
Chapter 3

Strengthening the Efficiency and Flexibility
of the Economy

THE STRENGTH of the American economy reflects its characteristic
adaptability to rapid change—its ability to generate new products and

new technological processes, to replace old industries by new ones, and
to absorb a vast influx of labor from varied backgrounds. The foundation
of our economic system is the freedom of resources to find their best uses,
facilitated by a system of flexible markets which channel savings to lenders,
raw materials to industrial users, finished products to consumers, and labor
and capital from industries of decline to those of growth.

Our markets have performed these functions well, but policy must work
steadily to improve their effectiveness. With larger increases in the labor
force now upon us and the skill requirements of jobs rising, flexibility of our
labor markets is being put to severe tests. For over seventy years, the
Federal Government has accepted responsibility for sustaining a competitive
economy. This job is never finished. The competitive structure of in-
dustry and the operation of markets for its products need continually to
be strengthened. Government has increased the scope of its activities,
making efficiency in its use of resources more important than ever before.

Several of the most important policy advances of the last few years serve
to improve the flexibility of the economy to adjust to rapid changes in our
resources and technology.

This chapter deals with policies to:
— increase the flexibility of our labor force and our labor markets;
— strengthen competition and improve our methods of regulation;
— enlarge consumer information;
— encourage the spread of civilian technology;
— spur regional recovery and industrial adjustment; and
— promote efficiency in Government.

Policies to foster a more flexible economy serve broad economic and
social objectives. Full employment is promoted by fitting workers for
available jobs. Price stability is served by increasing competition in in-
dustry. Simultaneous achievement of full employment and price stability
are enhanced by encouraging the movement of labor and capital in response
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to changes in demand for final products. By equipping workers, firms,
and regions to contribute more effectively to our general prosperity, these
policies help to assure a wider and more equitable distribution of the bene-
fits of prosperity.

A dynamic economy involves change, and change creates the need for
adjustment. Old techniques of production give way to new, making
workers' skills obsolete and destroying the value of old capital and materials.
The composition and the character of products change, raising the pros-
perity of some industries but leaving others behind. And as our products
and technology change and resources are exhausted, the pattern of indus-
trial location alters, and whole areas may suffer high unemployment and
economic decay.

If our economy is to maintain its capacity to grow, Government must
ease the human adjustments to economic change and assure the redirec-
tion of people and capital to new purposes. Fortunately, improvements
in the adjustment capability of the economy serve both purposes: the most
effective way to reduce the human cost of adjustment is to restore the pro-
ductivity of the affected people, industries, and areas, thereby enhancing
growth.

TOWARD A MORE PRODUCTIVE USE OF OUR LABOR FORCE

America's great productive capability is due to a highly productive
labor force. It reflects the health, education, skill, mobility, and motivation
of the people, as well as the Nation's capital stock and advanced state of
technology. If the contribution of the labor force is to continue growing,
our human resources must be further strengthened and the effectiveness of
our labor markets must be improved. Only then will each worker find
the employment in which his potential productivity is greatest.

A labor market that efficiently matches workers and job opportunities
also serves other objectives of economic policy. It permits raising the sights
of our employment targets without risking inflation, thereby helping to
reconcile two vital policy objectives, full employment and price stability.
It plays a key role in restoring to a productive life workers displaced by
technological change and in guiding new workers into areas of expanding
job opportunities.

The American economy has traditionally been characterized by an adapta-
ble and highly mobile labor force. Members of this labor force—generally
better educated and trained than those of any other country in the world—
have filled the jobs created by advancing technology and have responded
to shifting patterns of final demand.

The changes that have occurred have been enormous. Some have taken
place so smoothly that we have barely been aware of them. This has been
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the case, particularly, when the total number of jobs was sufficient—when
the market had enough jobs to allocate. Other adjustments have been
more difficult, leaving in their wake high unemployment rates and poverty
for some groups. Government must focus its effort on those changes which
the market cannot carry through without personal hardship, even in a
high-employment environment.

The task of economic analysis is to identify both those changes that the
market cannot carry through effectively on its own and those that can and
should be left to market forces.

CHANGES IN THE COMPOSITION OF EMPLOYMENT OPPORTUNITIES
AND OF THE LABOR FORCE

Changes in the over-all pattern of employment in this century have been
substantial (Table 13). The amazing rise of productivity in agriculture
and the slower growth of demand for its products reduced the percentage
of the work force in farm occupations steadily and continuously, from almost
40 percent at the turn of the century to only 5 percent today. The revolution
in management and marketing techniques and the growth of service indus-
tries and professions increased the share of white-collar employment from 18
percent to 44 percent during the same period. The share of employment ac-
counted for by blue-collar occupations has been generally steady, but the
amount of unskilled work has declined sharply as mechanical and electrical
power have replaced human energy.

TABLE 13.—Distribution of the economically active civilian population, by major
occupation group, selected years, 1900-64

[Percent]

Major occupation group 1900

100.0

17.6
4.3
5.8
3.0
4.5

35.8
10.5
12.8
12.5

9.0
5.4
3.6

37.5

1920

100.0

24.9
5.4
6.6
8.0
4.9

40.2
13.0
15.6
11.6

7.8
3.3
4.5

27.0

1940

100.0

31.1
7.5
7.3
9.6
6.7

39.8
12.0
18.4
9.4

11.7
4.7
7.1

17.4

1960

100.0

42.3
11.4
8.5

14.9
7.4

39.6
14.3
19.9
5.5

11.7
2.8
8.9

6.3

1964 1

Total-

White-collar workers
Professional, technical, and kindred workers
Managers, officials, and proprietors except farm-
Clerical and kindred workers
Salesworkers

Blue-collar workers
Skilled workers 2
Semiskilled workers»_.
Unskilled laborers *___.

Service workers
Private household workers
Service workers, except private household _

Farm workers 5

100

44
12
9
16
7

39
14
20
5

13
3
10

1 Estimated from Monthly Labor Force Survey data, using 1960 Census data as benchmark.2 Craftsmen, foremen, and kindred workers.3 Operatives and kindred workers.
< Laborers, except farm and mine.
5 Farmers, farm managers, farm foremen, and farm laborers.
NOTE.—Data relate to June 1900, January 1920, and April for the years 1940,1960, and 1964.
Detail will not necessarily add to totals because of rounding.
Source: Department of Commerce.
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The employment changes have resulted from shifting patterns of demand
for labor—as the techniques of production and the nature of the final prod-
ucts have changed—in combination with the rising educational attainment of
the labor force. In 1900, 6 percent of the high school age population
received secondary school diplomas; today this figure exceeds 70 percent.
The percentage of the college age population enrolled in college increased
from approximately 4 percent to 36 percent. As shown in Table 14, median
years of schooling among the civilian labor force, aged 18 to 64, rose by
one-third between April 1940 and March 1964—from 9.1 to 12.2 years.

