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JANUARY 1963 ECONOMIC REPORT OF THE
PRESIDENT

MONDAY, JANUARY 28, 1963

Conaress oF THE UNITED STATES,
Joint EcoNnomic CoMMITTEE,
Washington, D.C.

The committee met at 10 a.m., pursuant to call, in room AE-1, the
Capitol, Senator Paul H. Douglas (chairman of the Joint Economic
Committee) presidin%.

Present: Senators Douglas, Sparkman, Proxmire, and Pell; Rep-
resentatives Patman, Reuss, Griffiths, Curtis, and Kilburn.

Also present: William Summers Johnson, executive director; John
R. Stark, clerk; James W. Knowles, senior economist; William H.
Moore, Roy E. Moor, and Donald A. Webster, economists.

Chairman Douveras. The committee will be in order.

The committee has decided that radio and television will be per-
mitted, with the consent of the witnesses.

Gentlemen, we are very glad, indeed, to welcome you. We are all
very much interested in the report of the President and we are very
happy to_ have both you, Mr. Heller, and you, Mr. Ackley, with us
this morning.

I understand you, Mr. Heller, will present the testimony. When
will you be joineg by Mr. Lewis?

STATEMENT OF WALTER W. HELLER, CHAIRMAN, COUNCIL OF
ECONOMIC ADVISERS; ACCOMPANIED BY GARDNER ACKLEY,
MEMBER

Mr. Herier. Mr. Lewis will be coming in in about 2 to 3 months.
He has to finish off his obligations at Indiana.

Chairman Doueras. Will you proceed, then, Mr. Heller ¢

Mr. Herrer. Mr. Chairman, if I may, I would like to begin by
presenting the prepared statement that you see before you.

It is a pleasure to appear again before the Joint Economic Com-
mittee and a privilege to open your hearings on the 1963 economic
report. In a sense, our testimony today is a sequel to our appearance
before your committee last August during your summer hearings on
the economy. At that time, while acknowledging the impressive
advances that had been made in the first 18 months of recovery, we
said the following:

‘We are examining the economic outlook today because the current expansion
has not been as vigorous as all of us hoped and most of us expected. The ex-
pansion has slowed down in 1962 and we must be alert to the danger that the

current recovery, like its immediate predecessor, will not carry us to full
employment.

1
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2 ECONOMIC REPORT OF THE PRESIDENT

We examined the record of the 1961-62 expansion against the back-
ground of “our unsatisfactory economic experience of the past 5 years”
and explored with you “the basic case for easing the net drain on the
economy,” exerted by our individual and corporate income taxes.
‘We concluded our statement by stressing—
the need for forethought on the tax adjustments which are needed to remove
barriers to the expansion and full wutilization of the great potential of the
American economy.

Essentially, then, our testimony today takes up where we left off last
summer ; namely, to consider how the economy can consolidate its gains
of the past 2 years and not only continue, but accelerate, its advance—
in other words, to examine the policies which could help the economy
achieve its full potential for production and progress, and thereby not
only loosen but break the grip of the economic lethargy which took
hold of the economy 514 years ago.

Although the Economic Report, in accord with the dictates of the
Employment Act of 1946, deals at length with the economic record,
the outlook, and the President’s economic program for 1963, it may
be helpful to the committee to summarize the discussion in the perspec-
tive of the major lines of U.S. economic policy today.

In pursuit of the multiple goal of full employment of our resources,
faster growth of our economic potential, continued stability of prices,
and progress toward balance-of-payments equilibrium—always within
the framework of the free market and greater equality of opportu-
nity—economic policy today is channeled into three major lines of
action:

1. Measures to stimulate and generate more rapid growth of pro-
ductivity through investment in modern and expanded plant capacity,
in research and development to speed the advance of technology, and
in education to upgrade skills and knowledge.

2. Measures to stimulate and generate higher levels of demand,
stronger markets for both consumer goods and investment goods.

3. Measures to readapt manpower and other productive resources to
the demands of a dynamic economy ; that is, measures to build a bridge
between growing productivity, which releases manpower, and growing
demand, which absorbsmanpower.

These are, of course, not independent but interlocking lines of ac-
tion ; measures that provide the incentive and initiative for investment
also add to demand ; measures that bolster markets add incentives for
investment ; measures that readapt manpower add to its productivity.
But each of the three categories serves as a focus for a variety of policy
measures and also serves, therefore, as a useful focus for discussion.

INVESTMENT AND PRODUCTIVITY

To attain several of our key economic objectives—faster growth in
productive potential, long-term price stability, and sustained improve-
ment in our balance-of-payments position—requires a high rate of
investment, primarily in equipment and plant, but also in technolo,
and research and in the mental equipment of human beings. Provid-
inﬂg the strong incentives and markets which motivate risk-taking and
effort—which, in turn, underlie high rates of investment and produc-
tivity growth—is a prime concern of economic policy today.
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ECONOMIC REPORT OF THE PRESIDENT 3

In the early postwar period, stimulants to capital spending
abounded : great shortages in the Nation’s supply of capital equiE-
ment had grown out of depression and war; great advances in tech-
nology were waiting to be converted into productive process, plant,
and equipment ; greatly expanded consumer markets had to be matched
with greatly expanded plant capacity.

And in the face of world dollar shortages and reconstruction needs,
the balance-of-payments deficit served as an instrument of foreign
economic policy, not as a restraint on domestic policy. Rising prices
and labor costs, while disturbing domestically, did not seem to stem
world demand for U.S. products. The setting, in short, was one of
strong pressures for capital spending—especially for expansion—and
limited concern for the international competitive impact of domestic
cost and price developments.

But the past 514 years have seen a great change. Investment has
lagged, growth has slowed down, and rising foreign competition and
currency convertibility have exposed our international flank. The
importance and urgency of measures to stimulate modernization,
mechanization, improvecf, technology, innovation—in a word, to raise
productivity and lower unit costs—have increased correspondingly.

From 1947 to 1957, U.S. growth averaged nearly 4 percent a year
in terms of total gross national product and 2.1 percent in gross na-
tional 1E)roduct per capita, in constant prices. From 1957 to 1962, these
growth rates dropped to 3.0 percent and 1.2 percent. Even the growth
of potential output has been lower in the past 5 years than the growth
of actual output in the previous decade: since 1957 potential has
grown at 3.5 percent per year for total gross national product and 1.7
percent for gross national product per capita. And growth in private
gross national product per manhour—one of the most inclusive defini-
tions of productivity—slowed from 3.6 percent per year in the earlier
period to 2.7 percent per year in the recent period.

This slowdown is clearly associated with a drop in business fixed
investment from 10 to 11 percent of gross national product in the
earlier period to only 9 percent in the later period. Even though
such investment increaseg from an annual rate of $45.2 billion in
the first quarter of 1961 to $50.8 billion in the fourth quarter of 1962—
both in 1962 prices—the 1962 level barely matched that of 1957, al-
though real gross national product was 16 percent larger.

Increased productivity and faster growth are, of course, grounded
not only in physical investment, but in the less tangible—yet no less
real—investment in research and development and education. Out
of these grow the technological advances and the higher skills and
knowledge which are basic to the long-run growth process.

Thus, the President’s programs in the field of education represent
an investment which will yield rich returns in more productive and
creative manpower. The productivity objective will also be served
by new measures to encourage civilian research and development and
to make the byproducts of military and space research more readily
accessible to civilian industry. In addition to direct support of in-
dustrial research and technical information services—including a pro-
posed Federal-State Engineering Extension Service—the President’s
proposals include a provision é)ermitting the full cost of new ma-
chinery and equipment devoted to research and development to be
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4 ECONOMIC REPORT OF THE PRESIDENT

charged off as a current expense for tax purposes. By stimulating &
growing number of firms and industries to develop and apply modern
technology to their civilian production, these measures will lead to
better products and services at lower prices.

To translate new knowledge and new technology into greater pro-
ductivity and output requires increased business investment in plant
and equipment, for higher productivity is realized, in the main, as new
equipment replaces old, as new machines and plant substitute new
processes and techniques for old.

A central purpose of the President’s fiscal program is to strengthen
the financial base and increase the incentives for private investors and
businesses to enlarge their outlays for plant, equipment, and inven-
tories. Part of this favorable climate must be found in monetary
policy—in maintaining monetary and credit conditions favorable to
the flow of savings into long-term investment. But most of the posi-
tivlq spur to modernization and expansion is to be realized through tax

olicy.
P Wg discuss here four steps in the President’s tax program in 1962
and 1963 which contribute to this goal.

1. The Congress and the administration in 1962 provided important
new tax incentives for productive investment in the form of the in-
vestment tax credit and revised depreciation guidelines. These meas-
ures provide more than $2 billion of tax savings directly related to
plant and equipment investment.

2. The President’s 1963 tax program would further lift investment
incentives by reducing the corporate tax rate from 52 percent to 47
percent. Small business will receive a special inducement through
the reduction of the normal tax rate from 30 to 22 percent—a reduc-
tion of nearly 27 percent in the tax liability of corporations with in-
comes below $25,000.

These rate revisions represent an additional $2.6 billion cut in cor-
porate tax liabilities. Combined with the 1962 changes, they will re-
duce corporate liabilities by over 17 percent, thus providing not only
a large increase in the after-tax rate of return on new investment, but
also a large addition to internal funds, a factor of special importance
to the investment programs of smaller and more rapidly growing
businesses.

3. A number of other provisions of the tax program are also de-
signed to remove barriers to the free flow of investment funds, to
sharpen the incentives for risk-taking, and to remove distortions in
resource flow. Reduction of the top-%racket rate from 91 to 65 per-
cent, combined with significant reductions in middle-bracket rates,
will be particularly effective in freeing venture capital for new in-
vestment. Provisions relating to capital gains, to taxation of natural
resources, and to the expensing of research and development costs
will also have beneficial effects on investment flow.

4. Apart from the various direct measures to encourage investments,
the tax program will greatly strengthen the ultimate incentive for in-
creased investment ; namely, the markets for the products of industry.
As high and rising sales induce higher operating rates, profits rise
sharply even at stable prices. When plant capacity is fully utilized
and prospects are good for continued high utilization, the incentive
-effects of the 1962 measures and the lower corporate tax rates will come
fully into play.
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ECONOMIC REPORT OF THE PRESIDENT 5

This leads us directly into the second major channel of economic
policy : measures to strengthen total demand.

DEMAND AND OUTPUT

To gain the full benefit of increased productivity, to assure con-
tinued growth of our productive potential, and to create the jobs
needed to absorb both new workers and workers released by advancin,
technology requires that measures to increase productivity be couple
with measures to stimulate demand. Thus, the second main line of
economic policy is to strengthen markets for the output of our fac-
tories, mines, shops, and farms—the products of our workers, man-
agers, farmers, nurses, teachers.

Over the past 2 years—from the first quarter of 1961 to the fourth
quarter of 1962—total demand, and hence total output, has grown
from $501 to $562 billion, a rise of 12 percent in dollar terms, 10
percent in constant prices, at annual rates.

Public policy contributed to this growth in demand in several ways.
The sharply restrictive swing in the Federal budget which slowed the
1958-60 recovery was avoided. In contrast with the $19 billion swing
at that time, from an $11 billion deficit—annual rate, national accounts
basis—in the third quarter of 1958 to a surplus of $8 billion six
quarters later, the deficit in the current recovery moved from $6.3
billion in the first quarter of 1961 to $0.7 billion in the second quarter
of 1962, a net change of less than $6 billion. Even in mid-1962, how-
ever, a surplus of about $7 billion would have have been produced
at 4-percent unemployment.

Monetary policies have remained mildly expansionary. In fact, in
contrast with the 1958-60 expansion, when long-term interest rates on
U.S. Government bonds rose by more than one-third, such rates
changed little or actually declined during the 1961-62 recovery. And
the money supply grew by an annual rate of 2.3 percent in this
recovery, against 1.2 percent in the earlier recovery.

With the aid of these facilitative policies, recovery moved at a swift
pace in 1961, and there was reason to hope that the economy would
break out of the sluggishness which had characterized its perform-
ance since 1957. But the pace of expansion slowed in 1962, as the rise
in total demand averaged only $6 billion per quarter in contrast with
over $12 billion per quarter in 1961. At the end of 1962, total demand
still fell short of potential output by $30 to $40 billion and unemploy-
ment remained at 5.6 percent.

For 1963, a rate of increase in demand similar to that in 1962 is
foreseen—a gain that would bring GNP for the year to $578 billion—
viewed as the midpoint of a $10 billion range——

Chairman Doueras. May I interrupt a minute, Dr. Heller ¢

Mr. Herrer. Yes.

Chairman Dovueras. Does that assume a tax reduction, or does it
assume that there would be an increase in the absence of a tax
reduction ?

Mr. Herrer. This assumes that a tax reduction would take place in
the latter half of the year, and the impact of that, while not a major
factor in terms of the actual addition to the forecast, would be felt
to some extent in anticipation.
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6 ECONOMIC REPORT OF THE PRESIDENT

Of this gain, State and local governments will contribute about
one-sixth and the Federal Government another one-sixth, largely for
space and defense; small gains should be registered, particularly in
the second half of the year, by business investment; residential con-
struction is expected to hold roughly steady; consumer incomes and
thus consumer purchases will rise modestly.

But this prosglect, which includes some stimulus from tax reduction
later in 1963, will not appreciably reduce unemployment and narrow
the demand gap by the end of the year—only in 1964 and 1965 will the
impact of the proposed tax program be reflected in large increases in
demand and consequent reduction in unemployment.

Apart from tax reduction, one finds no prospect of a sustained rise
in demand which might carry the economy within striking distance
of its productive potential. Although consumers are not “saturated”
with durable goods, they have been spending their slowly growing
incomes in a normal manner and have%uilt up no abnormal backlog
either of needs or financial resources. Housing has held up unusually
well, but offers little added stimulus until the later sixties, when a
wave of new families should provide the basis for a sustained boom
in residential construction.

State and local governments have had to strain their resources
to maintain the rapid and steady growth of their expenditures, and
little change of pace is in prospect. The business investment situation
has already been reviewed. There is no shortage of opportunities
for modernization and cost cutting, but the spur of fuller use of exist-
ing capacity is essential if these opportunities are to be exploited more
rapidly than in the past few years. And investment for expansion
awaits evidence of growing markets, and the promise of their con-
tinued growth.

Under these circumstances, it is clear that a major new stimulus
to consumers and investment demand is needed. Removal of the ex-
cess fiscal burden imposed by our tax system—a burden born of war
and bred in an environment of postwar inflation—is the core of the
President’s tax program.

Most of the impact of tax reduction on demand will be felt in two
stages, the first—of over $5 billion—effective July 1, 1963, and most
of the remaining $3 billion effective July 1, 1964—after taking into
account the reforms to go into effect January 1,1964. In other words,
under the President’s program, individual income taxpayers would
find their annual stream of disposable income enlarged by between
$7 and $8 billion within the next 18 months—or, if Congress were to
act by July 1, within 12 months of the enactment of the program.
Their total reduction would be $8.6 billion, excluding capital gains
revisions. Net corporate tax reductions totaling $2.4 billion—exclud-
ing capital gains revisions—would be put into effect in stages between
January 1,1963, and January 1, 1965.

These are permanent reductions in tax rates. Every weekly pay-
roll, every monthly salary bill, every quarterly dividend disbursement
will add more than before to consumer purchasing power. Another
way to put it would be to say that less would be taken out of every
paycheck, less would be taken out of every salary, less would be taken
out of every dividend for Federal income tax purposes.
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Some consumers will spend it all as they live from paycheck to pay-
check, Others may even overspend it as they use it to take on larger
installment payments to buy new durable goods. Some will save it
all, or at least use it for a time to repay existing debts. Some will
save it for a vacation trip or a college education for their children.

I might say to Mrs. Griffiths that that may sound like the answer
to her questionnaire that she put to her constituents last summer.

Thus, what any individual consumer will do with this tax saving is
difficult to predict. But what consumers in the aggregate will do is
clearly predictable. Consumer spending of disposable income is one
of the most regular and predictable relationships that our economic
records supply. Since 1950, the saving rate—on an annual basis—
has varied within the narrow range from 6.0 to 7.9 percent of dis-
posable income; consumption has varied from 92.1 to 94.0 percent.

Thus, if tax reduction adds a billion dollars to consumer disposable
incomes, we can predict what will happen to the great bulk of that
billion dollars: It will be spent on consumer goods and services.

The rise in disposable income resulting from the President’s tax
program will have two parts—the direct reduction in individual in-
come tax liabilities, and the enlarged flow of dividends resulting from
corporate income tax reduction. For purpose of illustration, we take
these two parts as $8 billion and $0.5 billion.

The actual amounts in the President’s program are slightly larger,
but these are convenient numbers for illustrative purposes. Of this
increment of $8.5 billion of disposable incomes, about $8 billion will
be added to the flow of consumer spending.

This additional $8 billion of consumption is not something that
happens just once. It is repeated period after period. Thus, before
long, the rate of production of consumer goods will be stepped up by
at least $8 billion to meet the expanded flow of demand. Thus, gNP
rises above what it would otherwise have been by $8 billion of addi-
tional output. But the increase in demand does not stop there.

This $8 billion of expanded GNP creates $8 billion of expanded gross
receipts by business. Some part of it is immediately claimed by Fed-
eral, State, and local governments as higher excise, sales, income, and
payroll taxes. Part goes to corporate profits, and some of that 1is re-
tained in enlarged corporate saving.

These parts typically add up to about 46 cents of every added dollar
of GNP, leaving about 54 cents in the hands of consumers in the form
of wages, salaries, farm and professional income, earnings of unin-
corporated businesses, rents, interest, dividends.

Since consumers will save a small fraction of the increment, roughly
50 cents of each added dollar of GNP gets respent on added con-
sumer goods and services. Thus, the $8 billion of initial additions
to GNP creates a further flow of about $4 billion of added purchases
of consumer goods, and again of added GNP. This, in turn, leads
to a further increase of spending of about $2 billion, another round
of about $1 billion, and so on.

The cumulative total of all of these increases is a permanent en-
largement of GNP amounting to roughly $16 billion. This is the
pure “consumption multiplier” effect of tax reduction. It measures
what would happen if nothing changed except consumption ex-
penditures.
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But, as we have already indicated, investment will be affected, too,
in several ways: By the direct effect on incentives and the flow of
investment funds; through the effect of the tax reforms in removin,
artificial barriers to_investment; and through the enlargement o:
markets and the resulting pressures to build inventories and expand
capacity. It is difficult to estimate the amount of the investment
increment and its timing. But this much is entirely clear from in-
spection and analysis of long-standing economic interrelationships:
The effect is positive, and it is substsmtifﬁ.

Finally, the added investment, whatever its amount, also brings
a chain of further increases in consumption. The higher incomes
earned in producing capital goods are also respent, and generate
incomes in producing consumer goods which are, in turn, respent.
Ultimately, each added billion doﬁars of investment will bring along
with it an addition of another billion of consumer demand.

The ultimate effect of the proposed tax reductions is thus far more
than the $16 billion of added consumption that we started with.
Precisely how much more we hesitate to estimate. But it is reasonable
to expect that the combined effects of added consumption and invest-
ment can close, or nearly close, the fgap between potential and actual
outEut, and restore high levels of employment—not at once, but
within a year or so from the time when the full impact of the tax
program is felt.

This process of demand expansion which we have briefly described
is set forth in some detail on pages 45-51 of our report. In addition,
we have prepared two charts which present this process in a more
graphic way, and which we would be glad to explain if the committee
should wish.

Mr. Chairman, I suggest we do that after completion of the state-
ment, if that is in accord with your wishes.

