and stable level of employment in the Nation at large.

Extending Economic Security in Retirement

Provision of a decent minimum income after retirement is a central
element in a program for personal security. The Government acted last
year to increase both the coverage and the benefits of Federal Old-Age and
Survivors Insurance. To continue the progress toward comprehensive
coverage, it is recommended that the Congress extend coverage on a perma-
nent and full contributory basis to Federal personnel.

The major responsibility for security in old age rests, of course, upon
the individual himself, and is discharged through personal saving, insur-
ance, and investments of various kinds. In addition, private pension plans
have multiplied during recent years, under the encouragement of our tax
laws. More than 12 million employees of business enterprises are now
covered by pension plans, under which it is estimated that about 3 billion
dollars per year is currently being contributed by employers and employees.
Private plans for retirement income appear to be highly desirable, but a
number of questions merit further study by the Congress and the Executive
Branch. For example, how do such plans affect the mobility of employees
and the willingness of employers to hire older workers? How can, or
should, these plans be fitted together with Federal Old-Age and Survivors
Insurance into an integrated program for retirement income? What are
the effects of pension plans upon the spending and saving habits of people?
What influence does the investment of funds assembled through these plans
have upon our financial markets and the supply of venture capital?

Augmenting Low Incomes

A small and shrinking, but still significant, number of American families
have cash incomes under $1,000 per family. By current standards, most
of them must be considered poverty-stricken. These families are not con-
centrated in urban centers. They live chiefly on small farms or in rural
areas and villages, mainly in the Southern States. Raising the incomes of
this group should be one of our continuing objectives.

The causes of low incomes are complex; they include lack of education
or skill, poor health, old age, or prolonged unemployment. Solutions must
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be found through a long-run program to improve the skill, versatility, and
mobility of low-income earners, thereby increasing their productive capacity.
The elimination of remaining poverty in America would not only bring
greater happiness and opportunity to these people; it would draw them into
the stream of progress, enlarge the markets for consumer goods, and
promote the expansion of the economy. Means of raising low incomes by
increasing the productivity of people have been the subject of study this
past year by the National Agricultural Advisory Commission and by an
interagency task force of the Council of Economic Advisers. Studies of
this problem are continuing.

Under our system of free labor markets and free collective bargaining, the
wages of a preponderant majority of workers are determined fairly without
government intervention. Minimum wage laws do not deal with the funda-
mental causes of low incomes or poverty. However, minimum wage laws
can assist the comparatively small number of workers who are at the fringes
of competitive labor markets. The minimum wage under Federal law is
now 75 cents an hour, a figure that became effective early in 1950. Since
then the cost of living and average hourly earnings have risen, providing
reason for an increase in the minimum wage when, as at present, the eco-
nomic outlook is favorable. An increase to 90 cents an hour would be
appropriate and consistent with over-all economic considerations at this
time. It is recommended that the Congress increase the minimum wage
to 90 cents an hour.

Such action would increase the wages of about 1.3 million workers by an
average of about 9 cents an hour. In addition, some workers now earning
more than 90 cents an hour would probably receive wage increases to pre-
serve customary differentials. Although these increases would add appre-
ciably to the costs of certain industries, notably in the South, the general
expansion of economic activity now under way should increase the demand
for their products and lead to economies of operation, besides those stimu-
lated by the higher minimum, thus enabling these industries to absorb a
part or all of the wage increase. Nevertheless, 90 cents an hour is the
highest minimum wage that can be economically justified in present circum-
stances. A higher minimum might well cause lower production and sub-
stantial unemployment in several industries, and—whether directly or in-
directly—it would probably bring generally higher prices in its wake.
Such effects would make the gains of covered workers illusory, and they
would lower the standard of living of uncovered low-wage workers.

The coverage of the minimum wage is no less important than its amount.
Only about 24 million of the 44 million employees of private firms are now
subject to the Federal minimum wage, an additional 3l/2 million being
covered by the laws of 20 States. As stated in last year's Economic Report:
"Neither the Federal nor the State laws now include the lowest-paid
workers." It would be well for both the Congress and the States to con-
sider the question of bringing substantial numbers of workers, now
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excluded from the protection of a minimum wage, under its coverage. To
ease the process of adjustment, a gradual approach to this problem will
need to be developed.

