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LETTERS OF TRANSMITTAL

Novemeer 5, 1957.
Hon. WrieeT PATMAN,
Chairman, J oint E'conomic Committee,

United States House of Representatives,
Washington 26,D. C.

Drar MR, Parman : Transmitted herewith are the papers submitted
by the panelists invited to appear before the Subcommittee on Fiscal
Policy 1n its study of Federal expenditure policy for economic growth
and stability. The subcommittee has undertaken this study pursuant
to the findings and recommendations of the full committee in its
February 28, 1957, report on the January 1957 Economic Report of the
President.

These papers are presented in advance of the subcommittee’s hear-
ings, to be held November 18-27, to provide members of the subcom-
mittee, the panelists, and the public an opportunity to examine the
major issues lying within the scope of the study as they will be devel-
oped in oral statements and discussion at the hearings.

Wirsur D. MiLis,
Chairman, Subcommittee on Fiscal Policy.
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Novemeer 5, 1957.
Hon. Wirsur D. MicLs,
C hairman, Subcommitiee on Fiscal Policy,

United States*House of Representatives,
Washington25,D.C.

Dear Mr. Mris: Transmitted herewith are the papers submitted
by the panelists invited to appear before the Subcommittee on Fiscal
Policy 1n its study of Federal expenditure policy for economic growth
and stability. The papers are presented in order of the schedu%ed ap-
Eearasric% of the panelists during the subcommittee’s hearings, Novem-

er 18-27.

The topics to which these papers are addressed were selected by the
staff economist, Norman B. Ture, pursuant to the suggestions and in-
structions of the subcommittee. Every effort has been made to insure
representation of the varying expert viewpoints on the issues covered.

These papers are presented as submitted without editing by the staff.

- Joan W.LrHMAN,
Acting Ewxecutive Director.
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INTRODUCTION BY WILBUR D. MILLS, CHAIRMAN
SUBCOMMITTEE ON FISCAL POLICY

Two years ago, the Subcommittee on Tax Policy of the Joint Eco-
nomic Committee undertook a study of Federal tax policy for eco-
nomic growth and stability. The purposes of that study were to add
to our understanding of the manner in which our Federal revenue
system affects the Nation’s economic development and to formulate
general economic prineiples upon which future tax policy, consistent
with the requirements for steady economic growth, might be based.
The impress of that study, I believe, will be a lasting one. The Sub-
committee on Fiscal Policy has now turned its attention to the expendi-
ture policies of the Federal Government, and their relationship to
gle economic stabilization and growth objectives of the Employment

ct.

The Joint Economic Committee is not a legislating committee, but
under the Employment Act it is charged with making studies of the
major economic programs of the Federal Government as a guide to
the legislating committees. The Subcommittee on Fiscal Policy recog-
nizes, of course, that many considerations other than those of the
Employment Act enter into decisions governing Federal spending
programs. But it must also be recognized that virtually all Federal
Government activities may have significant effects on many individ-
uals and groups in the economy and, consequently, on the total amount
and character of the Nation’s economic activity. Federal Govern-
ment expenditure programs, therefore, may have important conse-
quences with respect to the effectiveness of the specific public policies
aimed at attaining the Employment Act objectives. The subcommit-
tee is hopeful that this study, directed at improving and refining our
knowledge of the complex relationships between the scope and char-
acter of Government activity and that of the private sectors in our
dynamic economy, will be of value to those in the executive branch
of the Government as well as in the Congress who share responsibility
for the formulation of Federal spending programs.

The study seeks first to develop an historical perspective concerning
changes in the amount and character of Federal spending, and the
relationship of such changes to major developments in the structure
of the American economy. The second part of the study is concerned
with basic economic principles and criteria bearing on the relation-
ship between Federal Government activities and Employment Act
objectives. The third phase of the study examines the impact of sev-
eral major Federal programs on the rate and character of the Nation’s
economlc growth and on the conditions for maintaining economic
stability.

The subcommittee has sought the widest possible representation of
expert{ viewpoints on the many important issues embraced by this
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XVII INTRODUCTION

study. The list of contributors suggested by the subcommittee’s staff,
I believe, fully reflects this instruction.

On behalf of the subcommittee, I wish to commend the contributors
for the valuable materials they have presented in this volume. They
have given generously of their time and resources, and rendered a

significant public service.
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HISTORICAL MAGNITUDES AND DEVELOPMENTS AF-
FECTING THE AMOUNT AND TYPE OF FEDERAL
EXPENDITURES

HISTORICAL CHANGES IN DEMANDS FOR PUBLIC
EXPENDITURES FOR COMMUNITY AMENITIES

Charles E. Lindblom, associate professor of economics, Yale University

In the late twenties, the Federal (Government spent only $1 out of
every $5 of public expenditures in the United States, State and local
governments spending $4 out of every $5. With the great depression
and World War II both throwing responsibilities upon government
that only the Federal Government could shoulder, it is not at all
surprising that by the end of the war, the earlier situation had been
reversed, with the Federal Government spending 4 out of 5 public
expenditures dollars. But a striking feature of the period since 1946
is that, despite continued high Federal expenditures, State and local
governments had risen by 1956 to about 40 percent of public expendi-
tures and are still rising.

The almost explosive expansion of State and local government ex-
penditures has drawn much comment, and predictions are freely being
made that the expansion will continue. The significance of the upsurge
is to be found in the character of State and local expenditures, as con-
trasted to Federal. What has been mushrooming 1s expenditures on
community amenities. The demands that spark the growth are not
those for regulatory functions, economic security, or economic develop-
ment, but are instead demands for better education, better health,
more pleasant cities, recreation, and mobility.

For the Federal Government, the significance of these burgeoning
demands for amenities lies, in turn, in the possibility that the Federal
Government will either be called upon to meet some of the new de-
mands directly, or to come to the aid of the States and localities with
grants, or to reduce Federal taxes so that State and local governments
can accumulate the revenues required to support their growing
functions.

Where did the new demands come from? How stable are they likely
tobe? Will they probably increase or decline? In this paper, I shall
try to point up some historical changes that help answer these ques-
tions and—more generally-~—throw light on the magnitude of expendi-
tures that might be called for in the awakened pursuit of those
amenities of life that can most easily be attained only through collec-
tive action.