Chairman Douvaras. That will be fine.

READAPTING RESOURCES TO CHANGING DEMAND

Mr. Hecrer. An economy that is rapidly growing, an economy in
which individuals and businesses keenly pursue their economic ad-
vantage wherever it may lead, an economy which responds dynami-
cally to new technological and marketing opportunities and to new
currents in world trade; such an economy is cantinuously destroying
as well as creating job and profit opportunities.

Many of us have, perhaps, come to take continuous economic change
for granted. But a brief look to history shows what startling changes
have occurred and are occurring.

In 1940, 17 percent of our civilian labor force was in agriculture;
in 1962 only 7 percent. In 1940, about 55 percent of our workers were
erﬁ%aged in the production of goods as opposed to services; in 1962,
only 40 percent were so engaged. In 1940, women were only 25 per-
cent of the labor force; in 1962, 34 percent. In 1940, the unskilled
and semiskilled manual and service workers were almost one-half of
all workers; in 1962, such workers made up about two-fifths of those
employed.

By way of contrast, the professional and technical category has in-
creased from about 714 to 12 percent, and is still increasing in impor-
tance, and will continue to do so.
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This look at the facts should remind us not only that change does
occur, but that adaptation does proceed. QOur principal engine for
adaptation is a labor market in W%ich workers are free to move from
place to place and shift from one occupation to another, and in which
workers and their employers are free to adapt the nature of work and
the nature of workers’ skills to market needs. Such adaptation is
facilitated by high levels of basic training and by the flexibility of
youth. In this connection, one should note that our labor force is
growing and will grow at such a rate that a full one-third of our labor
force in 1970 will consist of persons who will have entered it since 1960.

But not all of this process of readaptation can be left to the workers
and their employers. We must expand our ability to readapt our
human and physical resources to accelerating change.

The Congress has already pointed the way for such readaptation by
the Area Redevelopment Act, the Manpower Development and Train-
ing Act, and the retraining and relocation provisions of the Trade
Expansion Act of 1962. %‘hese beginnings should be followed b
vigorous administration and appropriately enlarged efforts whic
experience may indicate are needed. They should be accompanied by
new programs to improve the flow of information about existing and
prospective job opportunities, and by the passage of a Youth Employ-
ment Opportunities Act to foster methods for developing the potential
-of untrained and inexperienced youth and to provide useful work
«experience.

Along the same lines, the President’s tax program proposes a more
liberal treatment of moving expenses designed to promote mobility.
Proposals with respect to capital gains taxation, stock options, and
the reduction of top bracket rates all promote mobility of capital and
management.

A more effective system of adaptation and readaptation in the labor
market will mean that the expanded demand which flows from the
tax program will be less likely to run into manpower bottlenecks and
thus less likely to cause any inflationary pressures in the Nation’s labor
markets. It will mean an easier transition from the high levels of
unemployment of recent years to more satisfactory levels.

Successful readaptation of labor and the expansion of employment
opportunities will, In turn, remove much of the pressure for restrictive
practices by labor and employer groups and thereby contribute to
expansion of capacity to produce.

As we point out in our report on pages 23 to 25, careful study does
not suggest that the current level of unemployment can be explained
by any recent decrease in the adaptability of our labor force, nor by
any unusual acceleration in the rate of worker displacement. The
evidence is to the contrary. The problem of structural adaptation
would not be crucial if we were content to stay where we are—with a
large margin of involuntarily idle manpower and excess capacity
running to waste. But to do so would run counter not only to the dic-
tates of the Employment Act of 1946, but to the spirit and traditions
of the American people.

Hence, we must pursue vigorously all three channels of policy—
expansion of Froductivity, expansion of demand, and improvement of
our system of readaptation. This balanced development can set the
stage for one of the most exciting expansionary periods in our eco-
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nomic history. We have the manpower, we have the technology, we
have the business and farming know-how to give a dramatic demon-
stration to ourselves and to the world of our free economy’s produc-
tive power and its efficiency and ability to promote the general welfare.

PRICES AND INTERNATIONAL COMPETITIVENESS

Emphasis on policies for expansion implies no lack of attention to
the goals of price stability and the balance-of-payments equilibrium.
Indeed, built into the three main lines of policy we have discussed are
important contributions to these goals.

The setting for expansionary action is now unusually favorable from
the standpoint of prices and costs. Five years of virtual stability of
wholesale prices and of virtually constant unit labor costs have dissi-
pated the inflationary psychology of earlier postwar years. Competi-
tion—including international competition—is keen. World raw ma-
terial supplies are abundant and prices steady or declining.

Nevertheless, it has to be recognized that expanding demand, as it
pushes the economy toward full utilization of resources, may begin
to encounter bottlenecks and shortages which could cause wage costs
and prices to edge upward. This might threaten our hard-won bal-
ance-of-payments gains. . But the administration’s program couples
expansion of demand with increased incentives for modernization, cost
cutting, and innovation; in a word, for higher productivity and lower
costs. In doing so, it enables the economy to push closer to full utiliza-
tion while preserving price stability and promoting our international
competitiveness.

The President’s tax program is phased in a deliberate effort to avoid
any possibility that too rapid expansion of demand might create
bottlenecks or speculation which would impair our price stability.
Moreover, our flexible monetary policy instruments are readily at hand
to meet any unexpected threat that might appear. But once we
achieve high employment, one cannot gainsay the fact that our con-
tinuing problem of maintaining reasona%)le price stability will be more
difficult than it has been in the past 5 years.

It is for this reason that the President has reaffirmed the importance
of sound wage and price policies and that the Council has again sum-
marized its wage-price “guideposts” and renewed its invitation for
continuing widespread public discussion of the issues which they
present.

CONCLUSION

We conclude this statement by reminding ourselves and the com-
mittee that the year 1963 offers to the Nation an unmatched oppor-
tunity to act wisely and decisively to apply the mandate of the
Employment Act. Rarely has the choice for economic policy been
so clearly posed as between—

A policy of inertia which can at best perpetuate the unsatis-
factory performance of the past 5 years and increasingly expose
us to the risk of another in the “melancholy series of recessions”
that have repeatedly interrupted our prosperity and growth; and

A policy of action to expand our employment and output
toward the goals so clearly stated in the Employment Act.
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The President’s tax program would assure these objectives in a
way which places maximum reliance on private initiative and free
competitive enterprise. Rather than employing idle resources through
expanded Government purchases, the tax program encourages private
business to employ today’s idle resources and tomorrow’s new influx
of resources in responding to the expanded wants of consumers and
investors.

Structural tax reforms and sharpened individual incentives will
create a new interest in innovation, in cost cuttin%, in efficiency, thus
strengthening competition. Small business and large business, con-
sumers and investors, workers and farmers can harness private gain
to public good.

s so frequently in the past, we are sure that the Joint Economic
Committee, through its hearings and reports, and through the leader-
ship which its members exercise in the Congress and in the Nation,
will play a major role in insuring that the great tax debate of 1963
will be an intelligent and constructive one.

Chairman Doueras. Thank you very much, Mr. Heller.

I want to commend you for the very excellent description which
you give of the effect of the so-called multiplier, and in which you
point out that a tax cut, by adding total monetary purchasing power,
will result in a much greater increase in the gross national product
than the amount of the cut.

This theory was first launched, or at least the arithmetic of this
theory was first launched, by Mr. R. F. Kahn, years ago, in an article
which he wrote for the Economic Journal in June 1931.

I notice you have some charts, which apparently have just been
unveiled, describing this. I wonder if you would explain the arith-
metic of the multiplier.

Mr. Hecrer., Mr. Chairman, may I ask Mr. Ackley, who has worked
with these charts, indeed they are his conception, to explain them?

Chairman Doucras. Certainly.

Mr. Acrrey. Perhaps it would be easier if I can get over here where
I can point to them.

Chairman Doueras. I hope this will be considered as part of your
presentation and the time will not be deducted from members of the
committee or from the chairman.

Mr. Herier. As you note, Mr. Chairman, there is a three-page
appendix, so to speak, to the statement, which covers this explanation.

—63—pt. 1——2
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(The explanation and Chart No. 1 follow :)

EXPLANATION OF CHARTS ON EFFECTS OF TAX REDUCTION

The President’s program would make tax reductions effective in stages between
July 1963 and January 1965. But to simplify matters, the charts assume that
all reductions would become effective at once.

In chart I, the first bar on the left shows the two sources of higher consumer
incomes: An estimated $8 billion from individual tax reduction, and an estimated
one-half billion dollars of added dividends after taxes based on these dividends.
(The additional dividends would undoubtedly begin to be paid only somewhat
more slowly; but to simplify the chart, we assume them paid at once.) The
second bar shows this as an increment of $8.5 billion in disposable income. The
third bar shows this added income divided between added saving—about one-half
billion dollars—and added consumption—about $8 billion. This added con-
sumption would be repeated each period so long as the tax reduction was in
effect. In turn, the added consumer buying would generate increased production
of consumer goods, in the amount of $8 billion per period. This, of course, is
an addition to GNP,

Chart II shows what typically happens to every added dollar of GNP—
how it is divided among added taxes, added corporate retained earnings, and
added disposable income. In turn the added disposable income is divided between
consumption and personal saving. On the average in a period of expansion,
each added dollar of GNP typically generates another 50 cents of extra consumer
spending.

Returning now to chart I, the successive columns shaded in red show the
growth of consumer spending over successive periods of time after the tax re-
duction goes into effect.

In the first period, consumer spending and GNP have grown by only the

initial $8 billion. But in the second time period, consumer spending and output
of consumer goods is higher not only by the $8 billion resulting directly from
tax reduction, but also by $4 billion resulting from the previous period’s in-
crement of consumer spending. This $4 billion of respending in turn generates
new disposable incomes, and, after a further lag, some $2 billion more of con-
sumer spending. Thus, in period 3, consumer spending is $8 billion higher as a
result of tax reduction applied to the base level of GNP, $4 billion respent from
period 2’s $8 billion, and $2 billion respent from period 2’s $4 billion. Thus the
rate of GNP in period 3 will be $14 billion above the base level. In period 4,
it will be $15 billion higher; in period 4 (not shown) $151, billion; and it will
level off at $16 billion higher, as shown in the last column, which gives the
ultimate effect. This is the pure “consumption multiplier” effect of tax reduc-
tion. It shows what would happen if nothing changed except consumption.
. But investment will be affected, too. To illustrate the investment effect, we
have shown a possible pattern of investment response in green on the upper
part of chart I. The amount of this response is chosen arbitrarily. We have
shown it rising over time, but have not indicated how far or fast it would con-
tinue to rise or where it might taper off. This is clearly an additional impact
on GNP. 'But it is not the end of the matter. The higher incomes earned in
producing capital goods are also respent, and generate incomes earned in
producing consumer goods which are in turn respent. This is indicated by new
bands of red at the top of the chart, representing further consumer goods pro-
duction. Ultimately each added billion dollars of investment will bring along
with it an addition of another billion of consumer demand.

Thus the ultimate effect of tax reduction on GNP will be considerably more
than the pure consumption effect. How much more it will be depends on how
large an investment response is obtained.
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CHART 1

EFFECT OF TAX REDUCTION ON CONSUMPTION AND GNP
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Mr. Ackrey. Mr. Chairman, chart 1 shows, in the first three bars,
the tax reduction which is the basis for the impact on gross national
product and on total demand.

On the left we have shown a bar consisting of $8 billion worth of
individual income tax reduction and about a half billion dollars worth
of additional dividends which would result from the reduction in
corporate tax rates and would be received by individuals—after taxes
on these additional dividends.

This becomes, then, in the second bar, an increment of additional
disposable income to consumers of $8.5 billion.

n the third bar, we show that increment of income divided be-
tween, roughly, $8 billion of additional consumer expenditures, and
one-half billion dollars of additional personal savings.

This $8 billion of additional consumer expenditure has its continu-
ing impact on markets for consumer goods, and, obviously, quickly will
result 1n the generation of an increased rate of production of con-
sumer goods at a rate $8 billion higher than previously. Thus, we
have a flow of additional consumption expenditures, and additional
outp;.t of consumer goods, directly resulting from the tax reduction,
itself.

(Chart No. 2 follows:)

CHART 2

DISTRIBUTION OF AN ADDITIONAL
DOLLAR OF GNP
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Mr. AckiLey. The effect of additional production of consumer goods
is to create additional gross national product. The addition to gross
national product creates additional gross receipts for business firms,
which are available both to pay taxes and to pay incomes. Of an addi-
tion to gross national product, not of the existing level of gross national
product but of an addition to gross national product, the division is
typically something like this: About 30 cents of it is taken by additional
Federal net receipts. This is largely increased taxes, but, to a small
extent, it is reduced transfer payments in the form of unemployment
insurance and so on. About 6 cents goes to increase the revenues of
State and local governments. About 10 cents is added to corporate
retained earnings.

This leaves roughly 54 cents added to personal disposable income.
Applying the customary saving ratio leaves roughly 50 cents of addi-
tional consumer expenditures generated by an initial increase of $1
in gross national product.

That brings us back to chart 1, in which we show over a series of
time periods the impact of the additional consumer expenditures. In
the first layer we have successive additional consumer expenditures of
$8 billion, resulting from the additions to consumer disposable income
of $8.5 billion. But this isn’t the end of it, as our statement suggested.
Each addition to gross national product creates additional consumer
incomes which are respent. So that each increment of gross national
product gives rise in the next period to an increment ofgil billion of
additional consumer spending. This additional consumer spending of
$4 billion creates an additional output of $4 billion additional con-
sumer disposable incomes of about 54 percent of that, and additional
consumer spending of $2 billion, of $1 billion, and so on.

So we have, moving through time, an increasing stream of consumer
expenditures and an enlarged flow of gross national product which
would very quickly level out, as you can easily see, at an increased
level of gross national product of $16 billion, exactly twice the initial
increment.

Chairman Doveras. Mr. Ackley, this works out to the Kahn for-
mula that the multiplier is equal to the reciprocal of the percentage
of leakage; is that right?

Mr. Ackrey. One minus the marginal percentage to consume gross
national product.

Chairman Doucras. So with the percentage of leakage of 50 percent,
you have roughly the recipocal of one minus five, and you get a
multiplier of 2.

Mr. Ackrey. That is correct.

Representative Curtis. This is merely a model. Does it have any
relation to an actual situation ?

Mr. Ackrey. Could I complete the chart?

Representative Curtis. I would like to have an answer before you
continue. You use a figure of $8 billion which is conveniently re-
lated to something that is being proposed now. But this is pure
tlll)t(a)ory, am I not correct? I want to be sure what we are talking
about.

Mr. Ackrey. It is theory in the sense that it attempts to generalize
from the facts of economic experience, which is what all theory does.

Representative Curris. In other words, you could have used a $16
billion figure or a $4 billion equally as well.
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Mr. Ackiey. Yes. We are talking about a tax reduction of $8 bil-
lion. That is why that was used.

Representative Curris. But as far as reality is concerned, that is
false, because you make it happen all at once. That is not the pro-
posal. That is why I want to make it very clear at this point that
this model has no reference to an actual situation. It is merely to
advance a theory.

Chairman Doueras. If I may say, the significant part of the model
is the size of the multiplier, and Mr. Ackley’s computation of the
multiplier is equal to approximately 2.

Representative Corris. All I want to do is understand what the
model is. If we were to apply this model, for example, to the Presi-
dent’s proposal, it would have to be altered considerably. His pro-
posal is not an $8 billion figure, but a staggered program over a period
of time.

T just want to clear the air.

Mr. Acrrey. I should have mentioned that in the beginning, that
we have assumed here for purposes of simplicity that it would all
come into effect at once. As a matter of fact, there is another sim-
plifying assumption which is made, and that is that the dividends
would be received simultaneously with the reduced individual tax
liabilities.

Mr. HeLrer. Mr. Chairman, may I note in Mr. Ackley’s answer that
when he said it was theory, it was a generalization from experience.
It is grounded in the actual experience of what consumers do with
additions to their income, from detailed studies of what they do with
their additions to income.

Representative Curtis. Let me ask you this, Dr. Heller: In 1930,
was that saving figure 3 percent ?

Mr. HeLLER. Yes, in the thirties.

Representative CurTis. So you are assuming something, although
you know it changed, beginning in 1957. We will get into that later.

I just want to get these assumptions out in the open.

Chairman Doucras. May I say to my good friend that the lower the
percentage of savings, the smaller the percentage of leakage, and,
therefore, the larger the multiplier.

Mr. Herrer. That is correct.

Representative Curris. The gentleman from Illinois misinterprets
my question. I am not trying to argue one way or another. I am
trying to establish the assumptions. I mentioned the 3 percent rate
of the 1930’s because it was a very different figure from the rather
constant figure he used since 1950. I understand that one of the
themes in your Economic Report is that something unusual has hap-
pened since 1957, although not in the savings area.

Mr. HeLrer. Mr. Chairman?

Senator Proxmire. I was going to ask a further question on the
chart, Mr. Chairman.

Mr. Heveer. I want to make a second point, if T may, that while it
is true that these reductions in the President’s program of roughly
$8 billion relating to disposable income are made in stages, this is a
very close approximation of the final effect on consumer incomes of the
President’s program, and it is a permanent reduction.
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So looking at the total program, it will result, if enacted, in this
$8'lli)'illion increase in disposable income, give or take a few hundred
million.

Representative Currrs. I want to thank you, Dr. Heller, because
that 1s what I was trying to get at, whether this was actually going
to be related to reality. Now you have explained that you think it
largely is.

a That is subject to debate. But I wanted to know what the chart was,
rst.

Chairman Doueras. Now if I may go back on my own time. I
would like to ask Dr. Roy Moor of our staff to put on the board some
charts which I asked him to prepare.

Senator Proxmire. Could I ask a question about the chart before
you do that?

Chairman Doueras. Yes.

Senator Proxmire. The net Federal receipts of 80 cents for each
go%lar of increase in GNP is far higher than anything I have seen

efore.

If we relate the size of Federal receipts to the GNP, as I understand
it is quite a bit smaller than one-third, about one sixth would be much
closer to it. I am wondering if you can supply the committee with
the working papers on which you base this 30 cents figure. That
does seem to me to be way out of line. You can do that at a later date.

(The following was later received for the record:)

The figure of approximately 30 cents of added net Federal revenues for every
dollar of added gross national product (GNP) can be derived by considering the
major components of net Federal revenue that are affected by a change in GNP :
Corporate profits taxes, individual income taxes, indirect business taxes, social
insurance contributions, and transfer payments.

1. Profits tawes.—Perhaps the single most crucial element in the calculation is
the increase in corporate profits (to which corporate profits tax rates apply)
associated with an increase in GNP. All studies show corporate profits to be
highly sensitive to the change as well as the level of GNP. A typical formula-
tion embodying these effects is that contained in the model presented to this
committee by Gary Fromm, of Harvard University and United Research, Inc.,
and published by the committee in part IV of Inventory Fluctuations and Eco-
nomic Stabilization, May 1962.

It is also clear from these studies that the magnitude of the profits share of
added GNP (and thus of the multiplier) varies somewhat, depending on the
speed and the extent of the change in GNP that is contemplated. Our calcula-
tions relate to approximately the kind of movement which would be involved in
going from the expected mid-1963 GNP to the GNP associated with full employ-
ment, over a period of roughly 214 years. For a movement of this magnitude and
speed, we estimate the profits share of added GNP as about 30 percent—some-
what higher than this at first and somewhat lower during the later stages.
Applying the successively declining corporate tax rates to the added profits
proguces an added corporate profits tax of about 12 cents for each added dollar
of GNP.