Protecting Workers3 Savings

A significant financial development of recent years has been the rapid
spread of the credit union. These cooperative agencies provide a means by
which members—primarily employees of the same firm or members of the
same fraternal or similar association—can invest their savings in an institu-
tion under their own management and from which they can, when the
occasion arises, borrow money for personal needs. In December 1953
there were about 13,700 credit unions in operation—7,100 with State and
6,600 with Federal charters—having a membership of nearly 6,650,000
persons and assets close to 2 billion dollars. For the most part, credit
unions hold savings accumulated by individuals of small or moderate means,
and which represent for them a first line of defense against economic
adversity. It is desirable, therefore, that Congress consider measures for
protecting these savings.

Among other measures, the Congress might well consider the merits of
share-account insurance. An insurance system could be self-supporting,
with membership mandatory for Federally chartered unions and voluntary
for those having State charters. If such a system were established, it would
be essential to maintain adequate safeguards for the insuring agency, such
as a limit on insurable accounts, ample reserves, proper standards of
admission, and thorough examination. In any event, it would be well to
review the regulations that now govern the lending and credit manage-
ment practices of credit unions.

Investments in the shares of credit unions represent, of course, only a
small part of the savings of workers. Far larger in total amount are the
savings that go into bank deposits, life insurance, Federal savings bonds,
shares in savings and loan associations, and pension funds. The integrity
of all these savings depends not only upon the soundness of the institutions
receiving them; it depends also on the integrity of the dollar. Hence, one
of the great and continuing responsibilities of Government is to pursue
policies which assure that a dollar saved today will not go to waste through
inflation of prices tomorrow.

Improving Homes and Neighborhoods

Last year the Federal Government moved energetically to broaden the
opportunities for families to acquire new homes or to improve existing
dwellings. Forward steps were also taken to assist communities to pre-
vent the spread of slums and to rehabilitate deteriorated neighborhoods.
Further progress will depend partly on what the Federal Government does,
and in much greater degree on the efforts of civic organizations and on
actions that can be taken only by State and local governments.
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Federal funds are now available, but more will be required during the
next fiscal year, for projects which look to the renewal of urban neighbor-
hoods by conserving and improving what is still useful in blighted areas and
by replacing what cannot be restored. This program supplements the
financial facilities previously available for total clearance and redevelop-
ment of slum areas. In addition, the Federal Housing Administration has
been authorized to insure mortgages on new or rehabilitated structures in
areas for which local governments have developed practical renewal pro-
grams. States and cities can obtain assistance from the Housing and Home
Finance Agency in developing their renewal programs and should, in their
own interests, take steps to expedite them. For its part, the Congress
should authorize the Public Housing Administration to enter into contracts
for 35,000 additional units of low-rental public housing in each of the next
two fiscal years, in order to assist in the relocation of families displaced as
a result of slum clearance, redevelopment, or renewal programs.

The Housing Act of 1954 enables families to acquire homes under Federal
programs of loan insurance on somewhat more liberal terms than were previ-
ously available. Furthermore, by liberalizing the conditions which surround
the use of loan guaranty privileges by eligible veterans, and by permitting
the Federal Housing Administration to insure supplementary loans under an
"open-end" type of mortgage, the Act facilitates the repair and moderniza-
tion of existing dwellings. The States can give further effect to these actions
by enacting, where necessary, legislation to permit the writing of "open-end"
mortgages. The availability of this type of financing will prove especially
helpful to the many homeowners whose growing families require better and
more spacious dwellings.

The Federal Government should take additional steps to augment the
facilities available for home ownership and improvement. To accommo-
date the increasing demand for mortgage insurance, it will be necessary to
increase the insurance authorization of the Federal Housing Administra-
tion. It is also recommended that national banks be allowed to make
amortized real estate mortgage loans with maturities up to 20 years. The
present limitation of ten years for conventional mortgages unnecessarily
restricts the availability of home financing in some areas. The Congress
can at the same time increase the availability of funds for the financing of
construction work, and in a manner entirely consistent with sound credit
practices, by authorizing national banks to make construction loans with a
maximum duration of, say, nine months. This rule should replace the
present limitation of six months.