In America’s early years, public economic policy was preoccupied
with the economic security of a poor and precarious society. In the
very earliest colonial ventures, mere survival overrode any other policy
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2 ECONOMIC GROWTH AND STABILITY

objective. At a second stage, public economic policy was tailored to
economic development to achieve the remarkable rise in personal in-
come that marked the 19th century. But again in the 20th century,
policy became preoccupied with economic security—this time not the
insecurities of a new continent but the economic insecurities of a com-
plex, unstable, depression-prone economic system. It is quite possible
that we are now moving for the second time into a period of expan-
sion and development as a fourth stage in the sequence. In the quick-
ened pursuit of collective amenities, we may be on the threshold of
a long period of expansion that will, as did the three earlier stages,
put its distinctive stamp on the economy. The possibility of dividing
American economic history into these four stages proves nothing, to
be sure; but it suggests that present straws in the wind may presage
not simply a minor alteration of our course but a fundamental change
in the character of American life. Hence the growth of public ex-
penditures on amenities ought to be investigated without any attempt
to minimize its possible significance.

Common HyrorHrsEs ExpPrAaINING Risine ExXPENDITURES ON
AMENTTIES

Rapid growth and redistribution of population

Widely remarked as the source of many new demands for water
and sewage systems, highways and streets, other public construction
and public services, rising population and suburbanization are hardly
to be questioned as major factors in post-World War IT public ex-
penditures. To be sure, increased density of population, up to a
point, can spread the cost of social overheads, with a consequent de-
crease in per capita public expenditures, but new people in new places
undoubtedly call for public expenditures, especially capital outlays,
and too high a density of population probably pushes expenditures
on social overheads beyond a point of diminishing returns. But
rapid population growth and movement we have had before in the
history of the United States, and, without belittling its immediate
importance for State and local expenditures on amenities, one would
doubt that it would produce a lasting and major redirection of public
policy toward collective amenities unlike anything we have seen
before.

Growing socidl interdependence

Modern technology, the scale of business enterprise, and urbaniza-
tion have unquestionably created a high order of social interdependence
in our society, running far beyond the interdependence of frontier
farmers or early artisans. And everyone recognizes that this grow-
ing interdependence has increasingly thrust regulatory, protective,
and developmental functions upon government. It seems fairly clear
that it also makes it impossible for individuals to enjoyy many of
the amenities of life, such as certain kinds of recreation and easy
mobility, without calling upon government to clear the way. And it
is, of course, interdependence that makes each child’s education the
concern of every citizen and turns education from a privately con-
sumed service into a collectively demanded and regulated one. Again,
however, while growing interdependence explains some of the slowly
growing expenditures on collective amenities over the course of
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'ECONOMIC GROWTH AND STABILITY 3

American history, it does not promise a sharp or revolutionary alter-
ation in public expenditures on them.

Rising income and wealth

In rising income and wealth, we come to a phenomenon capable
of sparking a dramatic alteration of public policy in the direction of
collective amenities. We can now and increasingly in the near fu-
ture afford even lavish outlays on education, recreation, highways,
physical and mental health, urban redevelopment, and the like, for
we have finally arrived at a level of personal income where we begin to
wonder how to dispose of it, as is indicated by the character of Amer-
ican advertising and consumer response to 1t. There is little doubt
that rising income, together with the new aspirations that accompany
it, accounts for much of the postwar demands for better education,
for example.
New leisure

The air is thick these days with talk of reducing the workweek,
and the earlier achieved and prospective growth of leisure is the other
side of the coin of increased income. We do not demand increased
expenditures on community amenities only because we can afford them
but also because we have time to enjoy them. Leisure is an enormous
stimulant to aspiration.

The end of poverty

A development may sometimes go so far as to appear to have fun-
damentally changed its own character. The rise of American income
has now gone so far as to have nearly eliminated poverty, in the
usual sense of the term. Because it has been engraved upon our
minds that the poor we shall always have with us, such a development
can have great and dramatic consequences for our views of the world
and for our aspirations. It is, of course, too early to say. But is it
not believable that citizens freed from the age-old concern over pov-
erty will find new goals of public policy, new causes, new issues,
and find themselves caught up in an enthusiastic and accelerated
demand for the amenities of life that seemed both too much and too
immoral to hope for in the face of poverty among their fellow citi-
zens? We should not underrate the force of such intangibles of
history.

DecriNniNg DEBATE AND EMERGING AGREEMENT ON THE ROLE
OF (GOVERNMENT

Of the above historical changes, some would appear to account for
a relatively small shift in public expenditures toward the amenities,
while the full significance of some of the others will better be seen if
they are coupled with a further historical change that outweighs
them all; the slow but unmistakable decline of the debate over the
proper functions of government and emerging agreement that govern-
ment is an instrument to be used fairly freely in the pursuit of a wide
variety of goals. It is as though we had finally decided to free a
fettered giant.

Because the new agreement is, although overwhelming, still not
unanimous, it is alarming to those who do not share it. But, whether
alarming or gratifying, it has come to pass.
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4 ECONOMIC GROWTH AND STABILITY

The emergent agreement can be described by contrasting it with the
debate it supersedes. It was a debate over the role of government in
which policy alternatives where identified with the grand alternatives
of socialism and capitalism and in which the dominant view was that
only by holding fast to private enterprise free from government dom-
ination could the evils of socialism be avoided. Even small policy
alternatives, as, for example, those pertaining to details of monetary
policy or the securities markets, were often debated as though the
alternatives were not these policies at all but the two great institutions
of socialism and capitalism.

Frightened by our own discussion of policy, we have hesitated to
;mploy government as freely as we now appear to intend for the

uture.

Evidence that the debate is almost over has been conspicuous in
recent years. In the last presidential campaign, the Democrats’ pov-
erty of campaign issues revealed the degree to which both major
parties agreed on the role of government. It was no longer possible,
as it had been in New and Fair Deal days, for the Democrats to find
challenging functions for government that would separate the two
parties. Or consider the flavor of some of the new conservatism,
about which we have been hearing much lately. Its stress is not on
the rugged individualism of unrestricted free enterprise but on the
conforming community, on social solidarity. The new conservatism
seems more fearful of the maverick than of strong government, and
some of the new conservatives would happily embrace a program of
collectively provided amenities with government in a paternal role if
this would strengthen the bonds of community. ‘

More striking evidence that we are all coming to agree on the new
larger role for government is the Eisenhower budget, compelling evi-
dence that public budgets cannot be significantly reduced. The cries
of anguish that greeted its announcement were loud, but because the
illusion that Republicans could cut the budget where Democrats would
not was finally, bitterly, sadly, embarrassingly destroyed.