2. Individual income tawes.—More than 65 percent of added GNP would go to
increase personal income less transfers. This share would be slightly lower at
first, slightly higher later. In turn, this would yield—at new tax rates—8 to
9 cents of increased individual income tax collections for each dollar of added

GNP,

3. Indirect business tawes~These would constitute about 2 to 3 cents of each
added dollar of GNP,

4. Social insurance coniributions.—These would rise by 8 to 4 cents for each
dollar of added GNP,

5. Reduced transfer payments—Finally, the reduction in transfer payments
must be added to the increased revenues described above, to obtain the effect on
net Federal revenues. We estimate that each dollar of added GNP in moving
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toward full employment would reduce Federal transfer payments, principally
unemployment insurance, by about 3 cents.
6. Summing up.—

Cents
Added profits taxes 12
Added individual income taxes. 81%
Added indirect business taxes. 2%,
Added social insurance contributions. 3L,
Reduced transfer payments
Total 2914

Mr. Acrrey. I am sure we could, Senator Proxmire. Could I com-
ment for a moment on that, however?

Senator Proxmire. Certainly.

Mr. Ackrey. We are talking here, as we must in this connection,
with the impact of an additional dollar of GNP during a period of
expansion.

The fraction of an addition to gross national product which goes
into Federal revenues in a period of expansion is much higher, of
course, than the average at any given time, or the average fraction
that you would get over a period of gradual growth.

‘We are talking here of tl?e movement up toward full employment.
The primary reason this is so high is that, in such a period, corporate
profits take a larger-than-normal fraction of the increment of gross
national product, and the high rate of taxation applied to corporate
profits is one reason why this percentage is as high as it is.

Chairman Doveras. T asked Dr. Roy%{oor to prepare his estimates
of what the multiplier would be, and to do so without consultation
with the Council of Economic Advisers. I asked him to work this
out arithmetically both for the multiplier, so far as consumption is
concerned, and also consumption plus probable added investments or
the stimulus to consumption from the additional investment created
by the original increase In consumption.

I will ask him if he would put the charts on the board and then
explain them.

r. Herrer. Mr. Chairman, may I interrupt to say that the hidden
art of our chart deals with that second stage of investment and
urther induced consumption.

Chairman Doucras. %his chart deals purely with consumption.
Mzr. Moor, would you put your figures on the board, please?

Mr. Moor. This is a table we have done that is very similar to the
graphic presentation %ven by the Council earlier. Let me jum
ahead immediately to the types of assumptions we made. We starte
with an original tax reduction of $8 billion, and we have assumed three
general types of leakages.
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Hypothetical increase in consumption demand from I-year taw cut

{In billions of dollars]
Increase Increases Increases
in non- in per- |Increases| in per-
personal | Increases | sonal tax {in dispos-| sonal |[Increases
Period Tax Re- | Increases| income in (20 per- able savings | in GNP
duction | in GNP | (15 per- | personal | cent of | income [(7 percent
cent of | income | personal of DPI) 3
GNP)1 income) 2
I... J SN IS 8.00 0.56 7.44
II . 7.44 1.12 6.32 1.26 5.06 .35 4.71
oI. .. 4,71 .7 4.00 .80 3.20 .22 2.98
IV. 2.98 .45 2.53 .51 2.02 .14 1.88
V. 1.88 .28 1.60 .32 1.28 .09 1.19
VI 1.19 .18 1.0l .20 .81 .06 .75
VIL .76 11 .64 .13 .51 .04 .47
VIIL 47 Q7 .40 .08 .32 .02 .80
) 5 GRS . 05 25 .05 .20 .01 .19
X ... 19 16 .03 .13 .01 .12
Total (ap-

proximate) - - 20.24 3.04 17.20 3.4 21.76 1.52 20.24

Assumes no change in—
?) Demand for imports.
2) Private investiment or Government expenditures.
(3) Distribution of income.
(4) Effective tax rates after tax reduection.

1'The multiplier analysis only considers increases in personal consumption. Increases in GNP going
into nonpersonal income (such as corporate retained earnings) will not lead to increased consumption and
thus must be subtracted. In 1960 nonpersonal income constituted about 20 percent of GNP. The 15-
percent figure used in the table assumes that increases in corporate profits will be reflected in substantially
increased dividends, a type of personal income.

3 While individuals obtain increases in personal income, part of these increases are lost through increased
individual taxes and therefore are not available for increased consumption. The average increase in per-
sonal taxes associated with increases in personal income during the 3 recovery periods, 1954-55, 1958-59,
and 1060-61, was 14 percent.

3 To determine final increases in consumption demand from increases in personal income, personal sav-
ings must be subfracted from the increases in disposable income, For the 3 recovery periods 1954-55,
1958-:.% and 12‘60-61, the average increase in personal savings associated with increased disposable income
Wwas 6.2 percen

Mr. Moor. The first of these is that a certain portion of the $8 bil-
lion with each turnaround will go into incomes of business rather than
individuals. That is, largely into corporate retained earnings. We
have assumed 15 percent. That ma;li)e a little low, although it is
interesting to note that in the 1960-61 period the increases in personal
jncérlx\}(i) were actually greater in aggregate terms than the increases
in .

The second leakage we have assumed is the leakage to personal
taxes. There we have assumed a larger figure than the Council has
assumed, 20 percent of personal income. Since this would go into
individual taxes, it would not be available for consumption.

The third leakage is into personal savings, and here our assumption
is very similar to the Council’s. We have assumed 7 percent.

Following this out, therefore, the $8 billion tax reduction goes to
individuals in the first instance. This is our assumption, with some
part of that taken out in personal savings, and the initial increase
in GNP, according to this approach, is $7.4 billion. But that $7.4
billion becomes increased income. Some of that increased income is
in nonpersonal form. Therefore, in terms of personal consumption,
this should be subtracted out.
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Then some portion of the increase in personal income goes into taxes,
and of the disposable income left after taxes, some portion goes to
personal savings. The remaining amount is reflected in increased
consumption.

This table, like the chart, takes no account of the effects of in-
creased consumption in stimulating investment.

Chairman Doucras. The total increase in consumption is approxi-
mately $20 billion ¢

Mr. Moor. Which would be about 2% times.

Chairman Doueras. Instead of two. What about the secondary
effect? A large portion, of course, of this increase in consumption
will be produced with existing invested capital, but part of the in-
creased consumption will require additional capital.

Do you have an estimate of that ?

Mr. Moor. This is more difficult to predict. The lower part of
chart 3 is very similar to the Council’s chart, the part representing
induced consumption, or the amount of increases in consumption
coming about from the tax reduction, amounting to a little over $20
billion, once the total flow has worked itself out.

We then further assumed that a feedback into investment of about
five-eighths of the increased consumption, with a lag. So if you have
an increased consumption of $7.5 billion, roughly, we assumed that
in the second period at least some business firms would have to react
by ordering additional capital equipment. “Guess estimating” at
that, we said it would be aﬁout five-eighths of the initial increase in
consumption.

Continuing that, the aggregate increase in consumption in the sec-
ond period is a little over $12 billion, so we took five-eights of that,
and soon. Our total estimate came out with an increase in aggregate
(li.emand, both from consumption and investment, of around §§3%‘: -
ion.

Chairman Douaras. What you call the second factor is generally
known as the accelerator factor as distinguished from the multiplier
factor, and the classic article on this was written in 1917, by J. M.
Clark, “Business Acceleration and the Law of Demand,” in the
Journal of Political Economy, I believe, in March.

Mr. Moor. I was told that by the Senator. I didn’t know.

If one wanted to push this one step further, there presumably
would be some stimulative effect from these increases in investment, a
playback on the multiplier.

Chairman Doueras. You get a total multiplier, therefore, of ap-
proximately 4 ¢ .

Mr. Moor. The total increase in GNP from both the consumption
and investment side might be 3.5 or near 4.

Mr. Hecrer. Mr. Chairman, may Mr. Ackley now go to our third
chart which does the same thing as your second chart ?

Senator SpAREMAN. Mr. Chairman, before these charts are disposed
of, T have a question. May I ask: Those periods, 1, 2, 3, and on out to
12, do they correspond to years? You used that in both charts.

Mzr. Moor. The initial problem, as Mr. Curtis indicated a few min-
utes ago, is how this $8 billion initially begins to pump itself out.
The Council has made an estimate, I believe, that 50 percent of the
stimulus would reflect itself in 1 year.

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



ECONOMIC REPORT OF THE PRESIDENT 21

CHART 1

Hypothetical Increase in Consumption Demand
from |-Year Tax Cut
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CHART 2

Hypothetical Increases in GNP
from Permanent Tax Reduction

Billions of Dollars
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CHART 3

Hypothetical Example of Economic Stimulation
in both Induced Consumption and Investment
from a Tax Cut

Billions of Dollars

i INDUCED INVESTMENT

INDUCED. CONSUMPTION

! W v vV VE VI vIE IX X Xt X

* Assumes 5/8 response of Investment to increased consumption, with one period lag.

“)gnores secondary effects on consumption of increosed investment.
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Another way to do this is to assume that these periods are quarter-
years, at annual rates. That is, of the $8 billion, every day there will
be increases in income and increases in consumption that, if totaled
through a year, would amount to $8 billion, and businessmen begin
toreact and so on.

These periods might be viewed as quarters of years at annual rates,
although that may be a little optimistic in terms of how fast it gets
out.

Senator SpareMAN. It would seem to me that there would have to
be a definite time that you would assume that the whole impact would
be felt, that you couldn’t just assume one of those periods to be a quar-
ter and that the impact is felt there, if you are going to have con-
tinuity on your chart.

Mr. Moor. If one were to start with our initial assumptions of an $8
billion tax reduction all at once, and this is, as was pointed out, not
the administration’s program, if that were true you might expect
that the full effects would be felt in, say, 3 or 4 years.

hChairman Doveras. Mr, Ackley, you may proceed with your other
chart.

Mr. Ackiey. Chart 8 is based on Chart 1, Mr. Chairman. We have
been somewhat less bold than Mr. Moor in our willingness to attempt
to estimate quantitatively the investment effects of the expansion of
demand, but we have tried to indicate in an illustrative way the fact
that rising demand would also lead to an increase in investment. We
have superimposed on the previous chart some bars indicating a pos-
sible development of investment expenditures.

‘We have also shown something which Mr. Moor only referred to,
but which was not on his chart, and that is the fact that whatever in-
crement occurs of investment spending itself has a multiplier effect.
The additional incomes earned in producing additional capital goods
will be received by consumers and respent in the same way as the ad-
ditional incomes earned in the production of consumer goods.

So each increment of investment might be expected to generate ad-
ditional consumption, and each increment of consumption still fur-
ther additional consumption, and so on. These increments are shown
on the tops of the other bars, beginning in period 3.

Thus the total impact of GNP, whose size we did not venture to
estimate precisely, is surely much larger than the pure consumption
multiplier effect alone.

Chairman Doueras. Congressman Curtis.

Representative Corris. First, let me join in the remarks that the
Chairman of the Council made as he closed his statement. I, too, hope
the Joint Economic Committee will play a major role in assuring that
the great tax debate of 1963 will be an intelligent and constructive one.

But what I want to point out is that until now the affirmative is
still making its case. This is the first 10 minutes the loyal opposition
has been given.

We have had a series, almost an avalanche, of three Presidential
messages: On the state of the Nation, the budget, and the tax program.
All sing the same theme. Now we have the President’s Economic Re-
port. We received the budget on January 17, the Economic Report
on January 21, and tax message on January 24.

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



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

Consumption

Investment

Consumption

CHART 3

EFFECT OF TAX REDUCTION ON CONSUMPTION AND GNP

INCLUDING STIMULUS TO INVESTMENT

Additions to GNP
(Billions of Dollars)

_28,

— 20_

- |G_..

TIME PERIODS

ILNIJISTYd THL 40 LHY0dTY OINONODH

514



26 ECONOMIC REPORT OF THE PRESIDENT

Frankly, it is a hard job to go through all of this material. ButIam
g'lsﬁng The loyal opposition lacks sufficient staff to study this care-
I Zm hoping that our side will get some time, even in the press. The
people must be made aware of the other opinions. I have prepared a
speech that I am putting into the Record today which is a preliminary
statement of an opposing position. I hope to take the floor Thursday
to provide an opportunity for those to debate that opening statement.
I think it is important that we have debate because some of the
‘basic premises upon which this whole economic theory is based are in

dispute.

\17)Ve must review these premises if we are going to discuss the neces-
sity of a tax cut and its ultimate effect on the economy.

Mr. Heller, isn’t it true that our growth rate for the past 100
years has averaged a little less than 3 percent? It issomewhere around
2.9 percent, depending on how you measure it.

Mr. Hevier. Mr, Curtis, the figure since 1900 is about 3 percent.

Representative Curris. I thought it was from 1860. Do you know
-whether there are figures back to 1860 %

Mr. Heceer. I think some fragmentary estimates have gone back
‘beyond 1900, but they are not often used.

Representative Curris. The reason I raise the point is that the
base of your theory, as well as the President’s is the economic gap.
You assume that our economy isn’t growing as fast as it could, and
that the growth rate should be around 4.5 percent.

Is that right?

Mr. Herrer. Mr. Curtis, the background is only partly the matter
of the slowdown in our rate of growth. We had a rate of growth
in the early postwar period of about 4.3 percent. Our actual rate of
growth in the past 5 years has been about 8 percent; our potential
about 8.5 percent,

The other part of it, though, is simply the underemployment of our
existing manpower and industrial capacity.

Representative Curris. You are begging the question.

Mr. Herrer. I didn’t mean to.

Representative Curris. I am trying to get this into context. If the
1860 to 1960 figure is about that, and I think it is, we have expanded
economically. We have probably grown more rapidly than any other
economy.

If the average rate turns out to be around 3 percent, it becomes a
serious question as to why Xou think the rate should suddenly become
different for the sixties. Are you possibly suggesting that your gap
theory isin error.

As I have suggested before, what you identify as tired blood I con-
sider as growing pains.

Let me ask you this question: Why have you picked the year 1957 as
a separation point? Your estimates go from 1947 to 1957, and 1957
£01962. 'Why is 1957 chosen ?

Mr. Hecrer. The year of 1957 was a clearcut turning point in which
a gap opened up in our utilization of resources that has simply never
been closed.

Representative Curtis. But, Dr. Heller, you beg the question. Iam
trying to find out if there really is a gap. I will tell you what is
peculiar about 1957, and X think you will agree. It was a peak.
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If you had taken 1958, you would have a different picture. Why
didn’t you use 1946 to 19562 You would have an entirely different
picture, would younot ?

ER. In our comparisons—not all of which have, by the
way, been centered on 1957 but some of them on 1953, some of them
on 1955, some of them on 1957. We have been careful to take com-
parable stages, usually peaks, in the business cycle.

We have not made comparisons from, say, the trough of one cycle
to the peak of the next, or the peak of one to the trough of the next,
because that would be manipulation. You have to take similar posi-
tions in the business cycle and that is what we have done.

Representative Curris. That is the question. Have you, really?
Is 1962 a comparable cyclical period to that of 1957? Previously, the
Council used 1958 as the take-off point.

I pointed out that that was a war year, and certainly not an accu-
rate starting-off point. In thissense I think there has been manipula-
tion of the base periods chosen.

What needs to be done is to establish why you think 1957 is a fair
takeoff point. Maybe you can, but don’t do it by arguing that this
is when the gap started. We are trying to find out if it did occur.

I know you are familiar with Dr. Arthur Burns’ paper, in which he
Eointed out that, using your model to establish the gap but a different

ase of a 4-percent unemployment, you would reach different conclu-
sions.

Mr. Herer. However, it is from Dr. Burns’ National Bureau of
Economic Research that we take our comparable points in the business
cycle. Last year we made our comparisons between the postwar pe-
riod up to 1955, Mr. Curtis, and then from 1955 on to the next peak.

At the present time, the reason we are using the 1962 comparison
with the 1957 peak is that we had a recovery that, as you know, went
very fast in 1961 and then tapered off in 1962 into what we may
call a rising plateau. We have been comparing that plateau with
the very similar 1957 situation, which seems like a reasonable com-
parison.

Representative Curtis. But 1957 wasnot a plateau.

Mr. Herier. A brief plateau before it turned down into the re-
cession of 1957-58.

Representative Curris. This is an area in which I think you must
bring forward your working papers so that we can debate, rather
than beg the question. In alF of these documents, the use of the
periods 1957 to 1962 and 1947 to 1957 has not been justified. In the
past I questioned the use of 1953.

At that time, every argument pointed out that it was in error.

Let me ask one question about disposable income since my time is
rapidly running out.

At higher levels of disposable income, as anticipated with a tax cut,
does the percent of income saved increase? Or, to put it another
way, does the marginal propensity to save increase as income in-
creases ?

If so, does the 93 percent average spending pattern hold true for
the increase in disposable income resulting from a tax cut ?

I have been trying to find out what the savings rate was during
the 1920’s or other previous periods. I know the 1930’s would be un-

93762—63—pt. 1—3
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fair. It was around 3 percent then. What makes you think the 1950
period is normal? Have you compared it with other periods in our
economic advancement? To the 1920’s? To the 1910°s?

This is important. You use this as a very basic assumption.

(The following was later received for the record :)

It is apparent from almost any index we choose that the rate of U.S.
economic growth was considerably higher in the earlier years than it has
been in the later years of the postwar period. This change obviously did
not occur all at once at a single point in time, but developed in the mid-1950's.
Choice of a single year for the ‘“turning point” can hardly be avoided when
making comparisons between the earlier and the later years.

In selecting some single dividing year, we must obviously take account of
purely cyclical considerations. Clearly, we do not wish to use a recession year,
and this eliminates 1954 and 1958. This leaves 1953, 1955, 1956, and 1957. As
the table below shows, it does not make a great deal of difference which of these
years we choose as the dividing point—in any case the growth rate in the earlier
period is substantially above that in the latter.

[In percent]
Average annual rate of Average annual rate of
growth growth
Period Period
GNP in Total em- GNP in | Total em-
constant ployment constant | ployment
prices prices

4.8 1.6 4.1 1.
2.7 .9 2.8 .8
4.3 1.3 3.9 1.3
2.7 1.2 3.0 .9

The year 1953 might be eliminated on the ground that it was a year of very
high, perhaps over-full employment (unemployment rate 2.9 percent). This
leaves 1955, 1956, and 1957. Choosing 1957 as the breaking point is conservative,
and minimizes the extent of the divergence between the earlier and later years.
Choice of 1955 or 1956 would be equally defensible, and would make the contrast
between the early years of rapid growth and the later years of slow growth
even more dramatie.

It is clear that, choosing any of these years as a dividing point, the economy
has not been growing as fast in recent years as it did earlier. Choice of 1957
as the dividing point is quite independent of any ‘“gap” analysis.

Mr. Herrer. As to the first part of your question, one of the things
we have tried to do in the report, Mr. Curtis, was to point out that
when income rose and fell in the postwar years, it seemed to have
no impact on the saving rate. In other words, it seemed to be a
very steady kind of saving rate, whether it rose or fell in response
to tax changes, for example. )

Representative Curris. But in relation to gross national product
in 1961-62, we had an increase, didn’t we ¢ )

Mr. Herier. In 1961-62 actually we had a slight decrease in the
saving rate out of income. o

Representative Curris. I wasrelating it to GNP. i

Mr. Herier. In a recovery period people try to spend a higher
proportion of their income and the saving rate typically drops off
m such a period. The saving rate did shrink a bit in this recovery
period as well as in earlier ones.
 Representative Curris. I was struck by the fact that even during
these post-World War II recessions disposable personal income con-
tinued to increase.

