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I a m pleased to appear be fo re the . Committee 

to Investigate a Balanced Federa l Budget of the Democrat i c 

R e s e a r c h Organization, 

Our country is now confronted with a ser ious d i lemma. 

Over 7 mi l l ion peopl'e are still unemployed, and many of them 

have been seeking work for an extended period. M o r e jobs are 

c lear ly needed - - not only for workers who are now unemployed, 

but a lso f o r those who wil l soon be entering the labor f o r c e . 

In the current inflationary environment, however , expan-

sionist po l ic ies of the traditional type cannot be count.ed on to 

r e s t o r e full employment. Recent experience in both our own 

and other industrial countries suggests that once inflation has 

b e c o m e ingrained in the thinking of a nation's bus inessmen and 

consumers , highly expansionist monetary and f i s c a l pol ic ies do 

not have their intended ef fect . In particular, instead of fostering 

larger consumer spending, they may intensify inflationary ex -

pectations and lead to larger precautionary savings and sluggish 

consumer buying. The only sound course for f i s ca l and monetary 

pol icy today is one of prudence and moderat ion. 

One of the urgent tasks facing our Nation is to end the 

Federa l def ic its that have been a major and persistent source 

of our inflation. Since I960, the Federa l budget has been in 
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def ic i t every y e a r but one. The cumulative deficit in the unified 

budget over the past ten years , including the o f f i c ia l est imate 

f o r the current f i s ca l year , c o m e s to $217 bil l ion. If the 

spending of o f f -budget agencies and government -sponsored 

enterpr ises is taken irto account, the aggregate def ic it for the 

ten years amounts to a lmost $300 bil l ion. 

This s o r r y r e c o r d of def ic it financing means, of c ourse , 

that w e as a people have been unwilling to tax ourselves suff ic iently 

to f inance the recent sharp increases of governmental spending. 

In this bicentennial anniversary of our Nation's independence, 

we would do wel l to re f lec t on the fact that it took all of 186 

years f o r the annual total of Federa l expenditures to reach the 

$100 bi l l ion mark . This o c c u r r e d in f i s c a l year 1962. Only 

nine years later , in f i s ca l 1971, expenditures already exceeded 

$200 bi l l ion. Four years f r o m that date, in f i s ca l 1975, the 

$300 bil l ion mark was passed. And unless expenditures are 

held under a very tight rein, Federa l spending wil l easily exceed 

the $400 bil l ion level in f i s ca l 1977. 

One aspect of the sharply rising curve of expenditures 

is that government has been assuming an ever larger ro le in 

the e c o n o m i c l i fe of our people. In 1929, Federa l expenditures 
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amounted to l ess than 3 per cent of the dollar value of our 

total national output, and expenditures at all levels of g o v e r n -

ment - - Federa l , state, and loca l - - amounted to about 10 per 

cent of the national product. Last year , Federa l expenditures 

alone w e r e about 25 per cent of the dollar value of our national 

output, and the combined expenditures of all governmental units 

reached a lmost 40 per cent. 

Much of this increase in the r o l e of government in our 

economy was made necessary by the rapid growth of population 

in recent decades , the increasing complexity of modern urban 

l i fe , the explosion of mil i tary technology, and the enlarged 

responsib i l i t ies of the United States in wor ld a f fa i rs . However , 

the trend of Federa l spending has also been significantly inf luenced 

by strong intellectual currents , both in our country and e lsewhere , 

that keep nourishing the belief that pract ical ly all e conomic and 

soc ia l prob lems can be solved through the expenditure of public 

funds. 

Where the line can best be drawn between governmental 

and private use of r e sources i s , in the final analysis , a matter 

of s o c ia l or philosophic values and of polit ical judgment. But 

regard less of how this question is reso lved , it should be c lear 

to everyone that Federal spending, whatever its level , must be 
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soundly f inanced. The large budgetary deficits that have pers isted 

s ince the mid - s i x t i e s - - and in good years as wel l as bad years - -

added little to our capacity to produce, but they added substantially 

to aggregate monetary demand for goods and s e r v i c e s . They w e r e 

thus large ly respons ib le for the ten-year stretch of accelerat ing 

inflation that culminated in the deep r e c e s s i o n f r o m which we 

are now emerging . 