‘What in our history put an end to the old debate? What accounts
for the emerging agreement on the expanded role of government ?

The first explanation is that one cannot indefinitely debate irrele-
vancies without discovering that one is doing so. It never was true
that each new function of government forced us to choose between
socialism and capitalism, and, while one is tempted to quote from the
historical debate to show how foolish it now looks in retrospect, it is
enough to observe how liberal and conservative alike have come to
point with pride at a growing list of governmental functions as proof
of capitalism’s flexibility in meeting the people’s problems. For some
public functions, ritual requires the old language, but few take its
irrelevancies to heart.

Secondly, our experience since the late thirties with fiscal and mone-
tary controls designed to maintain full employment—and, specifically,
their relative success, have vastly increased our confidence in the in-
struments of government.

Thirdly, our wartime successes in government direction of the econ-
omy have given us, not a taste for the same diet in time of peace, but,
again, a greater confidence that we can employ government far beyond
the capacities we used to expect of it, and do so without fear of either
intolerable inefficiency or threats to our liberties.
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ECONOMIC GROWTH AND STABILITY 159

Fourth, we have come to understand government and society better
than before, and we treat the question of governmental functions as
a subject for research and discussion rather than for simple-minded
moral pronouncements. The technical skills of economists 1n problems
of monetary management, which go far beyond those of 20 years ago,
illustrate that growing knowledge makes government a more tract-
able and generally useful servant.

Fifth, we agree on a new large role for government because, for the
first time in our history, we cannot deny that we can afford it.

Sixth, we agree on expanding collective consumption because con-
spicuous private consumption is less admired than in the days when
Thorstein Veblen invented the term. It is a curious shift in attitudes
that makes blue jeans as popular among the wealthy as among the
less favored. In a society as equalitarian as ours, some kinds of goods
and services are comfortably consumed only when others can share
their enjoyment; hence, the wealthy are turned to a degree from ex-
clusive consumption to leadership in the demand that many of life’s
amenities be widely distributed through government. It 1s not the
low-income groups who are always in the forefront of campaigns for
better schools, parks, streets, and other public services.

Seventh, it may even be true that our traditional concern over the
irrationality of much government expenditure is subsiding in the
face of patterns of private consumption that flow from our phenom-
enally high incomes. The demand for new novelties in consumption
“for the man who has everything” gives one pause about the rational-
ity of private consumption. So, too, the price we are willing to pay
for fashion, specifically for a series of new models in durable goods.
We like the alternatives that our wealth offers us in private consump-
tion, but we cannot any longer believe, as we could when bread and
butter were more urgent needs, that private consumption is rationally
directed toward higher priority goods and services than are govern-
ment expenditures. Schools, parks, highways, water, sewage disposal,
and the like come to be conceded an obvious high priority relative to
many of the private goods we can find to use up our new incomes.

Lastly, one might mention as a possible factor in the emerging
agreement on a large role for government-provided amenities the
hypothesis that our society is too much fragmented and that our
citizens want communal associations. It is only a hypothesis, but
it is thoughtfully discussed by economists impressed by the imper-
sonality of the market mechanism, by psychologists and psychiatrists
impressed by evidences of personal insecurity in our large-scale so-
ciety, and by sociologists impressed by the contrast between the social
bonds of mass society and the more intimate ties of earlier and smaller
societies. It is not impossible, therefore, that agreement on expansion
of the social amenities is a reaction to the destruction of older forms
of association by the expansion of the market economy.

The interpretation of historical trends is a dangerous business, all
the more so in the present case because it has not been possible to
document the analysis suggested here. But whether the reasons given
here are correct or not, agreement does appear to be emerging on a
new and large role for government; and this, above all other factors
tending in the same direction, promises for the future a revolutionary
expansion of provision of community amenities. As already indi-
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6 ECONOMIC GROWTH AND STABILITY

cated, the immediate demands will be largely on State and local
government ; but the magnitude of the demands will raise many ques-
tions of tax and expenditure policy for the Federal Government, for
it, too, will feel the force of the demands upon State and local govern-
ment, as well as demands directly upon Washington.
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FEDERAL EXPENDITURE, ECONOMIC GROWTH, AND
STABILITY

Robert T. Patterson, associate professor of economics, Claremont
Men’s College

If we bear in mind the inherently close and complex relationship
of Government spending, taxation, borrowing and debt management,
as well as monetary policy, it is appropriate to separate out and focus
attention upon any one of these parts of the fiscal-monetary pattern.
In this compendium we are particularly concerned with the signifi-
cance of Federal expenditure policy in terms of economic growth
and stability, although the spending of State and local governments
is not to be overlooked.

An earlier study, made in the same manner and for the same pur-
pose as the one we are engaged in, dealt with taxation.! In its pre-
Iiminary section, entitled “Focus of Tax Policy : Short-Run Stabiliza-
and Long-Run Growth,” various statements appear with respect to
the nature, causes, and relationship of economic growth and stability
which are germane also to a study of Government expenditure. Al-
though the present paper undertakes to offer a fresh, but not in all
ways dissimilar, view, it seems worthwhile to call attention to basic
observations made in the earlier study. One, for example, is that
although there is “considerably less than unanimity among duly ac-
credited economists about the true explanation of business cycles * * *
there is a broad range of agreement about the key role of monetary
and credit expansion and contraction in producing surges of business
and recessions.” Another is that there is general agreement that
“a lack of balance between investment and consumption may pre-
cipitate severe economic ups and downs.” Still another is that “war-
times excepted, when we have had a high level of business invest-
ment in new producing facilities, we have had a high level of pros-
perity, and when we have had a low level of such investment the
reverse has been true.”? These and other generalizations made in
that study, however qualified by the individual economist, may help to
clear the ground and further our progress.