TABLE 14.—Distribution of civilian labor force 18 to 64 years of age, by educational
attainment, 1940, 1952, and 1964

Years of school completed April 1940 October 1952 March 1964

Percent

Total, 18 to 64 years of age.

Less than 5 years.
6-8 years ___
9-11 years
12 years
13-15 years __.
16 years or more. _

100.0

9.2
40.4
18.4
19.7
6.5
5.7

Median school year completed. 9.1

100.0

6.8
29.6
19.1
27.8
8.5
8.1

11.1

100.0

3.4
20.0
19.4
35.4
10.7
11.2

12.2

NOTE.—Detail will not necessarily add to totals because of rounding.

Sources: Department of Commerce and Department of Labor.

The portion of the work force with eight years or less of education—that
is, the group particularly ill suited to work under conditions of modern
technology—declined in a generation, from 50 percent of the labor force
to 23 percent. Today this group consists primarily of people beyond the
age of 45, and its number is shrinking rapidly.

LABOR MARKET ADJUSTMENT

The effectiveness of labor markets in adjusting to change will receive one
of its severest tests in the next few years. The composition of demand for
labor will continue its gradual shift toward higher skill levels. But the more
dramatic changes will come on the supply side of the market as the size of
the labor force expands rapidly and its composition is substantially altered.

The degree of flexibility in the network of labor markets is not the same
for different groups or different types of adjustment. This is illustrated
below in two ways. First, some major long-run trends in the supply and de-
mand for labor are presented to illustrate how the economy has been
adjusting to change. Employment and unemployment among female,
Negro, teenage, and part-time workers show a variety of responses to the
changes in labor market conditions. Second, the adequacy of the balance
of skills demanded and supplied is examined: years of education, occupa-
tional skills, and industrial attachment play an important part in this balance.
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Women resuming job careers

The response of the labor force to rapidly increasing job opportunities is
most clearly demonstrated by the growth of the female labor force. Both
the number of women seeking work and the number of jobs open to them rose
sharply in the postwar period. Women constituted only a quarter of the
labor force in 1947, but between 1947 and 1964 they provided 58 percent of
the growth in the labor force and 64 percent of the increase in employment.

Of the total of 9.5 million additional women in the labor force, half was
due to the growth of the female population and half was due to the rising
percentage of women looking for jobs. Women between 45 and 64 par-
ticularly became more active job-seekers. In 1947, 29 percent chose to be
in the labor force; by 1964 the figure had risen to 47 percent. Most of
these women moved into the rapidly growing employment opportunities in
trade and service sectors of the economy. The flexibility of the labor market
is shown by the fact that the unemployment rate for older women has
fallen relative to the total female unemployment rate despite the much more
rapid growth of the numbers of older women seeking work. These women
still constitute a sizable reservoir of talent—some highly trained—available
to respond to further expansion of demand for their services.

Negroes seeking employment opportunities

The adjustment powers of the labor market have been least adequate for
Negroes. During the postwar recessions, a disproportionately large number
of Negroes lost their jobs; when recovery came, many of them were not
reemployed. Part of this was due to inadequate training, part to job
discrimination. In addition, the Negro labor force grew somewhat faster
than the white, particularly in urban areas where migration from farm to
city was a major element. In both 1950 and 1964, the unemployment rate
for whites was 4.6 percent, but the rate for Negroes rose from 8.5 percent
in 1950 to 9.8 percent in 1964. Despite a reduction during the past year,
Negro unemployment is more than twice that for whites. The ultimate
elimination of this difference must be a key goal of our manpower policies.

Teenagers entering the labor force

The great increase in the number of young, inexperienced workers con-
stitutes the most important change in the labor force during this decade.
Recent increases in teenage employment, cited in Chapter 1, are an encour-
aging sign of the labor market's ability to absorb inexperienced workers
when total employment rises rapidly. Yet relatively high teenage unem-
ployment rates, 15 percent in 1964, make it clear that an insufficient number
of jobs is channeled to this group.

Future increases in the number of teenagers will provide an even more
severe test of the adaptability of the labor market. Because of the low
birthrates during the Great Depression and World War II, the number of
teenagers in the labor force actually declined through the mid-1950's. It
then began to rise and by 1960, there were 5.8 million persons aged 14-19
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in the labor force; by 1964, the number had increased to 6.5 million; and
by 1966 it is expected to be 7.5 million. Thereafter the rate of increase
will slow appreciably. Without specific policy measures aimed to improve
the access of teenagers to job opportunities, their unemployment rates will
continue to be high under any except labor shortage conditions. The suc-
cessful absorption of these new workers into high-productivity jobs is the
greatest test now confronting our labor market and our general economic
and manpower policies.

Teenagers and women seeking part-time employment

Increases in part-time employment are closely related to the larger
number of females and teenagers in the labor force. Many women and
teenagers seek part-time jobs that will permit them to keep house or go
to school but still provide opportunities to supplement family income.
Between May 1957 and May 1964, the part-time labor force increased by
3 million, to a total of 8.8 million. Adult women (20 years of age and
above) and teenagers of both sexes accounted for most of the increase.

During this period, part-time employment rose by 2.7 million, resulting
in an increase in the rate of part-time unemployment paralleling the rise
in the full-time rate. The continuous expansion of the female and teenage
population groups will cause the part-time labor force to increase further.

Every major industry increased its proportion of part-time workers, with
the most significant increases occurring in wholesale and retail trade and in
services and finance. These two industries not only provided the bulk
of the private economy's employment gains, they also provided most of the
increase in part-time employment. Manufacturing industries offered rela-
tively less part-time work because of the difficulty of adjusting production
schedules.

Balance of labor skills and requirements

Unemployment rates for skilled occupations are well below average rates,
but show two rather different trends. The rates for craftsmen and foremen
have fallen recently relative to the total rate, while those for professional
and technical workers have risen. In 1964, the unemployment rate for
craftsmen and foremen was 4.2 percent, the lowest since 1956. The rate
for professional and technical workers was 1.7 percent in 1964, substantially
above levels in the mid-1950's (Table 15).