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



ECONOMIC REPORT OF THE PRESIDENT 29

The savings rate did fluctuate a bit. But that bears directly on the
question of whether we are correct in identifying weak consumer
purchasing power and demand as the basis of an alleged weakness in
our economy.

Mr. HreLier. Perhaps the other comment that should be made,
apropos of the comparison of the postwar period with the prewar
periods, is that basic institutions in the economy have changed.

That is to say, we have, for example, introduced a very widespread
social security system; (GGovernment expenditures as a whole are a
considerably larger percentage of gross national product; we have
built in certain stabilizers in the economy.

As a result, the experience of the pre-World War IT period must
be reinterpreted, so to S£eak, before we would regard it as applicable
to a postwar perlod in which our basic economic institutions have been
very substantially altered to sustain higher levels of demand, to
sustain an economy which, if not immune from recession, is at least
imm;me from the shattering kind of depression that we had in the
1930’s.

Representative Curtis. That exercise might be very valuable in
identifying what is happening. I don’t think we would want to
return to those days, but maybe we would if we looked at them closely.

Chairman Doucaras. Mr. Patman.

Representative Patmax. Dr. Heller, I, too, congratulate you and
the Council on a very informative report and the interesting way in
which you have presented it here this morning.

Mr. HeLer, Thank you, Mr. Patman.

Representative Patmanx. However, there is a point on which your
report leaves me confused.

In most places where you talk about tax cuts, which imply an
increase in public debt, you talk in terms of stimulating employment
and production. But on page 51 of your report, where you talk about
the possibility of the banking system purchasing some of this public
debt, you talk in terms of inflation.

I had been under the impression that what tends to cause inflation
is a condition of full employment, or near full employment, and not
the method by which you reach that condition.

Am I wrong in this analysis of inflation, Dr. Heller?

Mr. HeLrer. Let me put it this way: the fundamental assumption
which underlies your question, namely, that when you have unutilized
resources, unutilized manpower, unutilized industrial capacity, the
force of expansionary fiscal and monetary policy expresses itself in
higher output and more jobs rather than i higher prices is quite
correct.

The speed with which any expansionary action is taken, of course,
is one factor in whether you incur inflationary dangers; that is to say,
if you were to put an enormous charge into the economy all at once,
you might run into bottlenecks even at less than full employment
levels.

However, fundamentally, I would agree that expansionary action
coming from monetary policy and expansionary action coming from
fiscal policy, insofar as the domestic economy is concerned, should have
no difference in their inflationary or expansionary impact.

Representative PaTman. Thank you, sir.
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Last July before the House Banking Committee, and again last
August before this committee, Chairman Martin, of the Federal Re-
serve Board said that if there were any increase in the deficit, he
would take the position, that the deficit would have to be financed
out of savings, not out of bank-created money.

Over last year, the Fed has had the banks in a position where they
have $300 to $400 million of net-free reserves, for the most part.

My question is this: If Mr. Martin did carry out his threat to
prevent the banks from increasing their holdings of governments, he
would have to put them in a position where they would have to have
virtually no net-free reserves, would he not, Dr. Heller ¢

Mr. Hecer. The impact of the financing of a deficit that would
grow out of the present economic situation, plus the tax program, will

epend in considerable part, on what the Federal Reserve System does
to the reserves of the banking system. When we look at the relation-
ship between monetary policy and fiscal policy in this period, we have
to look at it in terms very largely of the impact on reserves. If the
reserve position is kept easy, then the banking system can absorb part
of the Government debt. It may not necessarily purchase this debt di-
flectly—it did not do so in 1962—but it may make it easier for others to

050.

If the reserve position is tightened up, of course, the banking system
would be in a very tight position and not in a good position to absorb
the Federal debt .g)at»would arise out of the program.

Representative Parman. I wish you would answer more clearly the
latter part of my question. In order for him to carry out this state-
ment, 1f he actually expects to carry it out, and I am afraid he might,
would he not have to reduce that $300 or $400 million down to prac-
tically nothing ?

Mr. Hevoer. What I was trying to say was that I don’t want to put
a specific reduction in the works here in answering your question. But
he would have to tighten those reserves, you are quite right, in order
to carry out that. I don’t know whether Mr. Ackley wishes to com-
ment further on that point. , , h

Representative ParManN. Would you like to, Mr. Ackley?

Mr. AcerLey. I would only add that if there were no expansion in
the total volume of reserves available to the commercial banking sys-
tem, then, obviously, the increased financial demands that accompanied
an expanding economy would have to be met with a constant supply of
money, and this would have some effect in tightening interest rates and
tightening the availability of credit—not necessarily a large effect,
but, necessarily, some effect.

To avoid such tightening there would have to be some expansion in
reserves at the same time that the expansion of demand occurred.

Re%resentative Parman. I believe that the Federal Reserve people
have been trying to reach some understanding with foreign central
bankers concerning coordination of monetary policies and avoiding un-
due runs on the dollar.

Would it be improper for you to say whether or not there is any
understanding between the Federal Reserve and the administration
which would assure you that the Federal Reserve will not wipe out
the effects of the tax cuts?
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Mr. Hecrer. Mr. Patman, there has been quite close consultation
with Mr. Martin on the part of both the President and .the Secretary
of the Treasury, the Director of the Budget, and the Chairman of
the Council. 1T believe that the dangers inherent in an unduly restric-
tive monetary policy, the dangers inherent in terms of offsetting the
impeact of a tax reduction, for example, are very thoroughly under-
stood.

I think that the actions of the Federal Reserve in the past year and
a half or 2 years in maintaining at least a mildly expansionary mone-
tary policy throughout the recovery, are a reflection of the under-
standing within the administration concerning the necessity for a
balanced and coherent expansionary policy. If you put it in terms
of an explicit agreement to do explicit things, no such understand-
ing exists. But I believe that the issues are well understood and have
been discussed between Mr. Martin and other members of the
administration.

Representative ParmMan. There is no wink or nod, or anything like
that, then, involved in it? You just don’t know what will happen?
Or an unconversational understanding ¢

Mr. Heer. Well, the Federal Reserve is a relatively independent
agency, and it is difficult to predict at any given time what they will
do. However, they are operating, it seems to me, within a general
understanding of the requirements of the economic situation.

Representative ParmaN. Would you concede that, if Mr. Martin
did carry out his threat, if it was a threat, to wipe out the effects of
a tax reduction, it would be devastating to the administration’s plan ¢

Mr. Herier. Indeed, if such a monetary policy were carried through,
it would be devastating. That is a good part of the subject matter
of our exploration in chapter 2 of our annual report, on methods of
financing the current deficit, which discusses the various ways in which
the monetary policy could facilitate or thwart fiscal policy.

Representative Patman. I am very anxious to see the Federal
Reserve work with the administration as it did years ago when we
kept our interest rates on the national debt down to 2 percent over
12 of the hardest years in history. It never went above 2 percent
on Government bonds and no Government bonds went below par,
which I think was a pretty good record.

I think, if we had maintained the Roosevelt and Truman rates—
and I want Mr. Curtis to hear this—if we had kept the Roosevelt
and the Truman rates, we would be paying $5 billion a year on the
national debt instead of $10 billion this year.

Chairman Doueras. Senator Sparkman.

Senator SpARKMAN. Dr. Heller, I want to add my word of com-
mendation to you for a very fine statement which you have presented.
I think it is as good a statement as could be prepared on this subject.

Mr. Herier. Thank you.

Senator SparREMAN. It is very explanatory and I commend you for
it. There are some questions in my mind, and there have been ever
since the proposed tax reduction was announced. I naturally would
like to see a tax reduction, and I think that would be true of people
generally throughout the country. But I think there is a genuine con-
cern as to whether or not the tax reduction will work in the manner
predicted.
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Your statement has well explained why the predictions were made
and on what basis they are now made. I recall that, in 1954, we gave
a tax reduction and, also, if I remember correctly, the tax incentive
for the purchase of new plant and new equipment. I think that was
in the act of 1954.

Mr. Herrer. Accelerated depreciation ; yes, sir.

Senator SPAREMAN. Yes; and we had a considerable upturn in the
economy the following year and the year after that. Then, as I un-
derstand your statement, there was a brief plateau in 1957, following
which we had a recession, a dip that I presume could be accountable
in large part for the largest single deficit we have ever had in peace-
time in this country, $13 billion, I believe, or $12.8 billion.

Mr. Hecrer. $12.4 billion on an administrative budget basis and
$13.1 billion on a cash basis in fiscal 1959.

Senator SparkmaN. Well, we shall say $13 billion. I have heard
the statement made many times that that was the outgrowth of the tax
reduction of 1954.

Is there any merit in that statement ?

Mr. Herrer. That the recession was the result?

Senator SparkMAN. Yes, that what we did was to overbuild, and we
now have a great deal of idle capacity in this country as a result of
having overbuilt following that program in 1954.

Isthat true?

Mr. Herrer. There is no question but that in 1955 to 1957 there was
a very considerable investment boom. There is also agreement, I
believe, that some of that boom, by no means all of it, could be at-
tributed to the accelerated depreciation provisions.

However, a very large part of it was attributable to the fact that
we had not yet closed the gaps that had been opened up in our capital
equipment by depression and by war. We still had very large
backlogs of demand for plant and equipment, for new capacity, which
had to be satisfied in that first postwar decade.

Some people turn it the other way around, Senator. They say
that part of our problem is that we did not put in another tax reduc-
tion around 1957. Gabriel Hauge, the other day, in a symposium
we had in New York, said that he regretted that the Eisenhower
administration had not put in a further tax reduction “6 years ago.”
The 1954 reductions had been successful in stimulating the economy.

Senator Sparkman. Isn’t it true that since 1957 we have had excess
plant capacity ?

Mr. HeLrzr. Yes; we have,

Senator SpARkMAN. Or at least unused plant capacity.

Mr. Herrer. Unused plant capacity because we have had inade-
quate markets for the products of those plants.

Senator SpargMAN. And is this a large part of the theory behind
this proposed tax cut, that it will step up consumer purchase to the
extent that this excess capacity will be utilized ?

Mr. Herrer. That is a very substantial part of it, just as the stimulus
to investment in the reductions in corporate rates and top bracket
rates are an important part of the program. Investment incentives
have already had the benefit of 1962 actions on the investment tax
credit and revision of depreciation guidelines.
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The major emphasis in the program this year, in dollar terms, and
in the distribution of tax reduction between corporate and individual
taxes is on the strengthening of consumer markets for the output
of new plant and equipment.

Senator SpargmaN. Ithought that considerable emphasis was being
placed on plant investment in the charts.

Mr. Herrer. That is a result of the fact that at the same time that
you reengage your unusued resources, you, of course——

Senator SPAREMAN. Start needing more?

Mr. Herier. That is one of the characteristics of getting to full
employment, that you push against your existing capacity and stimu-
late your rate of growth by bringing more capacity into production.

Senator SpargMAaN. Do you think that it is designed in such a way
as to avoid a boom in plant investment or an overbuilding of new
plant, new equipment, so as to avoid an excess capacity ?

Mr. Herier. I think economists are well advised not to pretend
omniscience in these matters, Senator.

Senator SparkmaN. I realize that.

Mr. HeLrEr. But as far as the balance of the program is concerned,
this underlying $8.5 billion, which is a close approximation of the
final effect of the program, provides a foundation of increased market
demand that can support a very substantial increase in capacity over
the years, given the secondary and the tertiary effects and the normal
growth in economic demand.

Senator SparEMAN. As I recall in your statement, you brought out
the fact that we have had relative stability, pricewise, for the last 4
or 5 years.

Mr. Herrer. That is correct, sir.

Senator SparEMAN. Can this program be handled so as to preserve
that stability, or is inflation a real threat as a result of this?

Mr. HeLrer. As we noted in our statement, Senator Sparkman, we
believe, and we think that the facts support us, that the program that
the President has proposed could be introduced without danger of
inflation.

This is based on two fundamental propositions: One is that there
are so many unused resources at the present time that the impact of
this program will go into more jobs, more production, and more in-
come and not into higher prices.

The second proposition is that there are many forces continuing
to make for price stability. For example, world raw material prices
are favorable, increased competition in world markets promotes price
stability, and we might add, as a third factor, that the program, itself,
will stimulate cost cutting. In other words, it will stimulate a
better cost basis for continued price stability and international com-
petitiveness.

Senator SpareMAN. I have just 1 more minute, Dr. Heller. I have
several questions, but here is one that I will ask, which I think you
can answer immediately.

When is it projected that we shall reach a balanced budget under
this program?

Mr. Herrer. The judgment that Secretary Dillon gave was essen-
tially the one that we would agree with, namely, that it will be on into
the fiscal year 1966 or 1967 before the revenue line is likely to cross the
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expenditure line. We think that that point will come earlier with the
tax cut than without it, because of its stimulative effect on the
economy.

Senator SpARkMAN. Thank you, Mr. Chairman.

Chairman Doueras. Senator Proxmire.

Senator Proxmire. I would like to join at least my Democratic col-
leagues in commending you on the message. There are a couple of
things in it that I think are particularly good. I like your emphasis
on developing human skills, and stressing the necessity for providing
the capacity to adapt to our rapidly developing and changing
technology.

Mr. HerLrer. Thank you, Senator.

Senator Proxmire. 1 also like the idea of changing the corporate
tax structure and turning it upside down so that the basic tax is 22
percent instead of 80. This is mighty helpful to small business.

It is one thing that a lot of us in Congress have supported for a long
time. As you have pointed out, this is something that I think is going
to stimulate the small business section of our economy a great deal.

There are a couple of things that disturb me quite a bit. I am in-
clined to share Congressman Curtis’ alarm in terms of this analysis
of the gap in our resources. I think Congressman Curtis’ skillful
questioning did bring out the fact that you are basing this not so
much on historical records of growth, the percentage growth, and I
think you are wise in not doing it, but on the fact that we have 4
million people out of work, and we have our factory capacity about
83 percent utilized.

My question is: Why don’t we ever have any emphasis on recogniz-
ing the possibility of diminishing the supply side of our employment
equation? The fact is that if we did not have social security today,
we would have 16 million people out of work, because people on social
security would all be looking for jobs. Either that or on relief. They
would need some more income to keep alive. Social security has
reduced our unemployment greatly.

Why can’t we at least think of the possibility of earlier retirement ¢
Labor unions, with considerable force, have argued for a 85-hour week,
which has almost no support in Congress, and which I can see has a
lot of difficulties in terms of cost and so forth.

Why isn’t there any consideration, either in this report or very
much emphasis in the President’s report, on the opportunity for
earlier retirement, No. 1, and No. 2, trying to persua,ge our young
people to stay in school longer, perhaps by mandatory school-leaving
age at Qa, higher rate, 17 years instead of 14, 15, or 16 years, which it
isnow?

Mr. Herier. Senator Proxmire——

Senator Proxmire. This, incidentally, would greatly reduce also
at the other end of the scale the unemployment pool.

Mr. Herper. Senator Proxmire, I think this has to be answered
in two parts, one applying particularly to early retirement, and to
artificial reductions of the workweek, which is also implicit in your
question. The other is to the proposal to lengthen the period of
schooling, and so on.

As a general proposition on the human side, the objective is to
provide jobs for those who are able and willing to work, who are
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seeking work, simply in terms of human fulfillment. And many
surveys, both in this country and in Canada over the years, have
shown that people prefer—in terms of their own psychological drive,
let alone their economic drives—to work, rather tﬂan not to work.

Senator Proxmire. The option is not available to our older people.
I think I have shaken a million and a half hands in Wisconsin, mostly
at plant gates. The thing that our working people want very much is
the opportunity to retire earlier. I can see the difficulties in providing
an immediate 60-year retirement with full social security benefits. 1
think we have to work at this gradually. But why isn’t there some
consideration to this?

It seems to me that there is real wisdom in the workingman’s argu-
ment, No. 1, that they would like to retire while still young enough
to enjoy it, and if they do retire they open a job for someone else. But
if you are 60 years of age, and you have been working at a job for 40
years, you don’t have the optior: to retire and you have to wait until
65, or 62 with reduced benefits.

Mr. Herier. This figure was reduced in Congress the year before
last, to 62. I think that the general principle of option and free
choice, which is fundamental to our market system, is a good one.

At the same time, anything that would artificially induce people to
withdraw themselves from the labor market, more or less against their
wishes, or that would artifically cut hours below those which they
would like to work, would deprive them of freedom of choice and, at
the same time, deprive the country of a major resource that we need
in terms of economic growth, in terms of national security, in terms
of leadership in the free world.

We are very loath to see measures taken that would deprive us of
this source of growth in our economic strength.

Senator Proxmire. But isn’t the principal basis for growth, real
growth that we need, not a matter simply of reducing consumers’
taxes so they can go out and buy more automobiles, television sets,
refrigerators, or maybe another house, but isn’t the real basis for
growth the development of human skills, so that peo%) e will devote
more time to education, and more effort to education? This is gen-
erally a public effort.

It is true that we can provide incentives for individual education,
but if we are going to really make this economy of ours grow, we have
to build it on the%oasis of increased human skills, not on the basis of
just having people have a few more consumer satisfactions.

Mr. Herrer. That is why I was dividing my answer into two parts.
I thought when you suggested the longer period of schooling for people
at the lower end of the age groups, that this works very much in the
Tight direction as far as the taproot of economic growth is concerned.

Senator Proxmire. It works both ways. It diminishes the unem-
ployment, and we have a million dropouts every year, many of whom
cannot find work. The single largest group ofy unemployed is the
age group 14 to 19 years, and it has been largest for years, and it will
be a million and a half in a few years.

We can drastically diminish that and give them constructive train-
ing. The results where that is tried is striking. In Mil-
waukee, we spend 414 million for vocational education. %’hiladelphia,
three times as big, spends one-seventeenth of what we spend. We
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have 5-percent dropouts in Milwaukee, the best record of any big city
in the country, and the national average on high school dropouts is
40 percent.

t seems to me that here is a good way, a constructive and economical
way of reducing unemployment, and providing the basis for growth,
without this kind of endless deficit financing, which is very hard for
me to accept on the basis of my traditional bias.

Mr. HeLier. I would like to say, Senator, that I agree entirely that
the investment in the education and training of youth offers a very
large payoff, and this is something that is not simply an assumption.
Very careful studies of the payoff on education show that it is one of
the best investments we can make, and that it makes the kind of contri-
bution that you suggest to the uneml{))loyment problem.

I am not sure it makes the contribution to the Government spending
problem that you suggest. In other words, education and training to
upgrade labor skills, knowledge, and wisdom is a very expensive

rocess.
P Senator Proxmire. There is a big payoff, though, too. A lot of us
argued that the GI bill of rights resulted in increased Government
revenues from the people who received the additional education, who
earn more money and pay more taxes.

Mr. Herrer. I would agree, but in the intermediate period, of course,
you have to incur an increase in Government expenditures.

Senator ProxuMire. It seems to me that this is the sort of construc-
tive deficit which is more hopeful than the deficit of just decreasing
income taxes.

Mr. Herrer. I am not inclined to disagree with the objective that
you state. In fact, I very much agree with it. At the same time,
unless we have the consumption that pushes against our productive
capacity, we are not going to get the growth in our overall productive
potential that we otherwise would have. So it isn’t just consumption,
per se. It isconsumption for growth,if you will.

Senator Proxmire. I have one more question.

A year ago President Kennedy, in addressing the Congress, talked
about the period of 10 months of growth that we had, which was less
than we have now, and said :

To plan a deficit under such circumstances would increase the risk of infla-
tionary pressures, damaging alike to our domestic economy and our international
balance of payments.