The purpose of this paper is to note not only the significant changes
that have occurred in the amount and types of Federal expenditure
but also the variations in other economic phenomena which are asso-
ciated with Federal financial policies. Emphasis is placed upon the
period since World War I1, for a part of the question which this and
the succeeding studies will attempt to answer is whether the Federal
Government has been doing, financially, what it ought to do and leav-

1 Onited States Congress, Joint Committee on the Economic Report, Federal Tax Policy
for Economic Growth and Stability, Cpapers submitted by panelists appearing before the
(S)lgtconilgé%tee on Tax Policy, 84th Cong., 18t sess. (Washington, Government Printing

ce, .

3 Dexter M. Keezer, Economic Stability and Growth, Federal Tax Policy for Beonomic
Growth and Stabiltty, pp. 7-8.
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8 ECONOMIC GROWTH AND STABILITY

ing undoene what it ought not to. The earlier history of Federal spend-
ing and of economic growth and instability is of value, too, for it gives
perspective and shows certain important relationships and trends—
especially the trend in Government spending, which has been the most
dramatic of.them all.

FeperaL ExpENDITURE, EcONOMIC GROWTH, AND INSTABILITY,
1789-1933

Some generalizations will save much tabular space, yet keep the
picture clear. The interrelationship of Federal spending and economic
activity has been continually of major significance only since 1933.
Until then Federal expenditure (and taxation, borrowing, and debt
management) were often incidental and random influences, although
there were times when Federal finance dominated the economy. - Most
notable of these were during and immediately after the War of 1812,
the Civil War, and World War 1. In quite a different way the unique
problem of surplus revenue, which appeared in the 1830’s and again
in the 1880°s and was associated with the political controversy over
the tariff, gave a special emphasis to Federal disbursements (expendi-
ture, debt retirement, and even—in 1837—the division of excess ac-
cumulated revenue among the States). .

It cannot be said that during the 19th century and the first third
of the 20th century those who understood Government finance were
unaware of or unconcerned with the effect of the Government’s fiscal
activities upon business. At practically all times higher Treasury offi-
cials were conscious of it, and when possible they made adjustments—
not always wisely—that were intended to mitigate its unfavorable in-
fluences. Nevertheless, the concept of the role of government in the
Nation’s economic life was a narrow one: There was no clearly defined
fiscal policy ; the spending power granted to Congress by the Consti-
tution was, ordinarily, rigidly interpreted; and the Government’s
activities were, at most times, a small part of all economic activity.

Although, in this period, there was never any large, planned ex-
penditure program intended to promote economic growth, there was
an astonishing increase in real national wealth and income. It was
not due to any single cause—climate, natural resources, the industrial
revolution, the frontier, population growth, the character of the peo-
ple, education, a Federal Constitution, saving and investment, an im-
proving monetary system. economic instability, or some other—but to
a complexity of causes. Planned Federal spending for broad economic
effects, however, was not one of them.

Along with the remarkable growth of wealth and income there was
marked economic instability. Prices rose and fell ; booms, panics, and
depressions ran their course ; many fortunes were made which waves of
bankruptcy wiped out. There were periods of mass unemployment
with attendant misery and despair. The purchasing power of specie
and paper currency varied with the phases of the business cycle; and
at times when the currency was irredeemable its value depreciated
drastically, though in-each such instance redeemability finally restored
it. The credit of the Government, too, fluctuated, sometimes mark-
edly and adversely. when the requirement of war or of unwise peace-
time fiscal and monetary policies threatened the future value of the
Government’s obligations or cast a shadow upon its integrity.
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ECONOMIC GROWTH AND STABILITY 9

Instabilities such as these were concomitants of great economic
growth. Their various effects upon it, however, cannot all be sepa-
rated out. Some of them would seem to have been far from conducive
to long-run growth. Others, however, may have been essential to it.
Any decline in the Government’s credit and any marked decline in the
value of the currency with its attendant inflationary effect on the price
level—as such instabilities induced consumption spending and specu-
lation rather than saving and investment—were probably not, although
in the shorter run the inflationary stimulation could, like a narcotic
acting upon the human system, make them seem to be. The panics
and depressions—drastic perhaps in proportion to the debris of finan-
cial excesses, unwise investment, a,n(f false values which they cleared
away—may well have been a necessary part of long-run real growth,
though during them those who suffered would have found this hard
to believe.

Because of the enormous change in magnitude of Federal expendi-
ture over the course of time table 1 shows, in millions of dollars, the
trend prior to 1933, while later as well as some overlapping data, in
billions of dollars, appear in tables below.

TasLe 1.—EBEazpenditure of the Federal Government: selected years, 1789-1932

{In millions of dollars]

1789-91 - 4.3
1800 10.8
1825 - 15.9
1850 39.5
1865 1,297.6
1875 274.6
1900 520.9
1910 693 .6
1919 18,514.9
1920 — 6,403.3
1925 3,063.1
1930 3,440.3
1932 4,659.2

lgggurce: Annual Report of the Secretary of the Treasury on the State of the Finances,

FEDpERAL, STATE, AND LocaL EXPENDITURE

Before observing further the trends of Federal expenditure and
economic growth and the nature of various phenomena associated with
them, it is appropriate to note certain trends in expenditure by State
and local government and their relation to that of the Federal Gov-
ernment.

During the 19th century, except for a time when State gevernments
participated in canal construction and in railroad building and bank-
g, their expenditures were kept to a minimum and were mostly con-
cerned with the functions of general government, although some out-
lays were made for education, assistance to agriculture, and for con-
struction and operation of asylums and hospitals. In the 20th cen-
tury, and especially from 1920 onward, State government expenditure
increased enormously, rising from about $350 million in 1913 to $21.7
billion in 1956. Construction and maintenance of highways, support
of education, and social-welfare activities accounted for the greater
part of this expansion. The relative amounts of these and other ex-
penditures have varied widely among the individual States.
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10 ECONOMIC GROWTH AND STABILITY

Local government expenditure increased almost continually from
1800 onward. Before 1860 municipal activities expanded %reatly due
to population increase, urbanization, and a public demand for more
and better services at the local governmental level. Thereafter the
increase continued, but at a slower rate and with retrenchments in
depression periods. Between 1913 and 1956 expenditures by local gov-
ernments rose from $1.5 billion to $28.3 billion. The major outlays
today are for education, construction and maintenance of streets and
highways, and public health and sanitation.