The relative decline of unemployment for craftsmen and foremen may be
due to an increase in the relative demand for skilled workers or to the
effect of an extended period of high unemployment on the supply of this
type of labor. Since much of the training for skilled workers is acquired in
apprenticeship and other on-the-job training programs, this particular labor
force grows very slowly during a period of high unemployment. Few new
workers are hired, workers laid off may go to other industries, older workers
retire, and the number of people admitted to apprenticeship programs falls.
When job expansion resumes, the labor force is smaller, and the unemploy-
ment rate drops quickly.
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TABLE 15.—Unemployment rates by major occupation group, 1957-64

[Percent 1]

Major occupation group 1957

4.3

1.2
1.0
2.8
2.6

3.8
6.3
9.4

3.7
5.1

.3
3.7

1959

5.5

1.7
1.3
3.7
3.7

5.3
7.6
12.4

4.8
6.4

.3
5.1

1962

5.6

1.7
1.5
3.9
4.1

5.1
7.5
12.4

4.9
6.4

.3
4.3

1946

Total-

White-collar workers:
Professional, technical, and kindred workers
Managers, officials, and proprietors, except farm..
Clerical and kindred workers
Sales workers

Blue-collar workers:
Craftsmen, foremen, and kindred workers..
Operatives and kindred workers
Laborers, except farm and mine

Service workers:
Private household workers _
Service workers except private household -

Farm workers:
Farmers and farm managers
Farm laborers and foremen

5.2

1.7
1.4
3.7
3.4

4.2
6.5

10.6

4.9
6.1

.5
5.8

i Unemployment as percent of civilian labor force in group.
Source: Department of Labor.

Increases in the unemployment rate for professional and technical workers
since 1959 are partly linked to unemployment among those individuals who
have college training (Table 16). Increased flows of young college grad-
uates into the labor force in the past several years have eased shortages that
may have been felt earlier in this particular segment of the labor market.
Shifts in defense production have also reduced the demand for these classes
of workers.

Employment trends for less skilled labor, persisting since the Korean war,
have recently been reversed. During the period in which the gap between
actual and potential output developed, employment of semiskilled factory
operatives, for example, expanded at a much slower rate than total employ-
ment. As a result their unemployment rate rose. But the acceleration of
economic expansion in 1964 was felt particularly in the Nation's factories,
creating many employment opportunities for operatives. Between 1962 and
1964, when total employment increased by 4 percent, employment of opera-
tives rose by more than 7 percent. This has reduced their unemployment
rate from 7.5 to 6.5 percent (Table 15).

TABLE 16.—Unemployment rates of males 18 years of age and over, by educational
attainment, selected dates, 1952-64

[Percentl]

Years of school completed 1952

1.5

2.3
1.4
1.6
1.1
1.1
.4

1957

4.1

6.9
4.4
4.7
3.0
2.7
.6

1959

6.3

9.8
7.3
8.1
4.9
3.3
1.4

1962

6.0

9.2
7.5
7.8
4.8
4.0
1.4

1964

Total. .

Less than 8 years..
8 years
9-11 years
12 years
13-15 years
16 years or more. .

5.2

8.4
6.9
6.6
4.1
3.8
1.5

1 Unemployment as percent of civilian labor force in group.

NOTE.—Data relate to March of all years except 1952. Data for 1952 relate to October.

Source: Department of Labor.
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With an expanding economy, the employment situation for those with
less education has improved. As shown in recent years, an adequate
rate of growth expands employment opportunities in industries and occu-
pations where semiskilled and unskilled workers can find jobs. If growth
is not adequate, the unskilled and semiskilled are the ones who find jobs
most difficult to locate. Furthermore, rapid and sustained expansion facili-
tates the adjustment to changing skill requirements by providing continuing
opportunities for acquisition of new skills on the job.

Unemployment in durable goods industries

Looking at the balance of skills and workers by industry rather than
by occupation reveals that the employment opportunities in durable goods
manufacturing have risen particularly sharply with the accelerated rate of
growth of the past few years. With an unemployment rate of 4 percent by
the end of 1964, the pool of unemployed workers in durable goods manu-
facturing was smaller than in any year since the Korean war. During the
years of high unemployment, the labor force of this industry group shrank,
as some workers switched to other industries and those who retired or died
were not replaced. The continuing growth of durable goods production will
test the ease with which the durable goods labor force can be expanded once
again. A combination of job opportunities and high wages will attract
labor to these industries, but firms will have to train these workers instead
of relying on the recall of unemployed skilled workers. This would be a
return to the historic role of these industries of drawing in the unskilled
young workers and workers from rural areas and training them on the job.
To channel some of the greatly increasing number of new workers into the
durable goods industries will be one of the great challenges to private and
public manpower policies. Today, teenagers account for 9 percent of the
labor force, but only 3 percent of workers in durable good industries.

MANPOWER POLICY

An active manpower policy—sensitive both to the strengths and the lim-
itations of the labor market—must develop our manpower resources to give
everyone the opportunity to make the best use of his abilities, and must
improve the organization of the labor market to provide the best possible
matching of people and jobs, without regard to race, creed, sex, or age.

Creating jobs

Between now and 1970, about 1.5 million new jobs a year will be needed
to absorb the growing labor force and to reduce unemployment to a 4 percent
level. Furthermore, output, income, and jobs will have to expand to offset
normal increases in output per man-hour. Even more jobs and lower unem-
ployment can be achieved through effective policies.
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Major responsibility for achieving our employment objectives must rest
with fiscal and monetary policies. In addition, we shall need policies
aimed at developing our manpower resources, increasing the effi-
ciency with which labor markets adjust to changes in the demand for and
supply of labor, and revitalizing depressed areas. This combination of
policies will reduce the likelihood that inflation will impede the pursuit of
full employment and will ameliorate the human costs incident to a changing
job market.

Developing manpower resources

Our system of general education is the foundation upon which specific
occupational and professional skills are built. It provides an adaptability
to change that pays dividends throughout an individual's work life. The
problems of providing universally accessible educational opportunities of high
quality are considered in Chapter 4.

Occupational competence is obtained in many ways, including on-the-
job training organized by employers; apprenticeship and union-sponsored
training programs; private technical institutes; trade and business schools;
the Armed Services training programs; and Federal, State, and local
government programs.

The Department of Labor has studied the ways in which labor force par-
ticipants with less than three years of college education acquired their oc-
cupational and professional training. As shown in Table 17, about one-third
of those interviewed had formal training (in schools, apprenticeship pro-
grams, or the armed forces) to prepare them for their vocation; only 7
percent of laborers, but 65 percent of professional and technical workers,
had this kind of preparation. Among skilled workers and foremen, 41
percent had formal training. All but a few of the least-skilled categories
contained high percentages with on-the-job training. Casual methods were
important for all categories.

Public policy is increasingly focused on the needs of the young and the
disadvantaged. Our rapidly growing teenage labor force must be enabled
to acquire the skills required in today's world. Negroes must be prepared
for the skilled jobs that will become increasingly available to them as discrim-
inatory barriers are removed. And older workers displaced by technological
change must be reequipped for new jobs.