These various steps would effectively widen the opportunities of families
to acquire homes or to improve those they already own. It must be recog-
nized, however, that the progressive easing of mortgage financing terms
is not without its hazards for the stability of the economy. It would be a
wise precaution, therefore, to provide for prompt readjustments in the
terms of mortgage loan insurance and guarantees, when required by changes
in economic circumstances. The Housing Amendments of 1953 authorized
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the President, at his discretion and in the light of economic conditions, to
alter the terms on which the Federal Government would insure mortgage
lenders against losses on loans secured by residential properties. This
authority was limited in its potential application, but it nonetheless pro-
vided a useful tool for the control of credit during inflationary periods and
for the stimulation of home building during periods of contraction. Last
year's Economic Report proposed that this discretionary authority be
widened, but the Housing Act of 1954 moved in the opposite direction.
The Congress should again consider this proposal and give the President
greater latitude in the exercise of his power to vary the terms on which
home mortgages are underwritten. In view of the magnitude of residen-
tial construction, its variability, and its responsiveness to changes in the
terms of mortgage loans, a wide Presidential authority over terms, to be
exercised with the aid of an advisory group, could make a major con-
tribution to the maintenance of stable prosperity.

IV. EXPANSION OF OUR PUBLIC ASSETS

Great accumulated needs for roads, schools and hospitals, for water,
sanitary and community facilities, for conservation and recreational works,
now exist in our nation. This accumulation is the result of postponements
in the face of growing needs during the past fifteen years, when a large part
of our resources was required by war and defense. The Economic Report
of January 1954, noting the vast backlogs and the continuing expansion of
needs, recommended that a larger part of the Nation's effort be devoted to
public works, in order that our economy may grow without hindrance. The
Federal Government shares with State and local governments the respon-
sibility for removing this obstacle to economic expansion.

Modernizing the Highway System

Highways carry the stream of commerce to nourish all parts of the
national economy. Over them pass freight and passenger vehicles and,
when necessary, the mechanized weapons of defense. When these channels
are inadequate, congestion results; this causes loss of life and property
and checks economic expansion. Serious congestion now exists, with
58 million cars and trucks traveling 557 billion vehicle-miles a year. Yet,
it has been estimated that at the present rate of highway improvement
and general economic growth, our country by 1965 may have about 80
million motor vehicles and an annual traffic of over 800 billion vehicle-miles.

With these considerations in mind, the President's Advisory Committee
on a National Highway Program has sought to determine how the United
States could best improve its highways during the next decade. After
study and discussions with the Executive Committee of the Governors'
Conference and other groups, the Advisory Committee has recommended
the modernizing of the presently-designated National System of Interstate
Highways, together with urban connecting roads, at an estimated cost of
27 billion dollars over a ten-year period. Toll roads already built to accept-
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able standards along'the designated routes could be included as segments
of the National System. Our country would then possess an integrated
network of safe, controlled-access highways—transcontinental, border-
to-border, and interregional—capable of carrying the heaviest loads,
operated under uniform traffic regulations, and joining 95 percent of all
cities with a population over 50,000.

The National System of approximately 40,000 miles has primary signifi-
cance for the country's economic growth and military defense. Hence the
Advisory Committee has proposed that the Federal Government bear all
but 2 billion dollars of its cost. For their part, State and local govern-
ments would be expected to assume principal responsibility for financing
the construction work needed on the remainder of our total street and
road network of 3,348,000 miles. Federal grants-in-aid for roads would be
maintained at approximately the current level. Taken altogether, the
States and localities would be expected to bear about 70 percent of the
estimated cost of about 100 billion dollars required to modernize the Nation's
streets, roads, and highways over the next decade, while the Federal Govern-
ment would bear the remaining burden of 30 percent.

The construction of the National System of Interstate Highways could
be financed by obligations issued by an independent authority, created by the
Congress. The funds needed to pay interest and amortize the highway
debt could come from the excess—which may be expected to increase
rapidly—of the Federal revenue from present taxes on gasoline and lubri-
cating oil over the current amount of Federal grants-in-aid for roads.
Although a steady pace of construction, financed through the sale of bonds to
the public, would normally be the best procedure, expenditure and financing
plans could be adjusted in the interests of general economic stability.

It is being recommended that the Congress act affirmatively on a
national highway program, and with a view to its expeditious comple-
tion. A special message on the subject will be submitted shortly. Such
a program would release enduring forces of economic expansion. As the
construction of the National System progressed, the States and localities
could be expected to enlarge their own expenditures on other roads and
on streets. In addition, history shows that private investment mounts when
new arteries of commerce develop. New factories and shopping centers
would be constructed; service facilities for food, lodging, and automobiles
would be provided along the new highways. Markets for new cars and
many associated goods and services would be lifted to higher levels. Above
all this, immense savings would accrue to the public from reduced accidents
and lower transportation costs.