TARLE 2.—The rece'ng‘ trend in State and local ewpenditures, 1953-56*

[In billions of dollars)
N Year .. l State Local l _Total
16.8 21,7 38.6
18.7 23.8 42. 5
20.4 26.2 46. 6
2.7 28.3 - 50.0

1 Without exclusion for transactions between levels of government.

-1 9Soulrézseé U. 8. Department of Commerce, Bureau of the Census, Summary of Governmental Finances,
55, . :

Before the middle of the 1930’s expenditure of the Federal Govern-
ment was the lesser part of all Government expenditure, except dur-
ing wars and for short periods following them. Ordinarily, since
1890, Federal expenditure was between 25 and 30 percent of the total,
local expenditure was 50 to 60 percent, and State expenditure ranged
from 10 to 20 percent. In the period 1953-56 State and local expendi-
‘tures together varied from- 80 to- 37 percent of all Government ex-
penditure while Federal expenditure was between 638 and 70 percent.
During that time local expenditure exceeded that of the States by
‘about 30-percent, and nearly a third of State expenditure was of an
intérgovernmental nature. : :

TABLE 8,—Percentage distribution of Government ewpenditure: Selected yedrs,

1890-1956
Year Federal | State and Total Year | Federal | Stateand | Total
local . local
35.6 64.4 100 48.5 51.5 100
26.8 73.2 100 92.1 7.9 100
87.5 12,5 100 67.5 32.5 100
27.0 73.0 100 64.2 35.8 100
35.7 64.3 100 63.3 36.7 100
527 47.3 100
A W S

Sources: Wﬂliém J. Shultz and C, Lowell Harriss, American Public Finance, 6th edition (Néw York:
Prentice-Hall, Inec., 1954), p. 20; and U. S. Department of Commerce, Bureau of the Census, Survey of
Governmental Finances in 1955, 1956,
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ECONOMIC GROWTH AND STABILITY 11

Tae More RECENT ExPANsION OF FEDERAL SPENDING

The following tables show the nature and trend of expenditure by
the Federal Government in more recent times:

TABLE 4.—Budget receipts and expenditures: Seleoted fiscal years, 1900-57

[In billions of dollars]
Year Net Expendi- | Surplus or Year Net Expendi- | Surplus or
receipts ! tures deficit (—) receipts ! tures deficit (=)
__________ 0.6 0.5 ®* 31.7 30.5 -L8
- W7 .7 ® 36.5 30.6 —3.1
- 6.7 6.4 .3 47.6 44.1 3.5
- 4.2 3.4 .7 61.4 65.4 —-4.0
- 3.7 6.5 ~2.8 64.8 74.3 -9.5
- 5.1 9.1 ~3.9 64.7 67.8 -3.1
- 4.5 98. 4 —53.9 6.4 64.6 —4.2
- 39.8 60. 4 —20.7 68.2 66. 5 1.6
- 39.8 30.0 .8 70.1 69.3 1.6
__________ 41.5 33.1 8.4

1 Total receipts less refunds of receipts beginning with fiscal year 1931, and less transfer of tax receipts to
the Federal old-age and survivors’ insurance trust fund beginning with fiscal 1937 and to the railroad
retirement aceount beginning with fiscal 1938,

2 Less than $50,000,000.

3 Preliminary.

Sources: Annual report of the Secretary of the Treasury on the State of the Finances, 1956; and Treasury
Bulletin, August 1957.

TABLE 5.—Eapenditure by major functions, fiscal years 193340

[In billions of dollars]
1933 1934 1935 1936 1937 1938 1939 1940

National defense......._.coceeeocace 0.7 0.5 0.7 0.9 0.9 1.0 1.2 16
Veterans’ Administration. .9 .6 6 2.4 L1 .6 .6 .6
Grants to States. ..o ..o o |eciooo oo ) .2 .3 .3 .4
Public works. .. .4 W7 .9 .7 L0 .8 1.0 .9
Aid to agricalture.. . .2 .8 1.1 .9 1.0 .9 1.2 1.6
Relief and work relief. .4 1.8 2.3 2.3 2.4 1.9 2.6 1.9
Other departmental__. .4 .3 .3 .3 .4 .4 .5 .6
Interest on public debt__ .7 .8 .8 .7 9 .9 .9 1.0
Other 2 _ el .3 .5 .3 .3 3 .5 .4 .5

Grand total 8. ... __.._. 3.9 6.0 7.0 8.7 8.2 7.2 8.7 9.0

1 Less than $30,000,000.

3 See annual reports of the Secretary of the Treasury for breakdown of this item.

3 Adjustments of some of these data have been made in more recent annual reports. Some figures do not
total because of rounding.

Source: Annual Report of the Secretary of the Treasury on the State of the Finances, 1940.

TABLE 6.—FEapenditure by major functions, fiscal years 1941-47
[In billions of dollars]

1041 1042 1943 1944 1045 1946 1047

National defense and related activities....__. 6.7 28.3 75.3 8.7 90.5 48 9 17.3
International fimanee_ . e oo i 4.4
Veterans_ ... .6 .6 .6 7 2.1 4.3 7.3
Interest on the public debt._ 11 23 1.8 2.6 36 4.7 5.0
Refunds of taxes and duties - .1 .1 1 .3 L7 3.0 3.0
N other.. o iamaial 5.4 4.2 L9 2.2 2.6 2.1 5.6
Total. e 13.8 4 79.7 95.6 | 100.4 63.7 42.5

1In table 4 this item is excluded.
Source: Annual Report of the Secretary of the Treasury on the State of the Finances, 1947,
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12 ECONOMIC GROWTH AND STABILITY

TABLE T—Budget expenditures by major classifications, fiscal years 1948-57*

[In billions of dollars]

1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956
Major national secerity ... ... .- _________ 11.8 1129 | 13.0 | 22.4 | 44.0 | 50.4 | 46.9 | 40.6 | 40.6
International affairs and finance 461 61 47} 37| 28| 22| L7} 21 1.8
Veterans’ services and benefits..__..____._____ 6.7| 6.7 6.6 53 49| 43| 43| 45 4.8
Labor and welfare.._..___..___.______ 1.3 16} 20} 21} 22| 24| 25| 26| 28
Agriculture and agricultural resources. 6] 2.56) 2.8 6] L0 29} 2.6} 4.4 4.9
Natural resources........_.......__. 6| Lo{ 12} 13| L4} 15| L3| L2 1.1
Commerce and housin 1.4 L9 20! 2.2 26| 2.5 .81 L5 2.0
General Government__ . .34 L1 L2 13! L5} L5 L2{ L2 1.6
Interest on publicdebt. .. ... ... 5.2} 54| 57] 56| 59| 65| 6.4 6.4 6.8

1 Details of expenditure within these classifications are shown in each annual report of the Secretary of
the Treasury on the state of'the finarices, 1948-56.