Vocational education is an important type of formal training to prepare
youth for skilled jobs. Yet experience with training programs in recent
years has revealed the limited scope and obsolescence of some of our public
vocational education. High school programs that include generous amounts
of general education and concentrate on skills relevant to clusters of occu-
pations are most likely to provide students with the flexibility to adapt to
future occupational changes. The Vocational Education Act of 1963 was
designed to meet that objective. In cooperation with State and local edu-
cational systems, the Act provides programs for all age groups, from high
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school students and dropouts to adults who can profit from training or
upgrading or who need specialized training to become reemployed. It also
calls for systematic review of the curriculum of the programs.

TABLE 17.—Training taken by persons in civilian labor force1

Current occupational group

Total

White-collar workers:
Professional, technical, and kindred workers
Managers, officials, and proprietors, except

farm __ _ _ __
C lerical and kindred workers _ _
Sales workers . _ _ _ __

Blue-collar workers:
Craftsmen, foremen, and kindred workers
Operatives and kindred workers
Laborers, except farm and mine

Service workers:
Private household workers . _ _
Service workers, except private household

Farm workers:
Farmers and farm managers _._ _
Farm laborers and foremen

Percent reporting job learned b y -

Formal
training 2

30.2

64.6

36.2
53.6
23.4

40.6
12.9
6.9

10.3
24.6

20.6
11.1

On-the-job
training 3

56.2

66.7

57.1
71.4
60.2

64.8
61.8
40.0

9.3
45.5

17.6
19.2

Casual
methods *

45.4

33.2

55.7
29.5
47.4

47.5
42.6
50.5

56.4
42.7

79.7
64.8

Percent
reporting
no training

needed

7.5

2.1

4.0
2.0
7.5

1.8
8. .6

18.1

27.9
13.5

8.4
17.7

1 Data relate to survey taken in April 1963.
2 Includes training obtained in schools of all kinds (company training schools as well, where training was

full-time and lasted at least 6 weeks), apprenticeship, and armed forces.
8 Includes on-the-job training by supervisors, company training courses (part-time, or full-time for less

than 6 weeks), and "worked way up by promotion."
4 Includes learning from a relative or friend, "just picked it up," and other such methods.

NOTE.—Since about one-third of the respondents indicated more than one way, the sums of the per-
centages exceed 100. These figures include all civilian labor force participants aged 22 to 64 with less than
3 years of college. For the unemployed, data relate to the last job held.

Source: Department of Labor.

Apprenticeship is another important system for training youth to be
skilled workers. About two-thirds of apprentices are in programs regis-
tered under the Department of Labor. The remaining one-third are mainly
in unregistered courses run by large employers. Small firms have been
generally inhibited by the cost of training and by their inability to insure
that trained workers would remain with the firm. Recently, these costs
have been lessened by funds made available under the Manpower Develop-
ment and Training Act (MDTA) for pre-apprenticeship and on-the-job
training programs. The extent of the apprenticeship training programs
depends on the current and anticipated need for trained labor. Therefore,
prosperity encourages on-the-job training. However, employers cannot
recover the full benefits of such programs, since workers trained at their
expense may move to other employers. Thus, cooperative programs by
groups of employers should be encouraged.

Three Government programs started in recent years have been directed
at helping those in especially unfavorable circumstances to acquire the
attitudes and skills that will enable them to attain, or regain, employment.

129

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



The Area Redevelopment Administration (ARA), established in 1961,
has provided training and training allowances for unemployed and under-
employed persons in depressed areas. Training has been provided for more
than 40,000 workers, about 70 percent of whom have found jobs.

MDTA programs were established in 1962 to offer training for unem-
ployed and underemployed workers with previous work experience. Train-
ing allowances were provided for a period of up to 52 weeks. Training,
mostly in institutional programs, has been authorized for more than 350,000
persons. Machine operation and auto repair work have been the most
common courses for men, and clerical and nursing courses for women.

The Economic Opportunity (Anti-Poverty) Act will emphasize work
and training for youth through such programs as the Neighborhood Youth
Corps, the Job Corps, and the Work-Study Program. These are discussed
in greater detail in Chapter 4.

Improving the functioning of the labor market

For the labor market to operate efficiently, job opportunities must be open
to all qualified individuals; workers must have knowledge of alternative em-
ployment opportunities; and employers must have a means of making their
manpower needs known. It is therefore important that unions and pro-
fessional and business organizations avoid restrictions on entry and hiring
designed to enhance the incomes and employment opportunities of the
restricted group. Such restrictions can be as injurious as monopoly in the
sale of goods.

About three-quarters of all jobs are now filled without the use of any place-
ment agency, public or private. But the way in which the remaining jobs
and workers are matched may spell the difference between an efficient and
an inefficient labor market. The 1,900 State employment service offices
affiliated with the U.S. Employment Service are designed to fulfill this task.

Many of the young teenage labor force entrants need testing and counsel-
ing if they are to make wise vocational choices. The State employment
services, in cooperation with the schools, now provide testing services to
approximately one-half of the Nation's high schools. Counseling and
testing are provided for about one-fifth of the new applicants at employ-
ment service offices.

The employment service should be available to all workers, regardless of
occupation or current employment status. Greater separation of unem-
ployment insurance activities from other employment service functions
is desirable to strengthen counseling, training, referral, and placement
activities. In large metropolitan areas, employment service offices that
specialize by industry can provide better services to both employers and
workers in those industries than can be supplied by offices that try to cover
the whole range of industries. Specialized offices are now in operation in
41 of the 56 largest metropolitan areas.
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In addition, special services are required for those who are at a com-
petitive disadvantage in the labor market—the inexperienced, the under-
educated, the unskilled, older workers, the handicapped, and minority
groups. Some special services for these groups are now being provided—
including those related to ARA, MDTA, and anti-poverty programs. Dur-
ing the coming year, emphasis will be placed on employment services for
younger persons. The services will include exploratory interviews, counsel-
ing, and testing; referral to community agencies for diagnostic and remedial
assistance; and strengthening of placement efforts, including those directed
at rapidly expanding part-time employment opportunities.

An effective manpower policy also will require better information on the
current and future structure of supply and demand in local labor markets.
Experimental surveys of job vacancies during the coming year will help
to fill an important gap in manpower statistics.

The employment service can become an important aid to geographic
mobility in our dynamic economy. An increase in interarea exchange of
job information can contribute to this goal. The current experimental
program in the use of relocation allowances, revised and expanded as neces-
sary, can help to translate this interarea information into effective
placements.

The Nation's flexible labor markets have enabled us to adapt to dramatic
changes in labor supply and demand. They provide a solid foundation
upon which to build an effective manpower policy that can both increase
the efficiency of the labor market and open up new opportunities for those
burdened by past disadvantages or faced with exceptionally difficult shifts
in market supply or demand.