If that was a true and accurate statement at that time, why is it not
an even truer and more accurate statement now, since we have had,
as he said this year, 22 months of uninterrupted recovery, we
have a lesser unemployment %problem, we have a better utilization
of resources, somewhat better? Why this sudden and dramatic and
drastic shift, just turning around his position entirely ¢

Mr. Herier. I am happy to comment on that, although somewhat
unhappy as to its implications concerning our economic forecast of
a year ago. The President’s statement last year was made in the light
of the administration’s forecast of a continued, brisk recovery in 1962,
one which would be carrying us on the path toward full employment:
by mid-1963.

To have superimposed on that path a substantial Government def-
icit would have offered some threat of inflation along the lines that
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the President was mentioning. It has turned out that the economy
did not expand at that rate, and both the budget message and the
Economic Report of a year ago said that if it did not expand vigor-
ously, then a deficit would become a cushioning factor to underem-
ployment. of our resources. So the statement can be readily recon-
ciled. The anticipated developments which underlay that statement
did not in fact materialize.

Given the underutilization of resources, and the fact that our gap,
between actual and potential output has not narrowed in this past
year, it is entirely appropriate to have expansionary policy in the
form of a tax cut, a tax cut which is designed to provide an expan-
sionary push. The deficit isn’t the object of the exercise. It is the
reduction of the drag on people’s incomes and people’s incentives.

Senator Proxmire. My time is up, Mr. Chairman.

Chairman DoucrLas. Mr. Reuss.

Representative Reuss. Mr. Heller and Mr. Ackley, I, too, want to
join with my colleagues in praising your excellent report, and par-
ticularly the final exhortation to the members of the Joint Economic
Committee who are in agreement with its general analysis to go out
and try to convince their colleagues in (%ongress to carry out its
recommendations.

Mr. Herigr. Thank you.

Representative Reuss. My first question is: Suppose we do that, and
suppose, armed with these charts and the general analysis, we are
extremely persuasive, and suppose Congress concludes that anything
worth doing at all is worth doing well, and notes that the tax reduc-
tion program designed to carry out this analysis will produce an
$11.9 billion deficit in the upcoming fiscal year, but will not reduce
at all the very serious 5.6 percent unemployment we have; suppose
Congress, therefore, concludes that instead of the tax cut recom-
mended, it is going to put into effect a tax cut as of January 1963
which will have a more immediate impact, and specifically which will
bring unemployment down to around 5 percent, or possibly even
better, by the end of 1963, and which would, by so doing, hasten the
happy day of a balanced budget from 1966 or 1967 to an earlier year?

‘What would be bad about that?

Mr. Heuier. Mr. Reuss, what you are talking about is more or
less pushbutton tax legislation which, of course, has never been
characteristic of the congressional process, and understandably so.

Representative REuss. We could make the tax decrease retroactive
to January 1, 1963.

Mr. HeLiEr. In a sense, of course, the President’s program does pro-
vide for tax cuts retroactive to January 1. both explicitly in that
corporate tax change, and implicitly in the individual income tax
change in that the cut will be reflected in a reduction of liabilities for
the year as a whole.

In other words, when you fill out your 1963 income tax return, it
will be a reduction in tax liabilities for the year as a whole.

Representative Reuss. But the whole thing, if it is done, will still
result in as large a percentage of unemployment next December as we
have now.

Mr. Herrer. You are posing, really, a different question, and that
is, Why not have a larger part of the program go into effect on January
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1, creating, at least temporarily, a larger deficit? The answer to that
is in part economic, in part psychological, which can be, I suppose,
broken down into both economic and political aspects.

The economic part of the answer 1s that there are many people, as
we are well aware, who fear the size of the deficit, per se, even though
economic logic and past experience indicate that the deficit can i
managed without inflation. These people, in terms of the psycho-
logical factor of business confidence, in terms of consumer confidence,
will influence the impact tax reduction will have on the economy.
Likewise, there are those abroad who—although not in the majority,
as evidenced by the fact that we have been urged by our colleagues in
the OECD to undertake expansionary policy in their interest as well as
ours—there are many who would fear an excessive deficit and this
might have implications for our balance-of-payments position. I
think this is part of the explanation of the rat%er moderate schedule
of tax reductions.

Also—although you have partly cut the ground out from under this
second part of my answer by suggesting that we might aim at 5 per-
cent unemployment by the end of the year—if we were to try to do it
all at once, to move, say, to 4 percent unemployment within a year, this
would call for an increase in GNP that we have experienced in only 1
year in the whole postwar period.

It would involve some risk of the speed of expansion, some risk of
running into bottlenecks, and some risk of inflation that we do not
incur under this present schedule.

Third, X should finally say that if there were absolutely no such
psychological problems as mentioned in the first place, and if there
were the possibility of instantaneous action, I think it would be true
that one would advocate a larger part of the tax increase to go into
effect immediately or at an earlier date.

Representative Reuss. Let me address myself, then, to the two
prongs of your answer.

First, I gather that you are not really pressing the second prong,
when I say, “Don’t settle for 5.6 percent unemployment, try for 5 per-
cent unemployment,” you are not suggesting to this committee that
our economy would inevitably suffer in%ation if we do anything about
unemployment at all this year?

Mr. Herzer. I'am not.

Representative Reuss. So you are left with one prong, the psycho-
logical one, aren’t you?

r. HELier. I think the third tine of this fork is not to be ignored
either. That is the problem of the congressional process, how fast you
can move in that process. That is one that inevitably conditions the
recommendation that the President makes. No President lives by
economics alone, and no Chairman of the Council, or Council member
who is realistic about his role in these matters, would suggest that he
should live only by the economic dictates. These have to be blended
with the institutional and psychological realities of the situation.

Representative Reuss. Then let’s get back to tine 1, which is the
point about the size of the deficit. Was there actually a value judg-
ment made by you and your associates that people in this country and
abroad could stomach an $11.9 billion deficit Witlilout getting upset, yet
would somehow have an upset point at, say, a $13 billion budget deficit,
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even though that $13 billion deficit would, by the tax reduction which
caused it, bring about a reduction in unemployment to the order of 5
percent ¢ . ]

Mr. Herrer. Inevitably, in the process of fixing on a program which
would yield roughly a $12 billion administrative deficit—and I might
note only about a $10 billion cash deficit—judgments of this kind have
to be made. The precise limits of that judgment involve, of course, a
great many choices and a great many considerations that went into the
final deciston. .

Representative Reuss. Let me ask another question.

On page 59 of your report, on monetary policy, the second para-
graph, the last three sentences, you have three very interesting sen-
tences which I will read :

No country can permanently balance its international accounts by interest rates
so high that its productive potential is kept underutilized and its labor force
underemployed. Nevertheless, defense of the currency may require vigorous use
of monetary instruments, and there can be no doubt that the U.8. authorities are
prepared to take whatever steps are necessary to defend the dollar. An expan-
sionary fiscal policy will give them greater freedom to do what has to be done.

This sounds to me as if you are acquiescing in what this week’s
Business Week says the Federal Reserve is doing. They have an
important story saying that the Fed has made the first basic shift
in %edera] Reserve monetary policy in 214 years, and is tightening
credit.

T wonder whether it wouldn’t be better national policy, instead of
letting the so-called constraints of the balance of payments under-
write a tightening of credit, which is inevitably going to hurt growth,
to do what the Joint Economic Committee in its reports for the
last year and a half has been urging, that we ask our European
partners to form an adequate payments arrangement so that normal
capital flows between countries do not cause us to have to adopt re-
strictive monetary policies.

I wonder if that wouldn’t be a better approach. Yet I note with
regret that you don’t say anything about tﬁat, and, instead, you seem
to adopt the line that the way to defend the dollar is to raise interest
rates.

Mr. Hevrer. Let me respond to the several parts of that question.

First, I should say that we feel that balance-of-payments consid-
erations and gold outflow considerations do place a floor, in a sense,
under what expansionary monetary policy can do. We have stressed,
however, both in our annual report and in testimony before this
committee on repeated occasions that we don’t believe that interest
rates should be one iota above that floor set by these international
economic considerations, because of the deleterious effect that that
would have on domestic expansion.

Yet if we did encounter an unexpected run on the dollar, surely
one of the instruments that we have most readily available is short-
term shifts in the interest rate. We would be extremely reluctant to
see that used, but if it involved a choice between defending the dollar
or not defending the dollar, of course it would have to be used.

. As to the second part of the question, isn’t it a better solution to
improve our international monetary mechanism to provide protection
for such situations? We would agree that one has to proceed on that
front simultaneously with strengthening the domestic economy. We
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have, of course, already made a number of improvements, both through
the arrangements made for swaps with other countries’ currencies,
through tﬁg standby credit of the IMF, and so forth, but we would
agree that this problem needs continuing attention.

In chapter 4 of our annual report beginning on page 127, we have
explored this subject under the heading “Strengthening the Interna-
tional Monetary System. It is true that we reach a somewhat cautious
conclusion when we say that “some incompletely resolved problems
still face us,” but that phrase is meant to cover just the very kind of
concern that you are expressing, that we should continue to explore
over the longer run the adaptation of the international monetary sys-
tem to growing world trade and to the temporary imbalances that
occur among countries in their gold and balance-of-payments situa-
tion. In that respect, we are entirely in agreement.

Representative Reuss. My time is up, but I would express the
hope that you would use the power of tfl)e Council of Economic Ad-
visers to make interim reports to the Congress, which you have so well
used so far in the last 2 years, very soon, to give a little more content
to the present language on page 129 in which you say that there are
some problems left and “constant attention” and “continuing study”
are necessary.

I think you could well come forth with something a little more
pointed on that. We will hope that you will. Thank you.

Chairman Dovucras. Senator Pell?

Senator Perr. I,too, would like to thank you, Dr. Heller, for a clear
and well presented report.

Mr. HeLier. Thank you.

Senator Perr. I think we are all for tax reform. The best idea, I
suppose, would be to lower income taxes even further and have no
deductions except for calamity. There would be one tax deduction
and we would all know where we stood. I think the program which
has been presented is a good step in this direction.

I must say, even as a liberal Democrat, I have doubts about whether
it is sound policy to accept this continuing series of deficits. I think
we would like to see a balanced budget. This worry, I think, is felt
throughout the country as well.

I was wondering why in presenting the tax package you did not go
further in the area of tax reforms, why you gid not propose to step
up the estate tax, for instance, which would not directly relate to
consumer spending, which is what you are after. Why you did not
again seek to establish the “anticheat” dividend and interest withhold-
ing tax.

Mr. Hevier. I think Secretary Dillon on Thursday will be able to
give you more satisfying answers to that question than I. I will make
two comments: (1) That the interest of the country in tax reduction
is so great that to overburden the tax reduction with full-scale tax
reform would perhaps have lessened its chances and delayed its enact-
ment very considerably.

I think that experience over the past dozen years, if not longer, has
demonstrated that reform comes hard, that the dream of a thoroughly
comprehensive reform to restore the tax base offset by tax reductions
1s just that—a dream, if you think of doing it all at once. I make that
as the first comment.
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As to the second comment, Secretary Dillon’s answer, as he gave
it yesterday on television, was that the interest and dividend with-
holding was rejected by Congress, that there was a substitution of
a more rigorous requirement of information returns, and he felt it
was inappropriate to come back with a recommendation for interest
and dividend withholding until there had been some experience under
this alternative approach, particularly with the use of machine tech-
niques, and so on.

I think I should rest on that answer.

Senator Perr. I would like to establish to my satisfaction the sound
basis for the theory that the tax reduction would produce enough in-
crease in GNP so that the tax revenue will come up to snuff by taking
a look at past experience or history.

What other nations have tried this seemingly rather fully grown
experiment that I had not even heard of 2 years ago, but which I
gather has long existed in theory? What other nations have tried
to reduce taxes and thereby hoped to increase the tax revenue in the
long haul, and what have been the results?

Mr. Herrer. There are some rather good parallels to the proposed
tax program here in the experiences of Germany, of Austria, and of
Japan. Naturally, in other countries, given the differences in circum-
stances, they will not be exactly comparable with the present situation
in this country, but I do think it is quite in point to note that Germany
had successive tax reductions throughout the 1950’s, including a major
tax reduction in 1957-1958, in the face of budget deficits, at least
budget deficits in terms of our methods of budgetary accounting. Take
their July 1958 major tax revision, for example, in which they had a
substantial reduction approximating DM 2.2 billion of tax reduction.
This was in the middle of a series of deficits of somewhat under DM3
billion in-1957, 1958, and 1959—and they cut back their revenues and
increased their deficit and, of course, enjoyed continued, very marked
e'xga,nsion, as well as reachieving a budgetary surplus in 1961.

enator PeLL. Wasn’t this the period when the Common Market
was rapidly taking shape, and might that not have caused the expan-
sion during the years you mentioned ?

Mr. Herier. Please don’t misunderstand me. I am not saying that
we can put our finger precisely on that tax reduction and say that this
was the cause and all of their expansion was effect. But they did have
cuts in 1953, 1955, 1957, and 1958. This certainly had a stimula-
tive effect on the economy.

Senator Perr. Taking into account the fact that the whole economy
of Europe was booming in those years, I wonder if you can take an
example perhaps further back in history, a time when conditions
remained generally static, perhaps even in another part of the world.

Mr. Herier. I don’t have one at my fingertips. I have looked only
at the postwar period. It is true, however, that in the 1957 period
Germany had had a slowdown in its growth rate, in its growth of
national income, and that this picked up again after the tax reduction.

The Austrian case is even more spectacular in a way because they
have reduced their taxes very drastically, a%a.m and again, incurring
deficits in the process, and very substantially expanding their gross
national product.
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Senator Peri. I wonder if I could ask unanimous consent to have
inserted, into the record, a statement by the staff of Dr. Heller, con-
taining the figures that they have drawn upon.

Chairman Doueras. Without objection, that may be done.

(The statement referred to follows:)

BRECENT TAX REDUCTIONS IN OTHER COUNTRIES

There are many examples of recent tax reductions in other industrial countries.
Three countries—West Germany, Austria, and Japan—have had a series of
significant tax reductions during the last decade. In each of these countries
reductions in tax rates have been followed by steady increases in tax revenues.
Moreover, each of these countries has been characterized throughout the period
by rapid rates of economic growth and low or falling rates of unemployment.
Although the degree to which tax reduction contributed to prosperity in these
nations is uncertain, reduction of the drain of the increased tax revenues as a
result of economic expansion has unquestionably had a generally stimulative
impact on these economies.

THE FEDERAL REPUBLIC OF GERMANY

Significant tax reductions were put into effect in West Germany in 1953, 1955,
1957, and 1958. The 1955 reduction was a major one, which included a cut in
the top-bracket income tax rate from 70 to 55 percent, other cuts down
the line in the personal income tax, and a sharp reduction in the corporate tax
rate. The 1953 and 1955 tax cuts together represented a gross. reduction of DM
8 billion in tax liabilities at then-existing levels of output and income. This
represented about one-third of Federal Government receipts in that period and
roughly 5 percent of GNP. Yet, the continued rapid expansion of the German
economy led to revenues in 1956 well above their 1955 levels.

The 1957-58 tax reduction was also a major one, incorporating such features
as the establishment of joint returns and more liberal deduction provisions
in the personal income tax, and a small increase in the corporate tax rate ac-
companied by a cut of over 50 percent in the tax on distributed profits. The
gross annual reduction was estimated to be DM2.2 billion—about 7 percent of
Federal receipts and over 1 percent of GNP. This reduction was put into effect
at a time when the pace of economic activity had slackened in Germany, and
in the face of substantial cash deficits of somewhat less than DMS3 billion each in
1957, 1958, and 1959. However, the pace of activity picked up and the German
cash budget had moved back into surplus by 1961.

AUSTRIA

Austrian tax policy has been very flexible, with reductions in 1954, 1955, 1958,
and 1962 far overshadowing earlier increases in 1952 and 1953. In spite of the
series of tax reductions, there has been a continuous secular increase in budget
receipts—which more than doubled from 1952 through 1960—reflecting rapid and
steady economic expansion. Moreover, while budget deficits were registered in
every year from 1952 through 1961 with the exception of 1953 and 1954, actual
deficits have consistently falien short of estimated deficits.

JAPAN

With the single exception of 1960, tax reductions have been put into effect in
Japan in every year from 1951 through 1962. The estimated gross reduction
averaged just over 50 billion yen from 1951 through 1961—or approximately 5
percent of average annual tax revenues.

During 7 of these 11 years, the Japanese ran a cash budget surplus. While
Japanese Government expenditures approximately tripled from 1951 to 1961,
rapid Japanese economic growth raised revenues—even after tax reduction—
enough to cover these expenditure increases.

Senator Perr. As the gross national product goes up, wouldn’t the
cost of Government go up as well, excepting for defense, because
eople will demand more services and better roads, comparative bene-
}ﬁ)ts for veterans and retired people? I wonder 1f it wouldn’t be a
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little fallacious to think that Government spending would stay static as
the gross national product goes up. Have you considered that ?

Mr. Herner. Yes. We have made no assumption that there would
be no increase in Federal expenditures. Those increases under the
pressures of defense and space will, of course, taper off.

Senator PeLL. I am nottalking about defense.

Mr. Heuier. And because of the increase in population and pros-
¥erity, when people are more prosperous, they demand more serviees

rom Government. There will be some increases in the Federal
budget. At the same time, under normal growth circumstances, the
revenues of the Federal Government increase by about $5 billion a
year without any increases in tax rates. As long as the increases in
expenditures are less than those increases in tax revenues—and, of
course, the additional stimulus provided would increase this rate of in-
crease in tax revenues markedly—unless the expenditures were to eat
that up, then, of course, we still would make a gain toward the bal-
anced budget situation.

Senator Perr. Do you have, Dr. Heller, any rough estimate as to
the ideal ratio in an industrial country between the total gross national
product and the personal income tax. In other words, what is the
optimum level of tax revenue where less doesn’t produce enough and
where more would have its diminishing effect ¢

Mr. Henier. It is extremely hard to arrive at this optimal figure.
It is true that we have had the highest ratio of direct to indirect
taxation. Somewhat over 60 percent of total revenues—Federal, State,
and local—come from corporate and individual and employment taxes.
The next highest ratio, I think, is 58, in Germany. Then they tail
on down.

But it would be extremely difficult to say what is precisely the
optimal rate. We are convinced that our total take as well as our
top marginal rates, which are higher than in any other industrialized
country of the world, exceed the reasonable rate in terms of impact
on the economy.

Senator PeLr. Thank you very much.

Chairman Doveras. Mrs. Griffiths.

Representative Grirrrras. Thank you, Mr. Chairman.

I would like to advance Senator Pell’s question one step further.
One of the wittiest of America’s writers, Ed Haley, remarked in a
column that I saw that one of the difficulties with deficit financing is
that it is like getting mixed up with the mob. It is a little hard to
break away later on.

Under the circumstances of a continued tax cut, may I ask yow
what would have to happen before you would recommend a tax
increase?

Mr. Herrer. If it turned out that the combination of forces in the
economy were such as to generate levels of demand that, in turn,
caused Inflation, that caused a resumption of the price-wage spiral,
but, more importantly, caused demand inflation, then I should think
that a symmetrical fiscal policy would have to consider the possibility
of tax increases.

We see no such point on the horizon in the light of the national
levels of demand in the economy, nor of those levels of demand in
combination with the tax reductions that are proposed.

93762—63—pt. 1———4
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Representative Grirrrras. What would the effect of the tax bill be
without the tax increases?