Accelerating the Development of Natural Resources

It is desirable to expand investment in facilities for conserving and
bringing into economic usage more of our soil, water, mineral, and other
resources. To speed this process, the Federal Government has attempted
to distinguish as clearly as possible the field of Federal enterprise from that
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of private or local enterprise. It must act vigorously in the former—as this
Administration proposes in the case of the national system of highways; and
it must foster and encourage activities by others in the latter—as has
already been done in the leasing of the Government's submerged and other
lands for private exploration of petroleum and other mineral deposits.

Of all our natural resources, none requires more immediate attention
than water. The effective conservation, control, and utilization of the
Nation's water resources requires energetic implementing of sound policies.
The present partnership policy of developing water resources is a par-
ticular expression of the Government's general approach to resource de-
velopment. This policy is, simply, to encourage State and local govern-
ments and private interests to provide all physical facilities that they
can, leaving for Federal execution those parts of water development proj-
ects which serve national purposes or which, because of great size or com-
plexity, are beyond the capability of others.

This approach promises to accelerate the development of our water re-
sources without involving the Federal Government in huge expenditures or
operations. Thus, during the last two years applications to the Federal
Power Commission for permits to survey potential hydro-electric develop-
ments represented a larger total of kilowatts than was covered by the appli-
cations during the prior seven years. At the end of last year the volume of
such permits outstanding was by far the greatest in the history of the Com-
mission. The workings of the partnership policy are also illustrated by
six multipurpose projects for which provision has already been made or is
contemplated in the coming fiscal year. It is estimated that these projects
will result in a Federal expenditure of about 200 million dollars, while an
additional 800 million dollars may be expended by local interests, private
or public.

Expanding State and Local Works

The largest part of the demand for public assets is for new schools, hos-
pitals, water systems, streets and roads, and other facilities of the kind
traditionally provided by States and their governmental subdivisions.
Clearly, every necessary step should be taken to facilitate the execution of
these projects.

The capacity of most municipalities, when judged from an economic
point of view, appears to be adequate for financing needed improvements.
However, many communities are prevented from utilizing their financing
capacities by outmoded tax-rate or debt limits. State legislatures might well
review their limiting statutes and, where advisable, proceed to remove or
relax barriers to local public investment.

In States where the barrier of tax-rate or debt limits cannot be easily or
quickly lowered, consideration should be given to alternative financing meas-
ures. Some States have made loans or grants to local school districts for the
financing of building programs. Other States have established independent
authorities, which raise funds for school building through the sale of revenue
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bonds secured by the leasehold rental payments of the districts for which
schools are built. Use might be made of lease-purchase plans, whereby
municipalities can acquire needed buildings through instalment payments
and yet stay within their existing debt limits.

It is also desirable to explore ways of broadening the market for bond is-
sues of local governments, particularly those of smaller localities. At least
one State has established an agency to examine and approve all of its
new local government issues prior to their sale to the public. The mar-
ket for small issues of little-known municipalities could be broadened by
encouraging the establishment of a type of investment trust which would
specialize in the securities of State and local governments, including their
revenue bonds. To make the shares of such companies attractive to indi-
vidual investors, the Congress should revise the tax laws so as to permit
a regulated investment company, holding the bulk of its assets in the form
of tax-exempt securities, to pass through to its shareholders the tax-exempt
status of the income received on such securities. Such a "pass-through"
would be a useful extension of a principle already in use.

Finally, it is apparent that many of our larger cities have far outgrown
their traditional boundary lines. Nowadays, the typical metropolitan com-
munity sprawls over a number of towns or cities, in some cases over several
States. The lack of congruence between the area of need and the area of
governmental jurisdiction throws obstacles in the way of rapid and effi-
cient construction of public works. The States are urged to study the
problems of metropolitan areas, so that area-wide transit systems, sanita-
tion systems, water supplies, or educational facilities may be provided
with maximum returns from the public funds expended. For some of our
larger metropolitan areas, interstate action is indicated. The metropolitan
problem is both a challenge and an opportunity.

Coordination of Public Works Planning

Responsibility for different types of public construction is dispersed among
many agencies of Federal, State, and local governments. Effective forward
planning and execution of our Nation's public works therefore involves
coordination of the activities of numerous Federal agencies, stimulation
of advance planning by States and localities, and cooperation with State
and local agencies engaged in public construction. Recognizing that the
enlargement of our public assets is a vital task in the era ahead, and that
the timing and coordination of public works activities have an important
bearing on the growth and stability of the economy, the Council of Eco-
nomic Advisers last year established a small unit to devote itself to coor-
dinating the planning of public works.