A manpower policy that is geared to steady employment for all who seek
work, that deals responsively with the income, training, and placement
needs of the unemployed, and that meets the special problems of distressed
areas and groups will reinforce the ability of our economy to grow and
will facilitate adjustment to change.

COMPETITION AND REGULATION FOR A FLEXIBLE
MARKET ECONOMY

Decentralization of economic power has long been considered desirable
for social and political reasons, as well as for its contribution to an efficient
economy. Absence of active competition tends to result in higher prices
and lower output, and thus in a less efficient allocation of resources. Non-
competitive industries may also lack the spur to innovation and change, as
sellers find it easier as well as more profitable to use obsolete facilities or
produce familiar products. They may be less concerned with keeping their
costs under control if they have no difficulty in passing higher costs along
to their customers.
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Yet modern technology requires large-scale operation in many industries,
and, for the most part, our society reaps the benefits in the form of lower
costs, better quality, and continuing research and innovation. In many
industries, a high concentration of output among a small number of firms
is not inconsistent with highly active competition, especially where there
is also a fringe of small firms, where entry of new firms is easy, or where
there exists active competition from substitute products. Yet it is also
true that it is often easy for firms to avoid competition when an industry
is dominated by a small number of very large firms. It is the difficult
task of public policy to preserve the benefits of competition while retaining
the advantages of our complex and highly productive industrial system.
And even where competition is imperfectly effective, it may sometimes be
preferable to tolerate the imperfection if the only alternative is complicated
Government regulation—which, unless carefully and regularly reviewed,
may become bureaucratized, rigid, and possibly dominated by the interests
of those regulated.

TRENDS IN INDUSTRIAL STRUCTURE

The U.S. economy is large, complex, and fluid. It contains about 5
million businesses and 2 million commercial farms. Within the manu-
facturing sector alone, there are more than 300,000 firms, of which 175,000
are corporations. During 1964 nearly 500,000 new businesses were started.
Thousands more were discontinued or merged, or transferred their opera-
tions from one industry or locality to another.

Within the important manufacturing sector, certain structural trends
have emerged in the period since the end of World War I I : (1) Through
internal expansion and merger, large firms have grown more rapidly than
the manufacturing sector as a whole. As a result, their share of the total
market for all manufactured goods has risen. (2) Within some individual
industries, the concentration of production in the hands of the 4 firms with
the largest shares of the market has increased; in others it has decreased.
Over-all, concentration within specific industries has shown no significant
trend.

The market share of the 100 largest U.S. manufacturing firms has grown
rapidly since World War II. Chart 14 shows that, between 1947 and 1962,
their share of value-added in manufacturing grew from 23 percent to 32
percent. And their share of all manufacturing assets increased from 39 to
45 percent between 1950 and 1962. Partly this has resulted from expanding
markets in a growing economy and from able and efficient management.
It has resulted also from the postwar merger movement which will be dis-
cussed below.
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Chart 14

Shares of Largest Companies in Manufacturing
AS MEASURED BY VALUE ADDED

PERCENT OF VALUE ADDED ±1
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J/ VALUE ADDED IN MANUFACTURING.
SOURCE: DEPARTMENT OF COMMERCE.

Concentration within specific industries is frequently measured by the
share of an industry's shipments attributable to the 4 firms with largest
shipments. Table 18 shows that this measure of concentration has risen in
some major manufacturing industries but fallen in others. In 1947, 24
percent of manufacturing shipments were in industries in which the 4
firms with largest shares of the market accounted for at least half the
shipments. In 1958, the figure was 23 percent, indicating little, if any,
trend during the period.

An important part of the explanation of these opposing movements—the
increasing influence of large firms in total manufacturing activity while
concentration in specific industries shows no significant trend—can be found
in the size and character of the postwar merger movement. The Federal
Trade Commission has recorded more than 11,000 mergers since 1948.
Since 1950, the 200 largest industrial corporations have acquired more than
2,000 other concerns, and 257 of the 1,000 largest manufacturing corpora-
tions have disappeared through merger. Mergers of large firms grew
rapidly in number and importance from the end of World War II until
1955, fell off briefly, and then continued to grow again after 1959.
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TABLE 18.—Concentration in selected industries, 1947 and 1958

Industry

Value of
shipments

1958
(millions of

dollars)

802
387

1,804
2,159
1,076
6,419
2,272

3,359
5,980

755
1,677
1,069

14,106
685

Percent of value of ship-
ments accounted for by

4 largest firms

1947

100
91
78
90
69
56
77

72
50
36
41
30
37
20

1958

0)
95
80
79
77
75
74

56
53
43
34
32
32
21

Primary aluminum
Locomotives and parts
Tin cans and other tinware.
Cigarettes
Computers
Motor vehicles and parts 2 ~
Tires and inner tubes

Aircraft engines
Steel works and rolling mills2..
E lectric appliances
Meat packing plants2

Cement, hydraulic
Petroleum refining
Machine tools.

1 Not available.
2 Data are for value added rather than value of shipments.
Source: Department of Commerce.

Earlier merger movements were characterized largely by "vertical"
acquisitions among firms that were in a buyer-seller relationship and by
"horizontal" acquisitions among competing firms. Anticompetitive merg-
ers of both kinds are now effectively prohibited by our antitrust laws.
Many of the more recent mergers, however, have been "conglomerate"—
that is, the acquisition by one firm of another in an unrelated product line,
normally to achieve economies of management or sales or diversification of
risks. These, too, are subject to the antitrust laws, but their effects on com-
petition are more complex and more difficult to establish. On the one
hand, it can be noted that an already large firm in another industry which
finds it easy to enter new product lines is often the most effective source of
active or potential competition in a product market that has become
imperfectly competitive. On the other hand, a large conglomerate firm
may be able to reduce competition in an industry previously characterized
by small firms.

Expansion into new and unrelated product lines, whether by conglom-
erate merger or by the creation of new capacity, has permitted an increase
in the share of the total manufacturing market supplied by large firms, with-
out increasing (and perhaps with decreasing) concentration within indi-
vidual industries. In 1958, one or more of the 100 largest manufacturing
concerns were among the 4 firms with the largest shipments in 550 of the
1,014 product classes identified by the Census of Manufactures. And 95 of
the 100 largest companies were among the 4 leading producers in 2 or
more product classes.
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POLICIES TO MAINTAIN COMPETITIVE MARKETS

Our antitrust laws have helped to achieve the delicate balance between the
economic benefits which flow from the research, innovation, and advanced
technology of large scale business organizations, and the adverse effects of
unnecessary or artificial obstacles to competition. In the 75 years since the
passage of the Sherman Act, the Congress and the courts have attempted
to adapt our antitrust laws both to our changing economic system and to
our growing understanding of how that system operates.