Mr. Herrer. I am not sure I understand your question. Do yvou
mean the $315, billion ?

Representative Grirrrres. Where you recommended increases.

Mr. Herrer. Well, the total tax reduction, leaving aside the struc-
tural measures, would be $13815 billion. However, if you just selected
the structural measures which reduce tax liabilities and let alone those
that increased them, it would rise to over $14 billion.

Representative GrirrrTHs. And it could be sustained?

Mr. Hereer, I was directing my comment to the net reduction of
$10.2 billion, which is the combination of $8.6 billion of individual
tax reductions, $2.4 billion of corporate tax reductions, and an offset-
ting of $800 million from the capital gains provisions.

I would think that for the foreseeable future, within the next 4 or
5 or 6 years, this should certainly not develop into a situation calling
for tax increases. Of course, this bars the possibility of international
emergency, which would put us back on some sort of a war footing.
Then, of course, all bets are off.

Representative Grirrrras. I think you made a very good case for
the Nation for our tax reduction, a national case, but I think your prob-
lem comes in the way it is stated. On page 11, you point out that the
tax decrease would be between $7 and $8 billion, I believe, the total
reduction being $8.6 billion, excluding capital gains revisions. You
were kind enough to mention a little survey I made. I think that the
problem you have is that the individual taxpayer has an economiec the-
ory of his own, and it doesn’t really fit in with yours. They are looking
at taxes as a pretty personal affair. The moment you state to them in
place of an $8.6 billion tax reduction, which to every American
woman must mean that her share is at least a mink stole or a designer
hat, the moment you actually state that it turns out to be that $8.33
that her husband got additionally in his paycheck last week, the far
step between the dream and the reality, I think, is the thing that is
self-defeating and might be disappointing to the average taxpayer.

Mr. Herorr. This may be so. I do not deny, however, that good
things oftenn come in small packages. That is to say, if it is $8 per
paycheck—and I don’t know whether it is a weekly paycheck—that
would be $400 a year.

Representative Grirrrras. But if you give it to them on the basis
of approximately $200 a taxpayer, it is $8.33 every 2 weeks.

Mr. Heruer. Well, again, $8.33 times 25 is $200 in a year. I think
an increase in take-home pay of $200 a year, if it came in the form of
a wage or a salary increase, would be cause enough for an increase in
the standard of living, either consciously or unconsciously, because
most people do live from paycheck to paycheck.

I don’t mean to just generalize my own situation, but I think it is
fair to say that this money will find its way into the spending stream.
On the mink stole, I haven’t seen the quotations on them lately, but
perhaps the mink stole could be bought for that $200 on the install-
ment plan, using the $8 a week to pay off the installment debt on the
stole.

I am not advocating that, but since you brought the example up, I
don’t think it is entirely persuasive.
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Representative Grivrrras. Of course, it is very persuasive when I
asked the question, “What would you do with a $100 reduction in
taxes spread over a period of 12 months?” and I get a reply to a ques-
tion I didn’t ask, and 62 percent of all who reply was, “Don’t cut the
taxes.” That is very persuasive.

Mr. HeLLer. Yes, that does indicate, and I think it well worth com-
menting on that part of your question, an enormous need for public
education in the field of economics, economic policy, tax policy.

The interconnections between the individual tax reductions and the
creation of jobs and the creation of a more vibrant economy are not
nearly well enough understood. Major efforts have to be made along
this line. I think it is quite remarkable that the basic puritan ethic
of the American people should be such that they want to deny them-
selves tax reductions (@) because of their fears of deficits, and the addi-
tions to the national debt; and (&) because they do not understand
that the tax cuts and their spending, in effect, make this contribution
to the national growth and full employment, and offer us the best op-
portunity to get back to a balanced budget.

Representative GrrrriTHS. I agree with you, and I think emphasis
should be placed as you have placed it, on that exact item. But I
think it should be brought home more clearly to every single person
that in place of this being an $8 billion tax reduction, it is “for you,
the individual taxpayer, $100 or $200 spread over a 12-month period.”
‘When they understand it exactly that way, unless you couple with it
the fact that this is of great value to the Nation, to give them back this
money and permit them to spend it, you are apt to receive the same
response that I have received: “Well, if that is all it is going to be,
please don’t bother with it. We need to pay the bills.”

So I think it has a very different connotation to the taxpayer from
that which it has to us.

Thank you very much.

Chairman Douveras. Thank you.

I would like to ask if the committee would approve our requesting
Dr. Heller, if he is willing, to come back at 2:30 this afternoon.

Mr. Herrer. I willbe happy to doso.

Chairman Douaras. 1 WllFaSk unanimous consent, if I may, that the
charts of Mr. Ackley, and the tables and charts of Mr. Moor, with the
explanatory material, be included at the appropriate points in the rec-
ord. Without objection, it is so ordered.

‘We will recess until 2 :30 this afternoon.

(Whereupon, at 12:30 p.m. the committee recessed, to reconvene at
2:30 p.m. the same day.)

AFTER RECESS

(The joint committee reconvened at 2:30 p.m., Senator Paul H.
Douglas, chairman of the joint committee, presiding.)
Chairman Doucras. The committee will come to order.

FURTHER STATEMENT OF WALTER W. HELLER, CHAIRMAN,
COUNCIL OF ECONOMIC ADVISERS, ACCOMPANIED BY GARDNER
ACKLEY, MEMBER

Chairman Douveras. Mrs. Griffiths and Mr. Heller, I want to
apologize for being a few moments late.
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There are two or three questions I would like to ask. .

Many people are saying that they would favor a tax cut only if it
were compensated for by an equal cut in expenditures.

The question I would like to ask is this: If this were done, would it
not take away much of the stimulative effect upon which you count?

Mr. HeLier. Senator, it would take away almost all of the stimu-
lative effect. It is fair to say, however, that in talking about a tax
cut, one looks at two aspects of the drag that taxes exert on the
economy.

One is the drag on purchasing power, on income, on consumption,
and investment demand.

The other is the drag on incentives. It is perfectly true, if you
had paired reductions i expenditures and in taxes, you would still
gain something on the incentive side, though you would more than
offset it on the demand side.

I think you would have to set up these charts on the multiplier in
reverse, if you did that.

Chairman Douceras. In other words, the economic stimulus is de-
pendent upon a Government deficit ?

Mr. Heruer. The deficit is the inevitable part of the stimulus that.
arises from the tax reduction. It isn’t the object of the exercise, but.
it does necessarily occur under present circumstances if you are going
to cut taxes.

Chairman Doucras. Do you have any confidence that this can be:
explained to the American people?

Mr. Herrgr. Mr. Chairman, we have already discussed the diffi--
culties involved in this explanation briefly with Mrs. Griffiths. The
President has pointed out time and time again, and I think this is.
perhaps the most promising line of developing public understanding-
on it, that we really do not have a choice today between a budget:
surplus and no tax cuts.and a budget, deficit and tax cuts.

It is really a question of whether we are going to continue to slide-
backward, so to speak, into one deficit after another because of”
economic slack and economic recession, or whether we take a more-
active posture, a more positive posture, and enlarge the deficit by-
tax cuts for the time being in tlge interest of stimulating the econ--
omy and getting back to balanced budgets.

I think if the choice is put that way, it does contribute somewhat to-
better public understanding of the issue. It is not easy.

Chairman Doueras. Following out the line of questioning which.
Congressman Patman started this morning, if the Federal Reserve:
Board insisted that the deficit must be met out of the savings of indi-
viduals, would not this divert capital from industry and result in no-
net increase in monetary purchasing power, and, consequently, no-
net increase in demand ¢

Mr. Herier. If the policy were—and I do not for a mement believe-
that Mr. Martin Woulg intend this—to raise interest rates to a point
where private spending, capital spending in particular, were depressed.
by as much as the tax cut expanded spending, surely it would be a.
self-defeating proposition.

Chairman Doucras. There has been discussion in the past as to the
best methods of getting out of a recession. Some have advocated’
public works; some have advocated tax cuts. I have been one of the-
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latt(;;r because a tax cut could take effect more quickly than piiblic
works.

But is it not true that in the present instance, which is one of trying
to eliminate some of the stagnation in industry that public works has
a higher muliplier than a tax cut; namely, that the first $8 billion
is directly spent for labor and materials, and then you get the second-
ary effects on top of that so that if the multiplier on the tax cut is 2,
1t 13 somewhat higher in the case of public works.

If it is 2.5 for a tax cut, it might be as high as 3 for public works.
It it is as high as 4, as Dr. Roy Moor seems to think may be possible,
it might be 5. Therefore, public works has a higher multiplier, does
it not, than a tax cut ?

Mr. Herrer. I think you have stated it very well. The public
works are slower to get started, but they do have the assurance of
a 100-percent expenditure in the first round. I might ask Mr. Ackley
to comment further on that.

Mr. Ackrey. I think the difference between the two multiplier
effects can be exaggerated. If, in fact, the effect of a billion dollars
of tax reduction is to increase consumer spending in the first instance
by $900 million, the difference in the ultimate effects of the two is
that the one is 90 percent of the other.

I think that there is not a difference of 1 in the size of the multi-
plier. In addition, there is, of course, the incentive effect of tax
reduction that you don’t get from an expenditure increase. But it
is certainly correct that there is a somewhat higher direct multiplier
factor applicable to expenditures.

Chairman Doucras. Isn’t one of the difficulties with public works
the fact that with the Appropriations Committees that we have in
the House and Senate, money is likely to go into areas where unem-
ployment is not high, but where seniority is high, and it will not
benefit the areas in need ?

Well, I don’t ask you to reply to that.

Mr. HeLer. We have not run any correlations, let us put it that
way.

Chairman Dougras. I have one final question.

Mr. Herrer. May I make one comment, Mr. Chairman, on that?

Chairman Doueras. Certainly

Mr. HeLiEr. In contrast with what happens to the ordinary public
works appropriation procedure, the Public Works Acceleration Act,
by law goes into the areas where it is needed most.

I believe this act has had a very salutary effect. As you know, the
President is pressing for the remaining $500 million appropriation
under that act.

Chairman Doucras. Yes. Itisa bigimprovement.

I have one final question. We hear a lot about the public debt,
and certainly I am not enamored of debt, but what has been the ratio
of public debt to the gross national product in the last 16 or 17 years?

Mr. Heruer. As we pointed out in our report on page 78, taking
the gross Federal debt, the ratio to the gross national product was
123 percent at the close of 1946.

Chairman Doucras. It is about 267 to 220? Was that the ratio?

Mr. Herrer. Your memory is better than mine on that.

Chairman Doveras. I think it was approximately that.
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Mr. Heroer. 260 in the total debt. Yes, those are the approximate
figures. The ratio of 123 percent has dropped to 55 percent by the
close of 1962.

Chairman DovucerLas. Only a little over half.

Mr. Herrer. That takes it on a gross basis. On a net basis. taking
only the Federal debt held by the public, it has dropped from 97 per-
cent to 39 percent.

Chairman Doveras. You have noticed, have you not, the reports of
the House Committee on Government Operations which give the value
of real property owned by the Government in terms of original cost?

Mr. HerLer. We note that in our report on page 82.

Chairman Doucras. As I understand it, they show a value in terms
of original cost of land and buildings and other property owned by
the Government of approximately $298 billion as of last July.

Mr. Herier. Yes.

Chairman Doueras. This is original cost. If one were to take re-
production cost or market value, even allowing for depreciation, the
value of real and personal property owned by the Government would
probably be greater than $298 billion, would it not?

Mr. Herrer. Yes, it would.

Chairman Doueras. Mr. Curtis.

Representative Curris. I want to return to those charts.

Is the multiplier effect you are assuming based on the present tax
structure? How will the proposed tax structure change it? Wouldn’t
your multiplier effect be altered in that process?

Mr, HeLrer. May I ask Mr. Ackley to respond to that?

Mr. Ackrey. Yes. The multiplier effect moves inversely with the
size of the so-called leakages, and the lower the tax rates the higher
the multiplier effect. Actually, our estimates did attempt to take
account of the new proposed schedule of tax rates, rather than the
existing ones.

Representative Curtis. So your multiplier is a theory, too? In
other words, you have not used the present tax structure? The multi-
plier assumes the effects of the new tax structure.

Mr. AckrEey. It tries to use the relevant relationships: ves, sir.

Representative Corris. Just for the record, I obtained an unofficial
estimate from the Department of Commerce on the average rate of
savings from 1920 to 1929. It was 4.5 percent. I must say. though,
there was a fluctuation in that period from 1 percent to 7.5 percent.
This indicates that we are being a little too presumptuous to assume the
1950-60 savings rate will remain in the future.

It is important to find out the basis on which these savings rates
vary because it is such a large part of your basic assumptions. Is
that a fair observation ?

Mr. Hevper. I would say that anything that influences the saving
rate is, of course, important in assessing the size of the multiplier.
But the whole postwar experience since 1950 does support this basic
proposition of a 6 to 8 percent saving rate and the postwar experience
that reflects very substantial changes, as I was saying earlier, in the
degree of stability in the economy.

Representative Curtis. Yet the rate was about 3 percent during the
1930’s and 4.5 percent in the 1920’s. T don’t know the rate during the
1910’s. As a matter of fact, I understand we lack accurate figures
before 1929.
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Mr. HeLier. Beyond 1929 we don’t have very accurate figures. Two
comments should be made. One is, of course, 1f the saving rate should
slide back down to such levels—which I would regard as very doubtful
in the light of our present financial and economic structure—that, of
course, would raise the multiplier, because it would mean that people
would be spending a higher proportion of their income. .

Secondly, I wouldn’t want to take the 1930’s as a guide to our
activities in the 1960’s.

Representative Curtis. I wouldn’t either. I am simply pointing out
that there are different rates. My main point is that consumer pur-
chasing power is not automatically translated into consumer demand.
At least a lag is developing in this area. If the change in theory
ever was accurate, and I certainly question that it was, it has become
less accurate recently.

Let me relate iy conclusion to a specific area—the field of agricul-
ture. In this country, increased consumer purchasing power is not
going to increase consumer demand in the field of agriculture. Yet
here 1s a field where we have a very high incidence of unemployment.
In fact, your presentation and report indicates a shift in agriculture.

‘We have rural unemployment. We have unused capacity. In fact,
Government policy is to encourage a cutback in_agricultural plant
usage. Yet here 1s an area where increased productivity and tech-
nological advancement have been extremely rapid. I happen to think
thisis true economic growth.

For these reasons, our problems are not tired blood, but indicate
rapid technological advancement. We even have a name for it. We
call it automation. I can’t understand how you can call a period like
this one of economic sluggishness.

Mr. Herrer. May I address myself to your agricultural example,
which I think is very much a case in point ¢

Representative Curtis. Yes.

Mr. Herrer. We find in looking at the statistics for the movement
of agricultural population into the cities that at the time of high ac-
tivity in the economy as a whole, such labor transfers are effected very
readily, and the number of workers moving into the urban community
and transferring their productivity, so to speak, from the farm to the
citﬁ isvery high.

ut it 1s only during sluggish periods that this movement slows.
Indeed, one of the reasons %or getting full employment, one of the
reasons for getting high levels of demand, is to create the jobs that
would ease this transition from those areas of our economy where high
productivity is releasing workers.
. Representative Curris. But, Doctor, you always beg the questions
in your answers. You assume this is sluggish. Actually, during this
same period, employment in service industries has been increasing.
In your own charts you have shown certain areas where the un-
employment rate is well below 4 percent. There is a strong demand.
. We also know that the greatest problem in rural unemployment
18 the older person who will not move to the cities easily. I am not
arguing that cyclical movement does not have an impact. Of course
it does. In periods of downturn, your problem is greater than during
anupturn. What is the real core of the problem?
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It seems to me that in periods of rapid technological advancement
you have a higher incidence of frictional unemployment. On page
15 of your statement, I was very pleased to see you list some of the
dramatic shifts. In 1947, 17 percent of our civilian labor force was in
agriculture; in 1962, only 7 percent. You also mentioned employment
shifts in the services and women entering the labor force.

One thing you failed to mention was the impact of the draft law
on the labor market. Another interesting figure which requires study,
in line with the questioning of Mr. Proxmire, is the age at which
people enter the labor force. 'We say our labor force begins at age 14.
Yet I think statistics show that the average person enters the labor
force at age 19. That age has been increasing as our young people
have been staying in school longer. This is a rather dramatic change.

In spite of the listing of all these items which spell very rapid
growth, you say, “As we point out in our report,” and I know you do,
on pages 23 and 24, “careful study does not suggest the current level of
unemployment can be explained * * * by any unusual acceleration
in the rate of worker displacement.” Yet on page 15, you list some
of the dramatic incidents of labor displacement. I don’t see how the
two statements jibe.

Mr. Herrer. The two jibe in the sense that we are looking at the

riod from 1946 to 1962, and in the four postwar recessions and

our postwar recoveries we find a pattern of unemployment, any way
they are analyzed which are essentially consistent one with the other.
There is no indication that structural unemployment, which is a
continuing problem, is really a significantly growing percentage of
the total unemployment problem.

Representative Corris. But that is precisely what we all know about
postwar recessions. Each time we reach a peak after a recession, we
do not return to the previously low rate of unemployment. The rate
has been rising which would indicate, quite clearly that it is more
than cyelical.

I have suggested that a study of the component parts of unemploy-
ment would reveal it is frictional. If we do not treat this with train-
ing and retraining programs, this frictional unemployment would
freeze it into structural.

Mr. Herer. I agree with you entirely on the importance of train-
ing and retraining. Of course, the problem of the successively higher
rates of unemployment is directly related, simply statistically, to the
relative weakening of demand in these periods.

Representative Curris. That is your thesis. We are trying to ex-
amine whether or not that thesis is accurate. I don’t think your thesis
is correct. You beg my question each time.

Mr. Herrer. The rate of growth in demand, statistically, has slowed
down in these periods.

Representative Curtis. How do you measure that?

Mr. Herrer. The total demand of the private economy, of govern-
ment, of exports, of investment, consumers.

Representative Curris. Aren’t you really begging the question?
You are using the gross national product, our production, and relat-
ing it to demand, are you not?

r. Heruer. But these are the sectors, the ones that I just listed,
that generate the total demand for product. Their total demands
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have been diminished. I wouldn’t, as I say, deny for a moment that
we need to have this process of readaptation. I was trying to stress
in our opening statement this morning that there really are three
tracks of policy. One is to increase productivity, to modernize,
mechanize, automate, and so forth. That releases labor. That is what
has been going on in spectacular fashion in agriculture. .

Representative Curtis. But it creates more jobs than it releases in
other areas.

Mr. Henier. It also creates jobs. But as far as the full absorption
of those people who are released, together with the new entrants in
the labor force, you need the second track, which is the expansion
of demand, and to build a bridge between these two you need the train-
ing and retraining.

epresentative Curris. My argument would be that you have the
demand, but you also have a necessary lag which will continue until
you train others to assume new jobs created by technological ad-
vancement. Unfortunately, those displaced by technological advance-
ment tend to be semiskilled and unskilled. This is the greatest im-
pact. It is very difficult to train them in new skills. You must have
an upgrading process in the entire labor ladder of skills.

Mr. Hercer. It is quite true that we need constantly to upgrade
the skills and the mobility of the labor force. It is also true that the
heaviest incidence of unemployment is among the unskilled and semi-
skilled workers, but this incidence has not significantly changed
proportionately during the postwar period.

Representative Cuorris. I thought it had. I know my time is
already up. I am sorry.

Senator SparEMaN (presiding). It has been a very fine discussion.