Source: Annual Report of the Secretary of the Treasury on the State of the Finances, 1956.

Two broad generalizations may be made at this point. 1In the period
1933-40, Federal spending more than doubled, most of the increase
being due to expenditure policies related to the great depression.
Thereafter until the present time defense spending has dominated, but
in markedly different amounts and at quite different ratios to all other
expenditure in the annual budgets.

It does not seem conceivable that huge expenditure for war and de-
fense can be conducive to long-run economic growth and stability.
Some people hold that a modicum of such expenditure at certain times
can be, but there is certainly room for argument. As for the other
expenditures of the Federal Government, some are productive, some
are wasteful and uneconomic, and some are merely transfer payments.
The assignments to other panelists indicate that these various kinds
of expenditure are to be considered elaborately and thoroughly for
their implications with respect to economic growth and stability.

EcoNomic GrowrH, 1790-1957

National-wealth data are, at best, rough estimates. The latest year
for which they are available is 1952. Since between 1940 and 1952
the purchasing power of the dollar (as measured by consumer prices)
had fallen by 47 percent, the 1952 figure of $1,128.4 billion in total
national wealth would be $597.8 billion when adujsted to 1940 dollars.

TaBLE 8.—FHstimates of national wealth, in current dollars, selected years,

1790-1952
[In billions of dollars]

1790 1.2]11910 . 152.0
1860 N ) T 2.411920 374. 4
1825 - 3.8311930 _- 410.1
1850 7.111935 344.9
1860 16.2 (1940 __ 424, 2
1870 126.5|1945 570. 6
1880 43.3 (1949 898.2
1890 : - 65.011952 ____ too- 21,128.4
1900 87.7

1 This figure has been reduced to a gold basis.
2This total for 1952 includes land valuation as of 1949, the latest year for which such
data is available.

Source : U. 8. Department of Commerce, Bureau of the Censixs," Historlcal Statistics of
the United States, 1789-1945, and Statistical Abstract of the United States, 1956.
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ECONOMIC GROWTH AND STABILITY 13

Estimates of gross national product—the total national output of
goods and services at market prices—go back only to 1869. Table 9
shows total and per capita gross national product in constant (1947)
in the purchasing power of the dollar. In table 10, however, are
shown total and per capita gross national product in constant (1947)
dollars for the period 1929-56.

TABLE 9.—Gross national product or expenditure, in current dollars, selected
years, 1869-1957 *

[In billions of dollars]

186978 —  7.0]| 1941 125. 8
1874-83 8.9(1942 159.1
1879-88 10.7 11943 192.5
1884-93 - 11.9( 1944 211. 4
1889-98. 12.7(1945____ - 213. 6
1894-1903 - 15.7| 1946 209, 2
1899-1908 - 21. 611947 232. 2
1904-13 - 28.81 1948 257.3
1909-18 40.1 | 1949 257.3
1914-23 - 61.9 {1950 —— 285.1
1919-28 81.2} 1951 328.2
1924-33 79.1]1952 345.5
1929 104. 411953 363. 2
1930 91.1] 1954 363. 2
1933 56. 0] 1955 — 391. 7
1935 72.5]1956 414.7
1940 wam- 100. 611957 (March) 429.1

1The figures prior to 1929 are averages per year by decades, as calculated by Kuznets.
Sources : Historical Statistics of the United States, 1789-1945, and Department of
Commerce, Office of Business Economics, Survey of Current Business, July 1957.

TarLE 10.—Total and per capita gross national product in constant (1947)
dollars, selected years, 1929-56

Year Total Per capita Year Total Per capita
Billions of Biilions of
dollars dollars

$149.3 $1, 225 - $203.7 $1, 868
103.7 825 )| 1953 305.3 1, 920
171. 6 1, 299 ! 301.3 1, 850
263.1 1, 880 322.8 1,954
264.7 1,745 332.0 1,973
282.9 1, 833

Source: Data for gross national product, 1929-56, and for per capita gross national product 1929-54, Statis-
tical Abstract of the United States, 1956 and Survey of Current Business, July 1857; per capita calculations
for 1955 and 1956 are based on data in Survey of Current Business, July 1957.

Although gross national product is commonly used to measure or
suggest the level of prosperity, its size could quite conceivably bear
an inverse relationship to national well being. If, for example,
Germany had used such calculations in the period 1920-23 when its
currency depreciated to one-trillionth of its 1914 value and the
nation was sinking deeper into poverty, the figures on gross national
product would have reached very high levels. Xven when gross na-
tional product is adjusted to changes in the price level it reflects a
variety of activities which do not add to national well being: that
part of government spending which is wasted or goes for war or for
armament, giveaway programs, that part of private domestic in-
vestment and net foreign investment that may eventually be lost, in-
direct taxes, personal consumption expenditures which rest on debt
that must be paid out of future income.

97735—57——3
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14 ECONOMIC GROWTH AND STABILITY

If we could reduce our defense program, eliminate waste and loss,
and prevent further depreciation in the purchasing power of the
dollar, the figures on gross national product would certainly decline,
assuming no compensatory increase in the volume and value of goods
and services produced for civilian use. Under such conditions it
would certainly be erroneous to say that national economic well being
had declined along with the decline in gross national product. Eco-
nomic growth, although indicated by the rise in gross national prod-
uct as expressed in constant dollars, was probably not as great as the
figures suggest.

TaE INCREASE IN THE FEDERAL DEBT

Due to deficit budgetary policies which were at first associated
with depression and then with the prosecution of wars and with
defense preparations, the Federal debt has risen astronomically since
1930. Simply stated, most of the present debt represents the excess
of Federal expenditure over revenue during that period of time. Al-
though consideration of the Federal debt and its management must
here be ancillary to our study of Government expenditure, the role
of the debt in 1ts present largely unfunded form may be of even
more significance—in an adverse way—ifor economic growth and
stability than future expenditure policies, good or bad, which are
carried out within a balanced budget.