Legislative, judicial, and enforcement activities have all contributed to
the strengthening and clarification of our antitrust policies in the postwar
period. Enforcement activity has been vigorous during each of the postwar
Administrations, attesting to the bipartisan nature of the Nation's belief in
maintaining maximum competition consistent with a productive and
efficient economy.

A series of judicial interpretations since 1945 has helped to clarify the
meaning of the laws. More precise criteria have been developed with regard
both to the structure of industry—the degree of concentration that generates
excessive market power—and to the performance of industry—the abuse of
market power.

Concern over the growing postwar merger movement led to a strengthen-
ing of the Clayton Act in 1950. Subsequent judicial decisions have con-
firmed that horizontal or vertical mergers through the purchase of stock
or assets are illegal, whether consummated in the past or proposed for the
future, if they may have the effect of substantially reducing competition.
The law with regard to conglomerate merger is not yet clear. Further cases
would define the law more precisely. The uncertainty which surrounds
existing law, while in part unavoidable, imposes many costs and limitations
on business, some of which could probably be eliminated without significant
loss to enforcement of antitrust policy.

Effective antitrust policy involves a close partnership between economics
and the law. Sound economic analysis needs to be used to define the relevant
market, to assess the extent of concentration and barriers to entry of new
firms, and to evaluate business policies. Equally important is the devel-
opment of sound economic criteria for the selection and preparation of
antitrust cases, since the desirability of many business actions depends on
their economic setting and significance.

FEDERAL REGULATION OF ECONOMIC ACTIVITY

In the vast majority of industries, competition is the most effective means
of regulation. But in a few industries, technological and economic factors
preclude the presence of more than one or a few firms in each market. When
these industries provide an important service to the public, direct control
is substituted for competition. The independent Federal regulatory com-
missions were established in the transportation, power, and communica-
tion industries because competition could not be expected to protect the
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public interest. In other areas, regulation is aimed at providing the public
with reasonably full knowledge of the market. In particular, securities
and certain commodity markets have become so complex and technical
that regulation is necessary to insure that buyers and sellers have access to
accurate and reasonably comprehensive information.

It is important that regulatory policies be adapted to changing needs
and conditions. Economic and technological progress may lead to changes
in the desirable scope and method of regulation. In some important cases,
competition has become substantially more effective since regulation was
first established. In cases where competition is not possible, there may be
alternatives more effective than regulation. The establishment of Comsat,
a joint public-private venture in the area of space communications, is an
example of a new institution designed to take advantage of a new tech-
nological opportunity.

The fields of transportation and electric power offer illustrations of the
changing circumstances of regulated industries.

Transportation

Technological and economic changes have revolutionized the transporta-
tion industry since the establishment in 1887 of the Interstate Commerce
Commission, our first independent regulatory commission. Technological
progress has led to the introduction and development of highway, air, and
pipeline transportation, which now supplement and compete with rail and
water transportation. The latter could, in turn, compete more effectively
with the newer forms—and to their own and the public's benefit—if they
were not restrained by certain aspects of regulation.

The transportation revolution has created a variety of alternative means
for the movement of people and goods. Few communities or industries
are dependent now upon a single means of transportation for access to the
outside world, as was normally the case in the 19th century. Given these
new alternatives, there are some respects in which it would be desirable to
increase the role of competition and the scope for initiative among trans-
portation companies. Appropriate reduction of the scope of Government
supervision over rates (particularly minimum rates) and, in some cases, over
the choice of operating routes would strengthen competition among various
modes of transportation, increase efficiency in the utilization of transporta-
tion resources, and encourage more rapid technological progress. At the
same time, there is an increasing need for improved planning and coordi-
nation of intercity as well as urban mass transit systems.

Electric power

Technological progress in the generation and transmission of electricity
has resulted in a need for coordination and integration of the Nation's
power systems. Large generating plants can yield substantial economies,
whether they use atomic or conventional fuels. The development of extra
high voltage transmission lines permits electricity to be sent economically
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over long distances. The Federal Power Commission, in its National Power
Survey, has recently documented the great economies available from an
intensified program of interconnection and coordination among the 3,600
separate power systems in this country.

In some cases, economies in generation can be realized by substituting one
large plant for several individual plants, each serving a single small com-
munity. Interties between systems permit economies from the coordinated
operation of several systems: power can be shared between systems with
noncoincident peakloads; reserve generating capacity for breakdowns,
maintenance, and unexpected demands can be shared; the building of
new capacity can be staggered between neighboring systems to meet grow-
ing demands without the waste of idle capacity; better use can be made of
scarce hydro and steam plant sites; and greater flexibility in plant location
can reduce urban air pollution problems.

Our national power supply system consists of a variety of public, private,
and cooperative institutions. Exploitation of modern technology requires
increased emphasis on the planning, coordination, and operation of large
systems. This will require cooperation among all types of power suppliers
and experimentation with new forms of public and private planning. Such
experimentation has begun with the Pacific Northwest to Southwest intertie.
The National Power Survey points to the many opportunities that lie ahead.

CONSUMER INFORMATION

The end use of nearly two-thirds of production is current consumption.
Even the most efficient productive system will not create a high level of
economic welfare unless consumers can make free and informed choices.

With a rising GNP, the spectrum of goods and services available to con-
sumers has widened, and our distribution system has become increasingly
complex. Many new products have appeared, in part reflecting accel-
erated research and development expenditures of recent years, and in part
reflecting the adaptability of American manufacturers and distributors in
catering to new wants and desires of consumers.

All too often, however, consumers are not completely informed about
products available, and sometimes products are misrepresented, whether
by accident or intent. Most of the responsibility for providing consumer
information rests with private producers and retailers. Bxit where the
consumer is not able to obtain honest information, the Government has a
role to fulfill.

Consumers today are particularly subject to lack of information on the
terms and costs of credit. Too often they are unaware of the full cost of a
credit transaction, and are unable to compare financing costs because of
nonstandard ways of reporting interest charges. The consumer credit sys-
tem has helped the American economy to grow and prosper, but the cost of
such credit must be made as clear and unambiguous as possible. The
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truth-in-lending bill, requiring the total dollar amount of the finance
charges and the annual rate upon unpaid balances to be clearly stated to
borrowers, would eliminate many of the abuses in the credit area.

Abuses have also become acute in the packaging of products sold in retail
establishments. In today's marketing system, the package has become the
silent salesman. The package, therefore, should present in a clear and
comprehensive manner enough information to allow the consumer to make
informed choices. The truth-in-packaging bill would assure consumers of
simple, direct, visible, and accurate information as to the nature of the
product and the quantity in the package.