Doctor, what is your answer to the proposition that Mr. Curtis made
regarding the minimum age group of the labor force ?

or instance, he said it is set at 14, but that as a practical matter
itis19. Isthatright?

Mr. Hevrer. If people between the ages of 14 and 19 remain in
school and are not seeking jobs, they are not counted as part of the
labor force.

Senator SparReMAN. But if they are seeking jobs at that age, you
do count them as part of the labor force ?

Mr. Herrer. That is right.

Senator SPAREMAN. So it doesn’t make a great deal of difference
either way, doesit?

Mr. Hevrer. It really doesn’t. Of course, it means that you have
a somewhat greater total number of unemployed in your count, but,
at the same time, your labor force, itself, is that much larger, and
the impact on the unemployment rate is not very large.

As 1 say, the fundamental criterion is whether a person is actively
seeking a job. If he is in school, presumably that is not the case.

Senator SparkMAN. Doctor, while I have plenty of time, I want to
echo the statement made by Senator Proxmire this morning, and com-
mend you who worked up the tax bill in putting in the first formula
for taxation of corporation earnings, 22 percent in lieu of the 30
percent, just reversing them, or 25 when it is lowered to 47. I am sure
you are familiar with the fact that the Small Business Committee
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recommended that in its annual report several years ago and has con-
tinued to recommend it.

We have had bills in, and, as Senator Proxmire said, a good many.
of us have supported that program for some time. I think it will
be a real benefit to small business. Of course, the benefit goes to all
businesses, but it will be particularly beneficial to small businesses
because so many of them have their earnings in that field.

I may say that not too long ago I sent a letter to President Kennedy
recommending that this be done. Also, I went a step further and
recommended that the minimum be raised from $25,000 to $50,000.
You did not include that in the recommendation. How much differ-
ence would that make in the bill? Would you have offhand just a
rough estimate ?

Mr. Herrer. I do not know offhand. I know that the cost of the
inversion that is putting in the 22 percent is $440 million. Extending
that limit up to $50,000 would presumably not cost quite as much as
that, but, nevertheless, not too far from it. That is just the worst kind
of horseback estimate. I am sure Secretary Dillon will be in a better
position to give you a firm figure on that.

Senator SparkMAaN. I will ask him about it when he testifies. Nev-
ertheless, I do want to commend you for making that change in the
rate. Ithink it will be a very real benefit.

Mr. HerLer. Senator, may I just say that that is really part and
parcel of a basic approach in the tax program, which is to invigorate
competition and to make the market system work. One of the best
ways to accomplish this, of course, is to provide both more incentive
and more wherewithal to the small corporations.

Senator SpargMAN. There is one other item you mentioned. You
said that housing could be expected to continue at about the same
rate. I refer to home construction.

Mr. Herrer. Yes. We think that the high rates of the fourth
quarter, which were about 1,520,000 private housing units, on the aver-
age, are likely to roughly continue in the residential field into 1963.

Senator SpareMaN. I was not going to question that so much, but
I was going to ask you this: Has your office given very much attention
to the increase in foreclosures of FHA mortgages. There has been
quite a series of articles concerning foreclosures in the Baltimore Sun
which you may have noticed. T wondered if your office has been check-
ing into that problem.

Mr. Herrer. We haven’t studied the foreclosure problem as such.
We have tried to look at the housing field and construction field as a
whole, to see whether there are any signs of softness or weakness
appearing. But I wouldn’t say we have looked at the foreclosure
‘problem, per se.

Senator SparkMaN. I may say that the Subcommittee on Housing
of the Senate has been giving some attention to it. In fact, we
started inquiring into it lote last summer. We are collecting a great
many figures in order to determine the cause for the increase in the
foreclosure rate. I thought you might have some information on it.

Mr. Hrrrer. As a matter of fact, this is a case, Senator, where we
would be delighted to benefit from the information being gathered by
vour committee, because it would fit into our studies. I hope our
staffs can get together on that.
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Senator SParRkMAN. Mr. Patman this morning asked questions about
the handling of the deficit that is going to result for the first couple
of years. If the answer was given, I didn’t understand it. This, I
suppose, is not one of your problems, but I wonder how it is going to
be handled so as to avoid inflation. )

Mr. Herner. May I ask Mr. Ackley to comment on that ?

Senator SpaREMAN. Yes. I would like to know what our policy is
going to be to avoid inflation.

Mr. Ackiey. The association between deficits and inflation is far
from a direct one to one relationship. We have had large deficits in
the times of stable prices.

Senator SparRkMAN. I narrowed the question too much when I said
‘with reference to inflation, because I think it bears upon the amount
of savings, and whether or not consumer spending is going to be cut
down, and those things, which we are counting on to bring prosperity.
Therefore, I think it would be interesting to know just how it can be
financed so as to give us the results that we want.

Mr. Ackrey. It seems to me, Senator, that the most important
thing to recognize is that inflation becomes a danger when resources
are fully emp%oyed and when we are trying to put too much pressure
on our resources, and trying to demand more than we are able to
produce. So long as our problem is one of idle resources, and excess
industrial capacity, additional demand is not likely to generate any
serious inflationary problems. Perhaps I am not being fully
responsive to your question.

Senator SpareMaN. I understand the problem concerning inflation,
but I still do not know how we are going to finance this added debt.
‘Will it be by capital expansion, or by %orrowing from the public,
using the savings, or what ¢

Mr. Ackrey. During a period of expansion, people add to their
expenditures, but they also add to their savings. As our chart sug-
gested, a small part of any increment of income is added to savings.

S(;nator SparemMaN. Six percent I believe you estimated, didn’t

ou?
d Mr. Ackrey. To personal saving. This, of course, is only one of
the forms of saving 1n our society. There is saving through business,
business saving, as well. So quite naturally in a period of expansion
there is a demand for additions to people’s financial assets, including
assets in the form of Government bonds, or indirectly for Government
bonds through various kinds of financial intermediaries.

So the problem is not one of a shortage of savings to finance the
deficit. To the contrary, the problem is a shortage of markets. Only
as we bring our operations up to capacity is the problem one of
saving. Or, to put it another way, if we have full utilization of our
resources, we can increase expenditure in one area only if we reduce
it in another.

Then for the Government to attempt to spend more or reduce taxes
would be inflationary because there would be no free resources to meet
the additional demand. But so long as we are dealing with the kind
of situation which we face, the problem. is not one of shortage of
savings.

Senator SparkMaN. Thank you.

Mr. Kilburn ¢
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Representative Kisurn. I didn’t understand your last reply. I
thought that when the confidence in the dollar went down, inflation
occurs.

Mr. AcrLEY. Are you speaking of external confidence ?

Representative KiLeurN. Any confidence. If there is too big a
national debt, people lose confidence in the dollar and inflation
follows.

Mr. Ackrey. We get inflation when people are trying to spend
more than they are able to produce. It is certainly true that in
periods of galloping inflation, peogle come to expect inflation and,
therefore, don’t wish to hold wealth in the form of cash. They try
to get rid of it. This, of course, helps generate the inflation which
is the cause of the trouble. So inflation tends to be self-generating
under such circumstances. But these circumstances have occurred
only very rarely. Certainly in the United States we have had no
period in which that kind of problem has been serious.

Representative KitBurn. And we certainly don’t want any.

Mr. Ackirey. We certainly do not.

Representative Krupurn., I haven’t been here, Mr. Chairman, so
I will not take any more time except to say that I am very glad to
greet my old friend, Walter Heller.

Mr. Herrer. Thank you, Mr. Kilburn. Itisnice to be here.

Senqtor SPARKMAN. Senator Proxmire?

Senator Proxmire. I have found that the biggest objection to the
President’s proposal is not the tax cut, but the tax cut in relationship
to the budget. We can see this in the change in the public attitude
in the few days between the state of the Union message and the
budget proposal after the President said this would mean a $98.8
billion spending program.

I think there is a feeling that since we start with a $8.8 billion
deficit, since the President tells us we are going to spend between $4
and $5 billion more as a starter, on the basis of past experience we
will probably increase spending above that, that a cut in taxes under
these circumstances in a period of relative expansion really does go
against that good old Puritan ethic you talked about, and in such a
shocking and drastic way that it is very, very hard for us to accept.

My question is: Suppose the Congress adopts the policy that many
of us have advocated of reducing spending below what the President
has requested, and suppose we succeed 1 cutting back to the full
extent of the tax cut, which, after all, wouldn’t be a great deal this
year, because I understand that the net effect of the tax cut will be
about $2.7 billion for the calendar year 1963——

Mr. HeLier. On the budget deficit, that is right. The actual re-
duction in liabilities will be about double that.

Senator Proxmire. If we can cut spending by $214 or $3 billion,
trying more, but suppose we did that much, would your judgment
be that the tax cut’s economic effect would be washed out ?

Mr. Herrer. Are you speaking of a $2.5 billion cut from the Presi-
dent’s proposed $98.8 billion ¢

Senator Proxmire. Yes, without discussing any particular figure.
Suppose the Congress succeeds in reducing spending by the same
amount as it reduces taxes, reduces spending proposed in the budget.
I am not saying we can get a balanced budget, but we will reduce the
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spending below the President’s budget by about the same amount as
in the tax cut.

Mr. Herrer. I would say that every dollar of expenditure cut that
is made without a corresponding increase in the tax cut would be an
offset to the stimulus that the tax cut offers to total demand. As I
stated earlier in responding to a question from Senator Douglas, you
would still have some effect on incentives by reducing the taxes in any
-event.

But as far as the overall impact on the demand for the products of
industry and agriculture, and for services—as far as that demand is
concerned—the pairing of tax cuts and expenditure cuts in effect
simply wipes it out and makes it self-defeating.

Sgnator Proxmire. What you are asking for, then, is an increased
«deficit rather than a tax cut, and it makes very little difference if wef
spend more or reduce taxes, but on the other hand, increased Gov-
ernment spending would provide a greater multiplier effect and, there-
]ﬁore, 2that would tend to balance the increase in incentives you would

ave?

Mr. Hewier. I would restate it this way: It isn’t the deficit we seek.
‘What we seek is an increase in the total demand in the economy, a
removal, as it were, of the fiscal drag on spending in the economy.
The President has pointed out

Senator Proxuire. I understand that, but in order to achieve that,
Yyou say no matter whether we do it through the tax route or the spend-
ing route, we will have to achieve a bigger deficit in order to promote
greater demand, stimulate the economy.

Mr. HeLrer. Under current circumstances, the net effect is going to
be the achievement of a bigger deficit, as you either increase spending
or cut taxes. The choice between the two is made on the basis of
whether you want to do your primary stimulating in spending through
the private economy or through the public economy. The President
has opted in this $10 billion tax cut program, obviously, to do it
through the private market economy.

Senator Proxmire. I think Congress certainly shares that opt, ex-
cept that we also feel, or I feel, that this is such a drastic revision
in governmental policy. We have never really done this. The Wash-
ington Post talks about an active deficit, about having a deficit at
a time of expansion to promote still further expansion, a deficit
which is constantly promoted, not something you stumble into be-
cause you fall into a recession.

Before we take this very significant and substantial step, I wonder
if we shouldn’t consider what “we are doing in ‘terms of perhaps
going too far with the uncertain and uneven science of economics.
This notion of just looking at the total picture, the impact of a tax
cut, the impact of governmental spending, I think, has a lot of
weaknesses. It seems to me it is the quality that is so very, very
1mportant.

T have here the “Budget in Brief,” and I find that between 1957 and
1964, 7 short years, we increased our subsidy to aviation from $219
million, as shown on page 60, to $885 million. In other words, a four-
fold increase in spending of subsidies to aviation. Water transpor-
tation was doubled, $365 million to $677 million. Advancement of
business, $122 million in 1957 to $617 million.
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You take these three forms of subsidies to business which have
increased in 7 years from $800 million to $2,179 million. I am arguing
that there is a lot of unjustified waste in this. You have pressure
groups that are pushing for this kind of subsidy. I feel if you com-
pare this kind OE Government spending with spending for education,
which is largely local, and should be, or State, and should be, I think
that the effect in stimulating the economy, in providing for long-term
growth, the difference, is very great.

I would think that we might possibly—and I think it is our re-
sponsibility as Members of Congress—be able to work out a program
which would not result in a greater deficit, but which would result
in higher quality of spending from the standpoint of the publie in-
terest, and either result in no tax cut or a tax cut which would be
paralleled with a reduction in some of the spending which is in this
reduction.

Mr. Herrer. I wouldn’t for a moment suggest that the distribution
of Government expenditures can’t be improved. Obviously there are
points where Government spending is less efficient than some other
points. We always have to be on the lookout for reallocation. I
might say that one way in which the President has managed to cut
back the civilian side of the budget by a small amount, from the
1963 fiscal year to the 1964 fiscal year, has been through changing
some of the priorities; giving somewhat less support to some of the
older programs, and somewhat more support to newer programs.

This has to go on all the time as part of a sound budgetary process.
Indeed, as far as the increases in expenditures are concerned, in the
first 3 fiscal years of the Kennedy administration, compared, say, with
the last 3 years of the Eisenhower administration, the rate of increase
in the purely civilian expenditures outside of space, defense, and
interest has been a good deal less. It has been about half of what
that rate of increase was before.

I am trying to suggest that there is a degree of restraint on the ex-
penditure side which is consistent with this general principle of tax
reduction.

One other point : you mentioned that there was no precedent for this
whatsoever. But the 1954 experience isn’t entirely without relevance.
President Eisenhower presided over a $7.5 billion tax cut in the teeth
of a deficit.

Senator ProxMire. But there were great spending reductions.

Mr. HerLer. Expenditures were coming down from the Korean war,
and, indeed, that is generally regarded as having set off the recession
of 1953-54. If anything, the trouble is that the taxes were not cut
sooner. But they were cut in the face of a deficit.

Senator Proxmire. They were cut at the same time that spending
was cut.

I only have a minute more, so I would like to just ask you briefly
about one more item. I get the feeling, in view of what the President
has said, or more specifically from what you have said this morning,
that if we cannot stimulate the economy adequately with the tax cut
the President has proposed, and I have great reservations about it—I
don’t think we are going to get the reduction in unemployment you
seek with this kind of a tax proposal—you would come back with
another request for a tax cut.
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I say that because you say that perhaps in 1957 the answer should
have been a tax cut that year, a further tax cut. I am wondering how
far we can go with this kind of thing. The theory is that if you cut
taxes you are going to increase revenues, but obviously there is a point
where this isn’t going to work out. You gave the impression to me
this morning, a,n§ I undoubtedly misunderstood you, that we have the
highest tax rates of any industrial country.

Mr. Herier. Income tax rates.

Senator Proxmire. The total tax burden, which is the important
burden, is considerably less. Department of Commerce statistics show
that West Germany has 34 percent of their GNP, France 33, Austria
33, Finland 32, Norway 31, Luxembourg 30, Sweden 29, Italy 29,
Netherlands 29, Britain 28, and the United States 26.

There is no substantial industrial country, except maybe Canada,
which has less than we have now. It would seem to me that these
countries are thriving with higher taxes than we have and moving
ahead, growing faster, the ones that I have listed, in general. How
can we %xl‘ly this theory that if we create a bigger deficit and cut taxes
that eventually we are going to get our answer this way?

Mr. Herier. I think in comparing our situation with theirs we
have to also make a comparison between our situation today and our
situation in the first postwar decade.

At that time—Ilet’s say the first 7 or 8 years after the war, including
the Korean war—we had tax increases. With demand at very high
levels, and, indeed, with a good bit of inflation, the high levels of
taxation did not retard economic activity below those levels that the
available manpower and available capacity could accommodate.

Once your economy falls below—demand falls below, and incentives
fall below—that limit, the tax reductions become relevant and become
necessary.

Another factor is that in these countries, of course, they do have
very high levels of government spending, much higher than ours.
That is what generates the high levels of taxation. They have been,
by and large, spending all of their revenues. Those that we have
made comparable studies of, like Germany, France, the United King-
dom, have even been spending beyond their tax revenues, or have been
running deficits, if we translate their budgets into our basis.

So you have to take into account, as to your earlier question, the
net drag, the net relationship between taxes and expenditures. In
terms of our demands in the private economy, I think the evidence is
pretty clear that that drag is now too heavy, that it is preventing us
from getting to the full employment level that these countries are
enjoying.

Senator Proxmire. My time is up, Mr. Chairman.

Chairman Doueras. Mrs. Griffiths.

Representative Grirrrras. I would like to ask you: Has anyone
ever done any study on the amount, the percentage, of money that is
spent with the Defense Department now in comparison to what was
spent during World War II and preceding World War II, and the
number of man-hours it purchases today in comparison to what it
did then?

Mr. Herrer. I am not sure I have this at my fingertips. I know that
today the Defense Department is purchasing 10 percent of the goods
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and services of this country; that roughly, during the war, we were
using 40 percent of the total gross national product in the war effort.
Those are two percentages that don’t answer your question, but are at
Jeast a first approximation.

Representative Grirrrras. The dollar value and man-hours would,
I would say, today be much more. You are paying a much higher
rate for the man-hour that you are getting than you were during the
war, because the things you are buying are literally handmade, as
compared to production-line items.

So you have built into that 10 percent, as opposed to 50, a lot of
unemployment.

Mr. HeLier. Essentially it is a dual problem, is it not? One is that
productivity has risen so that the number of man-hours required to
produce most products in the economy is lower than it was at that
time.

The other part of it, though, to the extent that you are not on an
assembly-line basis, is somewhat offsetting. Insofar as you do have
these handcrafted items in the defense equipment, more man-hours
will be required for the end product. The thrust isn’t all one way.

Representative GrirriTHs. Before we close this book on lowering
taxes for incentive, I do think it should be made clear that we are not
entirely discounting the fact that we levy taxes to pay the bills.

Mr. Herrer. Ican’t doanything but agree with you on that.

Representative Grirrrras. Thank you very much.

Chairman Douaeras. Dr. Heller, I wonder if I might come back to
the multiplier and its effects again.

Assuming that an $8 billion tax cut goes into effect, and assuming a
multiplier of three, this would mean a %24 billion increase in the gross
national product.

How much of an increase would this mean in tax revenue at the
lower tax rates ?

Mr. Herrer. May I ask Mr. Ackley to deal with that ?

Mr. Acrrey. If an $8 billion tax reduction increased gross national
product by $24:billion, and if we are at least roughly correct that 30
cents of each additional dollar of gross national product increases the
net receipts of the Feederal Government

Chairman Doueras. Which I think is high.

Mr. AcriEY. Possibly high.

Chairman Doueras. ?[‘hree-tenths or 30 percent of $24 billion would
be $7.2 billion. In that case the tax reduction would come close, would
it not, to paying for itself in the sense of additional revenues?

Assuming that Government net receipts increased by 20 cents for
each $1 increase in the gross national product, there would be an in-
crease in tax revenues of $4.8 billion, and a net loss from the tax cut
of $3.2 billion. In other words, an initial loss in tax revenues of about
$8 billion, offset by an increase in tax revenues of $4 billion to $5
billion, would bring an increase in the gross national product of $24
billion if the multiplier is 8.

How much of an increase in employment would you get? There
were 67 million people gainfully employed, on the average, last year.
The average gross national product was $554 billion. That would
mean, very roughly, every employed person on the average produced
:$8.300 of gross national product. So you would get an increase, would
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you not, of somewhere between 2 million and 8 million in the numbers
of the employed. Do you have a more precise estimate ?

Mr. Herrer. We have made some studies, both of the average GNP
per job as of 1962, which is $7,800, and of the marginal GNP that
develops as you increase gross national product. The marginal in-
crease is much greater, of course, than the average.