The problem of the debt ties in closely with monetary policy, and
it is quite technical. Suffice it to say here that a very large part of a
huge debt is payable on demand and within a short period of time.
That is, much of the debt can be converted into currency, bank de-
posits, and bank reserves at the whim of the holders. Thus, any
general expectation of fiscal (or monetary) policy that is conducive
to further depreciation of the dollar would increase the preference
for goods and other property over dollars and fixed-dollar obliga-
tions, with the likelihood of a resulting inflationary price rise of such
violence and dimension that only the most rigid overall controls
could repress it. The present unfunded debt has a tremendous in-
flationary potential. It is, of course, the result of a long period of
unfunded deficit expenditures.

TABLE 11.—Principal of the public debt and gross debt per capita: Selected years,

1900-57

Gross debt Gross debt

Year Total gross per capita Year Total gross per capita

debt (to nearest debt (to nearest

dollar) dollar)
Billions of Billions of
dollars dollars
1. 3 $17 $269.4 $1, 905
1.1 12 258.3 1,792
24.3 228 257.4 1, 697
16.2 132 274. 4 1, 660
28.7 226 272.8 1, 623
43.0 325 270.5 1, 582
258.7 1, 849

1 Preliminary.

Source: Annual Report of the Secretary of the Treasury on the State of the Finances, 1956; per eapita
gross debt figure for 1957 is derived from Treasury Bulletin, 1957.
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ECONOMIC GROWTH AND STABILITY 15

Forn EMPLOYMENT AND THE PURCHASING PowEr or THE DoLLAr

Since the United States entered World War IT the only important
element in our economy that has shown stability is employment (or
unemployment). Although the total civilian labor force has in-
creased from year to year it has been almost fully kept at work. The
percent of that force which has been unemployed at any one time
since 1945 has ranged from a high of only 5.5 in 1949 to a low of 2.5
in 1953. These figures may be contrasted with the 24.9 percent un-
employed in 1933,

War and defense expenditures have undoubtedly had much to do
with this phenomenon of long-run relatively full employment. When
wars ended or defense expenditures were reduced, however, consumer
and business spending and increased outlays by State and local gov-
ernments took up much of the slack. In this period the marked in-
crease of all debt, public and private, appears to have been an impor-
tant sustaining influence on the high level of employment. With the
Nation’s productive resources eontinually and practically fully used,
and with the purchasing media of the country augmented by mone-
tized debt and an easy-money policy, increasing demand for goods and
services pushed against a supply that could not so rapldly be in-
creased. The result was the inflationary phenomena of rising prices
and a decline in the purchasing power of the dollar, as well as con-
tinual full employment.

TABLE 12.—Unemployment, 19}1-57

Percent of Percent of

civilian labor force civilian labor force
Year: unemployed unemployed

1941 . 9.9 1950 ——— - 5.0
1942 _ 4.7 1951 - —- 3.0
1948 1.9 1952_ JE 2.7
1944 1.2 3983 e __ 2.5
1945 1.9 1954 5.0
146 3.9 X955 4.0
1947 3.6 1956 _ 3.8
1948 3.4 1957 (July) ecmme 4.3
1949 5.5

Sources: Data for 1946-55, Statistical Abstract of the United States, 1956 ;: calculations
for 1956 and 1957 are based on data in Federal Reserve Bulletin, August 1957.

TABLE 13.—Purchasing power of the dollar, 1939-57

[1947-49=100. Obtained by computing reciprocals of Consumer Price Index compiled by
Department of Iabor, Bureau of Labor Statistics; these reciproeals are expressed as
percentages with average of base period 1947-49=100]

Monthly Monthly
Year . average average
1989 168. 4 1949 98.2
1940 166. 9 1950_ .- 9T.3
1941 159.0 1951 . 90.1
142 143.5 1952 . 88.1
1943 135.1 1953 - 87.4
1944 _ 133.0 1954 87.1
1945 . 130.0 1955 . 87. 3
1946 119. 9 1956 86. 1
1947 04,7 1957 (June) o _______ 83.2
1948 e 97.3

Sources: Data for 1939-55, Statistical Abstract of the United States, 1956 ; calculations
for 1956 and 1957 are based on data in Federal Reserve Bulletin, Auaust 1957.
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16 ECONOMIC GROWTH AND STABILITY

In the years between 1941 and 1957 the conjunction of circum-
stances which stimulated public and private spending was consonant
with the provision of the Employment Act of 1946 “to promote maxi-
mum employment.” Except, however, as the full employment con-
cept made deficit spending (and the inflationary way in which it was
financed) more acceptable that it otherwise would have been, most of
the pressure for spending by the Federal Government came from
other sources, which, nevertheless, put heavy demands on the labor
market. Elsewhere in the economy the full employment doctrine was
being implemented automatically by the increasing amount of pur-
chasing media which flooded the economy.

If one is willing to believe that war and defense expenditures have
been for those purposes only, then we must look to other parts of the
budgets of this period for any deliberately intended “full employ-
ment” spending. Other papers in this compendium will undoubtedly
do that. The point to be made here is that the Federal spending and
the kind of financing that took place brought and helped to sustain
relatively full employment, but it was accompanied by a depreciation
in the value of the dollar to less than half of what it had been at the
‘beginning of the period. Let us observe just one aspect of that depre-
.ciation—its effect on savings.

The effect of the depreciation of the dollar on certain kinds of sav-
-isngshis vividly illustrated in a recent study made by Prof. Walter E.
Spahr.?®

Although the following portion of it is offered to show only one
aspect of the overall effect of inflationary policies, its implications are
broad. Moreover, just since December 1956, the terminal point for
most, psg'ts of the study, some further loss in purchasing power has
occurred.

The losses in purchasing power of the following sample
items of savings should constitute an arresting illustration
of the subtle and far-reaching destructive powers of a depre-
ciated currency while it contributes to high prices and ex-
pansion in productive activity and profits (often paper
profits) in various other kinds of activities. This economic
disease is analogous to a cancerous growth and is not widely
understood, partly because people’s savings are remote as
compared with considerations relating to immediate income.