Among other activities, this unit cooperated with the Bureau of the
Budget in making an inventory of the status of Federal public works plans,
project by project. It also initiated a survey of State and local plans for
public works, which was carried out in cooperation with the Housing and
Home Finance Agency and with the Bureau of the Census. The first study
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disclosed that Federal plans for sound projects are available in reasonable
abundance for an accelerated public works program, if economic conditions
should make this necessary. The second study disclosed that public works
programming by States and localities is extensive, but that there is only a very
small backlog of plans at the stage of drawings and designs. The experi-
ence gained by the Council in surveying the Nation's needs and planning
for public works has confirmed the wisdom of the many students of govern-
ment who have repeatedly urged systematic attention to public works
planning. To emphasize this vital activity and give it larger scope, an
appropriation is being requested of the Congress to set up an Office of
Coordinator of Public Works Planning within the Executive Office of the
President.

A problem of great interest in this connection is the stimulation of public
works planning in States and localities. Many smaller communities have
projects within their master development plans for which funds are not
immediately available to produce preliminary engineering surveys and
designs. Assistance to such communities would help them to develop
plans for public works ready for initiation, which otherwise would take
months to prepare in case of need. Such a reservoir of planned public
works should be of considerable magnitude to be effective. The sum of
1.5 million dollars made available by the Congress last year for planning
advances—that is, interest-free loans—to States and municipalities was a
good beginning but no more than that. It is recommended that the Con-
gress enlarge substantially the appropriation for planning advances, and
that a revolving fund be established for this purpose. The need for build-
ing a reservoir of "ready-to-go" projects has been recognized in three
separate programs of planning advances, established by the Congress within
the past decade. This experience indicates that the need for preparedness,
being itself continuous, is not well met by programs of limited duration.

V. INCREASING THE STABILITY OF A GROWING ECONOMY

A view fundamental to the economic program presented in this Report
is that the best way to avoid economic recessions is to have the economy
growing vigorously. Yet it is necessary to recognize that, at times, growth
processes may falter, and that on other occasions the forces of growth may
generate price inflation. An expanding economy does not escape the need
for moderating the business cycle. Hence, the program recommended in
this Report has been formulated not only to foster economic growth, but to
foster a reasonably stable process of growth.

The past quarter-century has taught our generation to be highly sensitive
to economic changes. The protracted depression of the thirties, and the
inequities of wartime and postwar price inflation, have made us intolerant
of extensive fluctuations in incomes, in employment, or in prices. Eco-
nomic statistics are now closely scrutinized and widely commented upon
by men and women in different walks of life. The American people apply
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more exacting standards to the performance of our economy than they did
fifty or even five years ago. They expect their Government to pursue
policies that foster a smoother rate of economic growth than was experienced
in the past.

The growing confidence of people in their Government's ability to moder-
ate economic fluctuations is desirable and not misplaced. A better-informed
public with an increased awareness of economic change will tend to bring
about higher standards of economic performance. This increased knowl-
edge on the part of the public should, however, be accompanied by a realistic
understanding of the practical difficulties in attaining increases in total
production, employment, and personal income, entirely free from interrup-
tions. Neither in our own history nor that of any other country has an
economy ever attained this ideal for a long period of time.

The experience of Government in dealing with fluctuations in employ-
ment and incomes is not of long standing, and there is much yet to be
learned about the problem of economic stability. For this reason, it is to
be hoped that rigidity of judgments will not interfere with continued
flexibility of policies and administration. We have learned from experi-
ence that the Government can do a great deal to moderate economic
fluctuations, but there is as yet no good basis for the belief that it can
entirely prevent them. A democratic government needs time, especially
when current reports are conflicting, to meet a given economic situation.
Moreover, the effects of its actions—whether in augmenting or in restrain-
ing demand—require time to work themselves out. Government ought
not to be continuously veering its course, although it should act promptly
and decisively when a threat to economic stability emerges.

Statesmanship requires that we make every effort to harness the idealism
of our generation to the practical end of minimizing economic fluctuations.
The economic effects of government operations are now so large and so
pervasive that it is no longer reasonable to suppose that Government either
can or should remain aloof from what goes on in the private economy.
We have learned from experience that Government can pursue policies
that not only promise to bring a stabler prosperity to economic life, but
also to expand the scope and add to the vigor of private enterprise. Our
aim must be to build on this experience, to pursue policies that will facilitate
the growth of private enterprise, and to equip ourselves with better tools
for checking any recession or inflation that might develop. Numerous
actions taken last year by the Congress and the Executive have served these
ends, and the program recommended in this Report should advance us
further toward our goal.
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