ASSISTING CIVILIAN TECHNOLOGY

The Council's last Annual Report contained a detailed analysis of the role
of technological change in promoting economic growth and discussed major
Government programs that help to advance civilian technology. Public in-
terest in these matters is warranted since many markets tend to provide
firms with insufficient incentives to allocate resources to research and devel-
opment (R & D). Benefits of research tend to be widely diffused among
many firms and even industries, making it difficult if not impossible for
firms to reap the full benefits created by their research. Also, the uncer-
tainty and high cost of many research projects may make the risks pro-
hibitive for small and medium sized firms. These factors become more im-
portant, the more basic the research, since the results of such research are
both more uncertain and more widely diffused. They explain why much
basic research is and should be supported by Government and by educational
and other nonprofit research organizations.

Advancing technology is an important element in strengthening our long-
term international trade position. Last year, a large proportion of our
exports of manufactures were from high technology industries, such as
aircraft, data processing equipment, power generating equipment, and
instruments. The high productivity of the workers employed in these
industries, and the superior performance of the products, more than offset
the lower wage costs in Europe and Japan.

Research and development manpower talent has always been a scarce
and valuable resource. The supply can be expanded only slowly and at the
cost of forgoing the services of technical personnel in managerial, admin-
istrative, teaching, and other positions. If the present tendency toward
a leveling off in defense and space research and development expenditures
continues, the resources of scientific and technical manpower available to
the civilian economy will increase more rapidly than in the past. With
an increase in the number of scientific and technical personnel available
for civilian activities, business firms will be able to engage in civilian
research and development projects which they could not previously under-
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take. They will be assisted by the 1964 and 1965 tax cuts which increase
the aftertax return on R & D undertakings, as well as on capital investment.

Similarly, the Government can increase its own civilian research efforts.
This is already being done in such areas as water desalting, supersonic air
transportation, and urban mass transportation. The Northeast Corridor
Project, to develop highspeed intercity passenger transportation over such
routes as Boston to Washington, is a recent and important example.

The Department of Commerce has proposed a State Technical Services
program to speed the spread of new technology. Under this program,
designated universities would offer technical services designed to meet the
needs of local industry. The services would include the analysis of local
problems to determine needs that might be met by new technology, reference
services, technical information centers, workshops, seminars, and training
programs. The program would be financed by local resources and Federal
matching funds.

Increased public and private support for higher education will strengthen
the efforts of colleges and universities to undertake more nondefense research
and to provide the humanistic and scientific education and technical train-
ing for our rapidly expanding student population. Greater support for
university research will strengthen the base of pure science on which applied
research and development depend.

REGIONAL RECOVERY AND INDUSTRIAL ADJUSTMENT

The changes that accompany growth do not proceed evenly and con-
tinuously. Communities and even entire geographic regions whose fortunes
are tied to a particular natural resource, pattern of transportation, or in-
dustry may decline as resources are depleted, technical changes destroy
earlier locational advantages, or shifts in taste lead to decline of the base
industry. Communities dependent upon a single firm for the bulk of their
employment are especially vulnerable to shifts in demand or plant location,
whether caused by market forces and private decisions or by changes in
Government programs.

Other communities are simply bypassed by economic growth. They are
the victims of a poor resource base, have never attracted adequate invest-
ment to develop their limited economic potential, and generally have suf-
fered from many decades of underinvestment in education, health, and
community facilities.

Once a community is in prolonged distress, its difficulties feed on them-
selves. Its capacity for maintaining social investments in education, health,
and community services erodes. Young workers leave and there may be a
loss of talent to more prosperous places. Eventually, loss of population
can reduce the tax base below the critical level at which the existing scale
of community institutions can be sustained, and the community is caught
in an area-wide, self-perpetuating circle of poverty.
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AREA REDEVELOPMENT ACT

In 1961, the Congress passed the Area Redevelopment Act (ARA), pro-
viding distressed areas with grants and loans for public facilities, loans for
commercial and industrial enterprises, technical assistance, and training
programs for the unemployed. Areas were designated to be eligible for
assistance on the basis of persistent unemployment above the national aver-
age, persistent low incomes, and a variety of other criteria. About 1,100
areas were declared eligible.

Unemployment in the designated areas fell from 10.4 percent in
1961 to 8.7 percent in 1963, while some areas improved to the point of
being removed from the designated group. In 1964, the improvement
accelerated, leading to the removal of an increasing number of areas from
the eligible list. These gains resulted from economic expansion of the last
four years; out-migration as employment prospects developed elsewhere;
retirements and other withdrawals from the labor force; and the salutary
effects of the ARA program.

The ARA projects have helped communities to plan for progress.
Commercial and industrial ventures in designated areas have received more
than $170 million in low-interest loans and assistance in establishing train-
ing programs. The communities have also received nearly $90 million of
loans and grants for public facilities, and $35 million for technical assistance
and training.

This experiment in regional development policy has shown that redevelop-
ment can be facilitated by public programs. Analysis of the experience
also points the way for the next steps to improve the effectiveness of Federal
efforts. The principles that emerge are these:

First, the scale of assistance must be sufficient to make a significant impact
on the economic structure of an area. Designation of too many areas re-
duces the possibility of providing aid sufficient to break out of the circle
of poverty. Aid must be concentrated where it is most needed and where
it gives the greatest promise of producing self-sustaining recovery.

Second, the regions to be aided should be large enough to include a re-
source base for self-sustained growth and to support the full range
of community services and public utilities. However, they should not be
so large that a considerable share of the aid may fall outside the commu-
nities in distress. The areas under the present programs were defined on a
county or a labor-market basis. In some cases these were appropriate
units, corresponding to genuine economic areas; but in other cases they
were too small.

Because of the decrease in population, some counties have reached a point
of decline where it is difficult to achieve self-sustaining recovery through
Federal efforts. In such instances, the people of the area are likely to be
better served by the expansion of job opportunities in towns within com-
muting distance.
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Clusters of industry and commerce attract other firms; public facilities
adequate to attract industrial and commercial growth are often difficult
to provide in very small communities; adequate communication, low-cost
transportation, and other necessary community facilities are more likely
to be viable where industry and commerce are concentrated. Thus, Fed-
eral aid can be more effective if smaller local areas are induced to combine
into larger development regions containing towns with potential to form
the basis for self-sustained growth. These towns could develop the capa-
bility to employ workers from nearby distressed areas.

Third, new programs must place major emphasis on investment in those
community facilities that are commonly deficient in depressed areas. Little
real growth is possible without adequate water and sewerage facilities and
other community services that directly affect the ability of an area to attract
industry and commerce. Yet a long history of poverty and a weak tax base
are likely to leave a community with inadequate funds—or borrowing
power—to meet these preconditions. Federal grants to aid construction
of some of these facilities are one of the key means for breaking a com-
munity's circle of poverty. In addition, they release local funds for further
development efforts.