Instead of computing the purchasing power of the savings
in these six categories as of December 1956, in terms of the
dollar of 1939, the computation rests upon a much smaller
item—the average holdings in each 6 categories—4 for the
period December 1939 to December 1956, and 2 for the period
December 1939 to December 1955.

The Joss in the purchasing power of these six items alone—
losses of over $184 billion—is approximately 97 times the loss
of $1,901 million of depositors in banks for the years 1921-33.

3 Logses in Purchasing Power Arising From Our Depreciated Dollar, Economists’ Na-
tional Committee on Monetary Policy, New York, 1957.
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ECONOMIC GROWTH AND STABILITY 17

TABLE 14.—18- and 17-year average holdings

United States savings bonds (18 years) $42, 180, 000, 000
Time deposits, all banks (18 years) 50, 704, 600, 000
Savings capital, savings and loan associations (18 years)_-___ 13, 786, 100, 000
Life insurance in force (17 years) 203, 424, 900, 000
Annuities in force (17 years) 1, 112, 600, 000
Social-security trust and unemployment funds (18 years)_... 17, 834, 200, 000

Total average holdings 329, 042, 400, 000
Loss in purchasing power on these average holdings__________ $184, 263, 744, 000
Percentage loss- 56
Bank deposit loss, 1921-33 $1, 901, 000, 000

CoNcLusioN

Granting that there has been substantial economic growth in the
past two decades, even though in actuality it was not as great in
amount as the adjusted gross national product figures indicate (see
table 10}, it is valid to question (1) whether the real growth of wealth
and income would not have been greater under some other set of con-
ditions of Federal expenditure, and (2) whether the conditions under
which the growth has occurred have been such that some of their effect
will carry over to impede growth in the future.

Further study is needed to determine whether, in an unregimented
society, we can have maximum long-run growth without the cleansing
function of the downward phases of the business cycle, however they
may be modifiable by sound policies and practices and by financial
self-restraint on the part of both the Government and the people.
Expectation that markets will go down as well as up is itself a power-
ful restraint upon financial excesses.

The continual desirability of full employment has been emphasized
under the assumption that it is essential to stability and long-run
growth. This assumption must now be questioned. Full employment
may be a wholesome phenomenon or an unwholesome one, depending
upon many circumstances. How that level of employment is reached
and maintained is an important consideration. Perhaps we should
look upon full employment as a worthwhile incidental goal to be
sought in every sound way, but, when reached, to be regarded as a
signal for great caution.

Because at times in the past there have been great suffering and
loss due to unemployment, it does not necessarily follow that con-
tinual full employment is the measure most conducive to long-run
growth. The prospect, in the coming decades, of great employment
transitions and fewer working hours for almost everyone, due to
automation and other technological advances, should help to reconcile
us to some unemployment as well as to governmental aid to those on
whom the brunt of it will fall.

The real goal is maximum long-run growth. How much long-run
stability we can expect in a dynamic, growing economy is still a ques-
tion, but we are now seeing evidence that full employment induced by
inflationary Government spending and borrowing is not the way to
achieve it. Under the conditions that have developed, the prospect for
any real stability is small compaxed with the likelihood of either
severe deflation or marked further inflation, an alternative being rigid,
overall, governmental control of the economy.
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18 ECONOMIC GROWTH AND STABILITY

Another, and far more desirable, alternative is the development and
application of fiscal and monetary policies of a kind that will prevent
severe deflation while requiring the funding of near-money forms of
public debt and encouraging public and private thrift and a high
level of business investment.
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THE GROWTH OF GOVERNMENT OVER THE PAST 50
YEARS: AN ANALYTICAL REVIEW

Arnold M. Soloway, assistant professor of economics, Harvard
University

INTRODUCTION

Although American citizens are largely inured to the colossal and
spectacular, they are acutely aware of the spectacular growth of gov-
ernment in recent decades—higher taxes, increased spending, more
government regulation, and so forth. The statistics of growth, how-
ever expressed, are always overwhelming, and it has already become
a cliché to point out, for example, that today’s interest charges on the
national debt are more than four times total government spending
only 50 years ago.

Only slightly less obvious is the fact that our whole conception of
government’s responsibility is far ditferent today from what it was
in 1900. Compare, for example, the following excerpts from two
messages to Congress:*

* % * T do not believe that the power and duty of the
General Government ought to be extended to the relief of
individual suffering which is in no manner properly related
to the public service or benefit. A prevalent tendency to dis-
regard the limited mission of this power and duty should, I
think, be steadfastly resisted, to the end that the lesson should
be constantly enforced that though the people support the
Government, the Government should not support the people
(Grover Cleveland, February 16, 1887).

The human problems of individual citizens are a proper
and important concern of our Government. One such prob-
lem that faces every individual is the provision of economic
security for his old age and economie security for his family
in the event of his death. To help individuals provide for
that security—to reduce both the fear and the incidence of
destitution to the minimum—to promote the confidence of
every individual in the future—these are proper aims of all
levels of government, including the Federal Government
(Dwight D. Eisenhower, January 14, 1954).

The overall growth of government in the United States implied in
this contrast of views, and the distribution of that growth among all
three levels of our government—Federal, State, and local-—have had
tremendous impact on the whole economic climate. It is the purpose
of this paper to examine (1) the aggregate growth of government in
the United States over roughly the past 50 years; (2) the basic causes

1 Cited in Social Welfare in the United States, Poyntz Tyler, editor, the Reference Shelf,
vol, 27, No. 3, H. W. Wilson Co., New York, 1955, p. 10.
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of government’s growth; (8) the relative growth of Federal, State,
and local governments. ]

This analytical review will, it is hoped, provide some strong impli-
cations, if not conclusions, about the future course of government ac-
tivity in the United States.

Mzeasures oF GROWTH

There are a number of different indexes by which the growth and
importance of government in the total economy can be gaged.” One
such measure is government’s absorption of productive resources—
labor and capital. With respect to labor, in 1900, Federal, State, and
local governments together employed less than 1.2 million people,
about 4.2 percent of all employed workers. In 1956, total government
employment was just under 10 million, roughly 17 percent of total
full-time employment.! Thus, government growth, as measured by
increased direct employment, was over 700 per