The Pres ident ' s budgetary program for the coming 

f i s c a l year , taken on an overal l basis , would go far toward 

breaking the spiral of Federa l spending and bringing order to 

our f i s c a l a f fa i rs . The proposed budget would limit the r i s e 

of spending in f i s ca l 1977 to 5 - 1 / 2 per cent, compared with 

an average year ly increase of 12 per cent over the previous 

f ive y e a r s . The Federa l deficit is pro jected to decline f r o m 

$76 bil l ion in the current f i s ca l year to $43 billion in the next, 

with a balanced budget finally in view by f i s ca l 1979. 

Some wel l -meaning citizens are now urging the Congress 

to provide added f i s ca l stimulus in the interest of speeding the 

return to full employment. I would warn this group that still 

l arger Federa l expenditures and a bigger def ic it may fail of 

their purpose . A deeper deficit would require the Treasury 
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to re ly m o r e heavily on credit markets , thus drawing on funds 

badly needed for homebuilding and for business capital f ormat ion . 

W o r s e still , a significantly larger defic it would rev ive fears of 

accelerat ing inflation, and weaken the confidence of bus inessmen 

and consumers that is essential to the return of general prosper i ty . 

Moderation in monetary pol icy is also needed to bo ls ter 

conf idence in the economic future. That is why the Federa l 

R e s e r v e has been so diligently seeking to foster a financial 

c l imate conducive to a sat is factory r e c o v e r y , but at the same 

time to min imize the chances of rekindling inflationary f i r e s . 

Since last spring, growth rates of the m a j o r monetary aggregates - -

while varying widely f r o m month to month - - have generally been 

within the ranges speci f ied by the Federa l R e s e r v e in its per iod ic 

reports to the Banking Committees of the Congress . 

The recent moderate increases in the monetary aggregates 

have been accompanied, as we expected, by a sharp r i s e in the 

turnover of money balances. The rising velocity of money has 

not, however , been assoc iated with higher rates of interest or 

developing shortages of credit - - a s some cr i t i cs of Federa l 

R e s e r v e pol icy had predicted. On the contrary, conditions in 

f inancial markets have eased mater ia l ly . They are m o r e c o m -

fortable now than at any time in the past two years , and thus 
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remain favorable to continued economic expansion. 

B e f o r e c los ing, I fee l bound to say that f i sca l and 

monetary pol ic ies alone cannot be expected to achieve our 

e conomic goals in the current economic and financial environ-

ment . It is not enough to ask what further f i sca l stimulation, 

if any, or what further monetary stimulation, our economy 

requ i res . Nor is this even the bas i c question. We should 

rather be asking what governmental po l i c ies , covering as 

they might an enormous range of actions and even inactions, 

are mos t likely to strengthen the hope and confidence *of our 

people . Let me br ie f ly comment on some pol ic ies outside the 

monetary and f i s ca l area that, in my judgment, can make a 

signif icant contribution to the restorat ion of full employment 

and also to correc t ing the long-run inflationary bias in our 

economy. 

F i r s t , governmental e f forts are long overdue to encourage 

improvements in productivity through larger investment in modern 

plant and equipment. 

Second, we should face up to the fact that environmental 

and safety regulations have in recent years run up costs and 

pr i c e s and have held up industrial construction a c r o s s our land. 



Third, a v igorous search should be made for ways to 

enhance pr i ce competition among our business enterpr ises . 

Fourth, governmental po l i c ies that af fect labor markets 

c ry out for rev iew. 

Finally, we ne< d to think through the appropriate ro le 

of a l imited incomes pol icy in the present environment. 

Under current conditions, the return to full employment 

wi l l have to depend rather heavily on structural pol ic ies that 

s e rve to reinvigorate :ompetition and r e l e a s e the great energies 

of our people. Such pol ic ies are not, however , a substitute for 

respons ib le f i s ca l and monetary act ions . In order to strengthen 

the conf idence of people in their own future and the future of our 

country, we in government wil l need to work constructively on 

all three pol icy fronts - - f i s ca l , monetary , and structural. 