Fourth, if there is to be assurance that Federal aid to a region is to lead to
recovery, the region must develop a plan for its progress. The communities
of the region must work together, sharing the aided community facilities,
planning land use for new industry, arranging for training and retraining
of workers in new skills, and developing a program for attracting industry.
The development of a meaningful plan should mobilize private and public
local leadership of the region.

The President will propose renewal and revision of the ARA program
shortly.

APPALAGHIA

Of the distressed areas of the country, Appalachia, with 355 counties in
11 States, is the largest and presents uniquely difficult problems. Always a
poor rural region, its main source of prosperity, coal mining, has undergone
a very sharp decline. For this reason, its redevelopment requires public
measures not necessary in smaller areas. The Administration has estab-
lished a special Appalachian Regional Commission; under the guidance of
the Commission and the local development districts, a series of proposed
programs were designed to develop human and material resources.

The resulting Administration proposals include new authorizations of
$840 million for a system of development highways and access roads which
will open up the region for industry and tourism and widen the horizons
of the population; $147 million for health, vocational education, farm-
ing, mine area restoration, and other new projects; and $90 million to
supplement funds available to local communities under existing Federal
grant-in-aid programs. Additional funds will be made available under
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other existing programs to accelerate development in the region. These
measures, carried out with strong participation of State and local govern-
ments, should, over a period, serve to bring Appalachia and its people closer
to the level of economic well-being of the rest of the country.

ADJUSTMENT ASSISTANCE TO PREVENT AREA DECLINE

Both the regional recovery and Appalachia programs deal with deep-
seated economic maladjustments that require the rejuvenation of an area or
region. Areas do not become distressed overnight. They sink into that
status through some specific decline of the economic base, frequently
followed by inertia and stagnation, finally producing a closed circle of low
incomes, low opportunities, poor schools, bad diets, departure of the most
qualified young people, weak social structure, and finally, chronic poverty.

The time to head off this pattern of developments is at the first sign, the
initial blow to the economic base. For this reason, there is increased inter-
est in adjustment programs that will quickly put a threatened community
on the road to recovery.

Frequently, the first sign of impending deterioration is the closing of a
major plant. Each year, numerous plants close all over the United States,
invoking substantial layoffs of workers. Usually, a single plant is a small
part of the economic base, in which case there is little hazard of area
depression. But in some cases the plant is large in relation to the com-
munity, and in a few cases it is the major employer.

Some of these cases occur as a result of changing defense expenditures or
the shutting down of Government installations. Both the Defense De-
partment's Office of Economic Adjustment and the Atomic Energy Com-
mission's Office of Economic Impact and Conversion have helped communi-
ties and firms to meet changes which may involve reconversion of firms to
new products, recruitment of new employers, and finding alternative em-
ployment opportunities for laid-off workers. The President's interagency
Committee on the Economic Impact of Defense and Disarmament is cur-
rently preparing a comprehensive report on this subject.

The Trade Expansion Act provides for technical and financial assistance
for firms in cases where disruptions are directly attributable to competition
from imports. Special aid is also given to employees in the form of trade
adjustment allowances (extended unemployment compensation), relocation
allowances, and training. These provisions need to be more fully imple-
mented in the years to come.

The recently formed President Task Force on Community Assistance is
designed to provide aid in cases of local economic distress caused by large-
scale layoffs. Growing out of the Government's successful ad hoc program
to aid South Bend, Indiana, after a major plant closing, the Task Force has
since provided assistance to Lisbon Falls, Maine, and is currently studying
other communities where it might be of assistance. If the threatened unem-
ployment is substantial and the impact can be anticipated, it would be
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preferable to take remedial actions before major layoffs occur. Advance
designation for aid under regional recovery programs would be a useful step.

For cases arising out of technological change, the Congress has charged
the National Commission on Technology, Automation and Economic
Progress to explore public and private means "to facilitate occupational
adjustment and geographical mobility, and to share the costs and help
prevent and alleviate the adverse impact of change on displaced workers,"

EFFICIENCY IN GOVERNMENT

Governments, Federal, State, and local, account for 21 percent of our
production, of which the Federal share is about half. Flexibility and effi-
ciency in the private sector are, for the most part, assured by market forces;
efficiency in Government requires constant reassessment of the value and
costs of public programs.

Minimizing costs. Many of the methods of increasing productivity and
reducing costs in the private sector, such as improved management pro-
cedures and the adoption of modern technology, have made possible similar
gains in Government. The use of electronic data processing equipment, as
in the Internal Revenue Service, and of management training programs, as
in the General Services Administration, can raise efficiency in these Gov-
ernment agencies, just as they have in large private firms.

The Administration has placed major emphasis on measures to increase
Government efficiency. Over-all responsibility for encouraging improved
organization and management in the executive branch of the Government
rests with the Bureau of the Budget. In 1964, it completed a major study
of ways to measure productivity in Government organizations.

Gains in efficiency have been particularly great in the defense program
during the last four years. They have been assisted by cost-effectiveness
studies, using modern analytical techniques of decision making to discover
least cost solutions and weigh costs of programs against their alternatives.

Public civilian investment. A large part of our public expenditure is
devoted to durable physical assets which contribute, over time, to produc-
tivity in public and private civilian activities. In fiscal year 1965, Federal
Government expenditures for civilian public works will be about $7.8 billion.

Federal investment expenditures should only be undertaken if they yield
a good social return. The use of carefully drawn economic evaluation
criteria can help to assure, at least in some fields, that public investment
yields a social payoff as great as the resources could yield in the private
sector. The longevity of dams, roads, and other kinds of public capital
requires that decisions regarding outlays be based on careful forecasts of
events in the distant future. And to assure the best use of capital within
the public sector, the economic criteria must be uniformly applied.

Pricing of public services. Most public services—such as defense—are
provided for society as a whole. However, certain public services—particu-
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larly in transportation, communications, and water resources—are provided
for identifiable groups or for individuals. Whenever beneficiaries can be
identified meaningfully, fair prices and user fees can encourage efficient use
of Government-supplied goods and services and preserve equity among
various groups in the economy.

The next chapter discusses several outstanding tasks of public policy.
These will require increasing investment of resources in the coming years.
If these tasks are to be carried out, existing programs must be carefully
reviewed to assure that they are conducted without waste, at minimum
cost, and that obsolete activities are cut back or abandoned. Further,
the new programs must be designed to accomplish their goals effectively with
the least necessary outlay of resources.

The public tasks ahead are of such scope that only an efficient Govern-
ment, conscious of its responsibility to the taxpayers, and relentlessly pur-
suing every path to lower costs and increased productivity in Government,
can hope to achieve success. It is therefore doubly important to promote
efficiency in Government.
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