We carried this back over a number of periods, Senator Douglas,
to see what the increment had been in GNP associated with a given
increment in jobs.

Chairman Doueras. What do you get ¢

Mr. Herier. The figure that we are now using for this is $15,500
on the basis of figures like this: From the first quarter of 1958 to the
second quarter of 1960, a recovery period, the added GNP per added
job was $23,000. From the first quarter of 1961 to the fourth quarter
of 1962, it was $33,600. In the second year of recovery, however, that
dropped, out of that 2-year period, to $13,200 of added GNP per
added job. Going back to 1954, from the second quarter of 1954 to
the third quarter of 1957, the increase of GNP per added job was
$21,000. We derived the $15,500 by taking into account the fact that
in the early part of a recovery from a recession you get a much larger
marginal increment because productivity rises faster.

Chairman Doueras. Your figures on reemployment would be some-
where between 1 and 2 million ¢

Mr. HeLier. The reemployment——

Chairman DouaLas. Agded employment, I meant.

Mr. Hewrer. The added employment on the way from here to, say,
4 percent unemploi7ment, would be about 2 million, or a little over 2
million, That includes the 1.1 million unemployed, between 4 and
5.6 percent, plus the people you draw into the labor force as you
pI:(ﬁvfide more job opportunities, which is about another 800,000 to 1
million.

Chairman Dovueras. You are assuming a 2 million increase in em-
ployment?

Mr. Herier. Two million or slightly more.

Chairman Doueras. I think you have to do a lot of work populariz-
ing the multiplier and the accelerator, Dr. Heller. I happen to believe
in both of these, but I think you have to do a lot of work to popularize
it.

Mr. Herrer. We certainly do.

Chairman Doveras. Mr. Curtis.

Representative Corris. Thank you, Mr. Chairman.

Returning to the ratio of savings to income, I want to emphasize
again that much of your thesis assumes a lag in consumer demand,
which is related to consumer purchasing power.

In our hearings last August, on the State of the Economy and
Policies for Full Employment, éecreta,ry Dillon inserted into the rec-
ord two major studies of this very issue. The first study was prepared
by the Federal Reserve Board-Michigan Survey Research Center, the
second by the Bureau of Labor Statistics-Wharton School, the Uni-
versity of Pennsylvania. They are on page 673.

T am mentioning these for the record, Dr. Heller.

Table 1 estimates savings income ratios by income class for 1950.
The income groups, after taxes, are divided by brackets of $1,000 and

93762—63—pt. 1—-5
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indicate a very wide divergence in the ratio of savings to income.
Certainly since 1950 both a(%ministrations have prided themselves on
the increase in the family income levels. . )

I am convinced that this ratio does change, just as this table in-
dicates. Therefore, I think it becomes all the more important to
study carefully the 7 percent savin%s rate that you assumed. Even
more important, perhaps, is any understanding we could gain about
the change in savings rate as incomes increase today.

Does this increase go automatically into consumer demand? What
is the increased demand for? What role does idle or obsolete capacity
play in this picture? )

The steel industry, for example, has been operating at below 60
percent of capacity ; is that not right ¢ )

Mr. st. It has been in that order of magnitude.

Representative Curris. How accurate is this measure of capacity ¢
Only this year the steel industry spent over $1 billion increasing its
capacity to produce a thin sheet of steel that would enable it to com-
pete with plastics and other materials.

There are too many similar examples. I suggest that we examine
the nature of this idle capacity, in the same way we need to look into
the components of unemployment.

I doubt if this idle capacity would respond to increased consumer
purchasing power. Likewise, your own model projects an unemploy-
ment rate that varies little after the first year.

Am I not correct ?

Mr. Herier. The unemployment rate this year opened at 5.8 per-
cent and dropped to 5.6 percent, I believe, in March, or 5.5 percent,
and has varied around that level since March.

Representative CurTis. You mentioned 5.3 percent. The rate went
down to 5.3 percent in July, and then rose to 5.8 percent in November
It dropped to 5.6 percent in December.

Mr. %‘IELLER. That is right.

Representative Currrs. We must go behind these assumptions to
understand them.

In the 1962 Economic Report, you made reference to the full em-
ployment budget. In this you predicted that if 4 percent unemploy-
ment was attained by the end of fiscal 1963, the national income and
product account budget would show a $4.4 billion surplus.

As far as I can determine, this full employment surplus estimate
was not included in your 1963 Economic Report. Would you tell
us why you failed to include it and give us the best estimate of what
the full employment budget would look like at the end of fiscal 1964
if we assumed this 4 percent unemployment rate?

Mr. Hurier. I would like to comment on that and then ask Mr.
Ackley to comment on your earlier observations concerning the sav-
ings rates in different income groups.

By the way, we inserted into the record last summer the same table
that Secretary Dillon did.

Representative Curris. Asa matter of fact, Mr. Chairman, it should
be clear that I welcome leaving the record open at any point for you
to supply additional data.

Mr. Herrer. With respect to the full employment surplus, we indi-
cated last year that the full employment surplus would run something
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like $8 billion in the calendar year 1962. That was reduced some-
what by some of the actions taken by Congress and by the administra-
tion, both on the expenditure side and by the tax investment credit,
and depreciation guidelines which reduced taxes somewhat.

Under this program that is now proposed, the surplus, the full
employment surplus, would be cut to a very low level under the pro-
gram at the end of 1964.

Representative Curris. Would you have a balanced budget on this
assumption, if you projected it ¢

Mr. ER. As far as the specific question is concerned with respect
to the year 1964, the President’s program would still leave the full
employment budget, that is, the budget on a national income accounts
basis, in surplus, not a very large one, but a surplus of perhaps a
billion dollars or so.

Representative Curtis. I thought it wasnotin surplus.

Mr. Herrer. It would be in surplus under this program, at 4 percent
unemployment.

Representative Curtis. Assuming your full employment budget,
WOlﬂg you have full employment, if applied here ¢

Let me remark that I am very pleased that my colleagues have gone
into some depth in asking how you are going to finance the deficit.
This was the line of questions I used in August, both on Ways and
Means and the Joint Economic Committees, when the quickie tax cut
was proposed.

I must say, however, that after listening to your replies to Senator
Proxmire, in spite of the fact that you say you are not, you are advo-
cating a deficit. It is merely a question of whether the deficit will
result from the expenditure increase or a tax cut. The net result you
are seeking is an imbalance between receipts from the public and pay-
ments to the public. This we call a deficit. You are arguing that if
that deficit is reduced, it will not have the necessary economic impact.

Mr. Hevrer. Mr. Curtis, what I am saying is this: Suppose we were
today running a surplus of $6 or $7 billion at the present levels of un-
emé)loyment. Then the object of the tax cut wou}i)d not be to create a
deficit, but to cut down, just as it is today, the drag on the economy.

But the residual effect would be to reduce the size of the surplus
from, say $7 billion to $1 billion, rather than to increase the size of
the deficit.

The fpoint I am trying to make is that the stimulus, the thrust,
comes from either the tax side or the expenditure side and the deficit
is a residual that creates certain problems, problems of financing,
problems of additions to the debt and so forth. But it is not the
purpose of the tax cut or the expenditure increase for economic stimu-
lus. The deficit does not supply the thrust.

It is the tax cut, or the expenditure increase, that supplies the thrust.

Representative Curtis. As I understand it, increasing consumer
purchasing power supplies the thrust.

Mr. Herrer. That is correct ; plus increased incentives.

Representative Curtis. In this instance, you are creating it through
atax cut. But, you argue, we should not cut back on the éovernment
expenditure, which is a payment to the gublic, because you do not get
the necessary flow. So you are really after that increase. You use a
deficit to get it. That is the only place it comes from.
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Mr. Herier. The deficit is the net result. But we should distin-
guish between the type of deficits which have been occurring by sliding
1nto recession or sliding into slack in which the deficit results from
lower tax payments because income is lowered rather than lower
tax payments out of a given income.

Lower tax payments that result from lower GNP and lower income
do not provide any thrust to the economy. They provide a cushion.
But lower tax payments that result from taking less out of corporate
income and business income and leaving more in the hands of the pri-
vate economy out of any given income provide a positive thrust and a
positive contribution to expanding the national product and to expand-
ing the growth rate. '

Representative Curris. I see my time has expired. I want to close
with one reference: I don’t quite understand what you are saying
here, but I do understand what the President says on XIV of his
Economic Report. He refers to the frivolous borrower versus the
prudent borrower. He is pointing out that there are two kinds of
deficit.

If an individual spends frivolously beyond his means today and
borrows beyond his prospects for earning tomorrow, it is a sign of
weakness. But if he borrows prudently to invest in a machine that
boosts his production or to pay for education and training that boosts
his earning power, this can be a source of strength. The latter is a
deficit through which he builds a better place for himself and his
family, a deficit justified by his increased potential.

I can understand that, but I want to debate Government expenditure
policy. So far, the administration does not want to talk about ex-
penditures. Apparently we are to assume that none of these expendi-
tures have been frivolous; they have all been prudent.

The administration needs to prove its case. Frivolous expenditure
that creates large deficits is not good.

Mr. Herzer, It is unjustified. T agree entirely.

Representative Curris. Then we agree that Congress should ex-
amine expenditure policy.

Mr. HELLER. Ang tomorrow morning with Kermit Gordon, you will
have that opportunity.

Representative Curtis. That is right. Thank you.

Chairman Douceras. Senator Proxmire.

Senator Proxmire. Dr. Heller, in the last 6 years, or 5 years, we
have had a very, very disturbing failure on the part of our Treasury
Department and other experts to gage what is going to happen to the
gross national product or the deficit or anything of the kind. It is
most disturbing to us because this committee meets as the Joint Eco-
nomic Committee of the Congress 'and we are interested in economic
policy, in advising our fellow Congressmen on what policies to follow.

Of course, our advice is no better than our information on what the
future is going to be. In 1959, the previous administration antici-

ted a $466 million surplus, and we ended up with a fantastic $12

illion deficit.

In 1960 we anticipated a $4 billion surplus, and ended up with a $3.8
billion deficit. In 1962, we anticipa,tedg)l% billion surplus and ended
up with a $6 billion deficit. Last year a $463 million surplus and
ended with an $8.8 million deficit.
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What good is an estimate? We are told, if we adopt the President’s
proposals, that we will end up with about a $12 billion deficit. But
it could be a surplus on the basis of past experience. This certainly
Evc;iuld not seem to be beyond imagination. Or it could be a far greater

eficit.

Mr. Heraer. The errors have not run in that direction.

Senator ProxMIre. They did at one point run in that direction.

Mr. Herier. Earlier in the game, yes, but not in this period of slack.

Senator Proxmire. I notice you have a $578 billion GNP you are
estimating.

Mr. Hepier. Yes.

Senator Proxmke. That would be a relatively modest increase, com-
pared to the one we had last year and the year before.

Mr. Herrer. That is true.

Senator Proxmire. If the tax cut and anticipation of further tax
cuts are effective, you could end up with a greatly reduced deficit or
perhaps a surplus.

Mr. Herrer. I think that there is an important difference between
the projections for next year and the projections for previous years.
What has happened in the past 5 years 1s that time and again the
forecasters, the projectors, whether in a Republican administration
or Democratic administration, have felt that we were going to thrust
off the impact of this slack or sluggishness or gap that opened up in
1957. Instead, time and again, we have fallen short of our expecta-
tions about the degree of recovery. As a result, forecasts that were
sincerely and genuinely made have fallen short of the mark on what
revenues would be. They have also, if you will look at the compo-
nents, underestimated a number of times what Congress would appro-
priate. But I grant you that much of the greater part of the miss
had been on the revenue side, overestimating revenues on the basis of
expgctations that the economy would again hit its earlier postwar
stride.

Senator ProxMIre. You see, this is such devastating powerful ad-
vice, this economic statement. Putting myself in the position of the
President, he was faced this year, it seems to me, from a political stand-
point, with a very difficult decision. If he is told that he might get an
increase of $24 billion in the GNP without a tax cut and I realize your
assumptions are that he has a tax cut, then he is faced with these
choices. He can, on this basis, come to the Congress with an estimated
deficit of $9.2 billion. Now that’s pretty hard to defend. People say,
“Why don’t you increase taxes or reduce spending under these circum-
stances?” Or what he can do is be optimistic and estimate we will
have a $620 billion GNP and a balanced budget. Then he’s all right
this year; but next year, look out. Or he can cut spending, which
he feels is impossible in view of our national commitments and our
national goals. And seek something closer to a balance. On the
other hand, what he has done, I think, is about the best thing he could
do politically with it. He has made a virtue, an advantage of this
tough political burden. He has said, “What we are going to do,”
as the Washington Post has said, “is that we will have an active deficit,
a deficit that will put people to work.” Then in June 1964, when this
comes before the country, instead of having a deficit which the admin-
istration has to apologize for, defend, be ashamed of, this is something
we planned, we worked for, and is going to put people to work.
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Mr. HerLLer. And the proof of the pudding would be in a diminish-
ing unemployment rate and an increasing rate of increase in gross
national product.

Senator ProxMire. Maybe you would get that without the tax cut.
After all, this tax cut probably isn’t going to have much effect the
first year, or at least its real eﬁ};ct. its real punch and impact will be

ater.

Mr. HeLLeEr. A good part of its impact would develop within the
second and third 6 months, shall we say, after it went into effect. So
a good part of its impact would begin to be felt in 1964, though the
full impact wouldn’t work itself out until 1965 and 1966.

Senator Proxmire. My point is not the economic calculations. My
point is that the Nation’s tax policy and spending policy is based on
this economic advice. I have the greatest respect for you. I think
you are as fine an economist as there is, and very sensitive to the
limitations of economics. Nevertheless, somehow we find ourselves
basing so much of the public policy on statements and estimates which
have proven to be so faulty in the past and are likely to continue to be
faulty in the future.

Mr. HeLrer. This record of forecasts of revenues has grown out of a
situation that has now been fully recognized in the analysis of both
the outlook for 1963 and the policy that is adequate to meet that
problem suggested by the outlooIl?I., namely, the persistent underutiliza-
tion of resources, persistent unemployment. Actually, this is a prob-
lem which has been slow in gaining full recognition. T think it has
full recognition now. I think there is very little doubt, on the basis
of repeated experiences, that we do have a very large problem of
reemploying these resources that have continually been unemployed
or underemployed.

Senator Proxmire. You are not saying that your prognosis—your
prognostications from now on are likely to be accurate, though ¢

Mr. HeLrer. No, but I am saying:

Senator Proxmire. Take this very difficult area of personal saving,
on which we have spent so much time today. As George Shea pointed
out in the Wall Street Journal this morning, the fact is that if you
have an increase in personal savings within the limitations you your-
self have defined, between 6 and 8 percent, if that increases just 2
percent you lose the whole effect of your tax cut. In other words,
if people save, of their personal income, not 6 percent but 8 percent,
which is within experience and perfectly possible, and something you
might expect, perhaps, in view of the fact that they are going to get
this tax cut we have been talking about, if they do that, that 2 percent
of the personal income adds up to almost precisely the total effect of
the tax cut during the coming fiscal year.

Mr. Herrer. I wonder if I might ask Mr. Ackley to comment on
that in terms of this analysis?

Mr. Ackrey. One can’t quarrel with the arithmetic that 2 percent
of personal disposable income is approximately of that magnitude.
Clearly, the personal saving rate has fluctuated within this range in
the past dozen years, and there is room for a continued fluctuation.
I think there is very little reason to suppose that it necessarily will
happen in this way. It could move, of course, in the other direction.
One has to base his judgments on the best information he has and put
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a certain range of uncertainty about it. What we do know is that
these fluctuations, when they occur, seem to reverse themselves. If
we look not only at annual data but also at quarterly data, for example,
we find that the fluctuation is wider than that. If we take the saving
rate by quarters, we will find that it fluctuates considerably, from one
quarter to the next. But after a few quarters in which it is low, it
tends to come back up again. What these data suggest is that there
is a lag of variable length between receipts of additional income and
the expenditure of that additional income, and at some points, for a
while, additional income may tend to be more largely saved. But as
it accumulates, it seems gradually to satisfy whatever needs people
have had to build up temporarily their saving, and then they begin to
respond again at a more normal rate.

s indicated in our annual report (table 8, p. 46), the saving rate
showed no tendency to rise in the periods following the tax cuts of
1948 and 1954. There is certainly no evidence to suggest that the
tax cut would cause the saving rate to rise in the manner you have
indicated. Of course, it is conceivable that a rise in the saving rate
due to some other cause might happen by accident to occur at about
the same time as the tax cut. In this case, however, the shift would
not weaken the case for tax reduction—indeed, if anything it would
strengthen the case, since in the absence of tax reduction, the rise in
the saving rate would have caused a decline in income.

We certainly don’t propose to exaggerate the accuracy with which
we can forecast the precise numbers. The figures used in these charts
are obviously for illustrative purposes. But there certainly is no
reason to suppose that the effect of tax reduction might be permanently
offset by a full reduction in the saving rate. In any case, that reduc-
tion would be a one-shot proposition. Once the saving rate stabilized
at the new lower level, unless it continued to fall, then the continuing
increment of income from the tax cut would have its effect. The
worst that could happen then would be to delay it for the period in
which the decline in the saving rate was occurring.

Senator Proxmire. Once the saving stabilized at 2 percent less,
it would continue to take that much more out of the spending stream,
wouldn’tit? It would continue toabsorbthat?

Mr. AckLEY. Yes.

Senator Proxyare. So the effect of the tax cut would continue to
be nullified, until you go back to what you had before? In other
words, if you increase your saving by 2 percent, 2 percent of your
total income, and you go on that way, then your tax cut is constantly
put in the sock. If Mr. Martin follows his policy, I think that is
what is going to happen.

Chairman Douernas. Unless there is a pressing desire to ask more
questions——

Senator Proxmire. I would like to ask one more question.

I am very much concerned, as are several other members of the
committee, Senator Douglas, Mr. Patman, and others, about the great
possibility, in my judgment, that the effect of the tax cut is going
to be nullified by restrictive monetary policy. I call your attention
to a very fine article by Dr. Buchanan, chairman of economics at the
University of Virginia, which he wrote as a Fulbright professor,
pointing out that we are moving into a racheting effect in our mone-
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tary system, because of the political advantage of tax cuts, to stimu-
late the economy and the potent political and financial push to stop
inflation by raising interest rates. I think unless we fully realize that
and prepare for it, and are willing to fight hard against it—this kind
of ];‘est.rlctive monetary policy—we are going to dig a terrifically deep
debt.

As Congressman Patman said, this morning, we are %oing to have
a burden of servicing the national debt with a bigger debt and higher
interest rates which 1s going to be most difficult and very unjustifiable.

Mr. HeLrer. I am sure you know, Senator, that we are very much
alert to this problem, and I don’t think it is a bad augury that our
long-term interest rates declined in 1962, and that today our long-
term interest rates are below what they were at the be inninfg of the
recovery. It does suggest that there has been a good deal of coordi-
nation and cooperation in the management of monetary policy, side
by side with fiscal policy. I have every hope that this coordination
will continue to avoid the result that you fear and that indeed I would
fear, too, if it were a real possibility.

Senator Proxmrre. Thank you.

Chairman Dougras. Thank you very much, Dr. Heller, and Mr.
Ackley. We appreciate your being here today very much.

The hearing is recessed until tomorrow at 10 o’clock, when Mr.
Gordon, Director of the Bureau of the Budget, will testify, and 2
o’clock 1n the afternoon, when Secretary Freeman will testify.

Thank you again.

(Whereupon, at 4:08 p.m., the joint committee recessed, to recon-
vene at 10 a.m. on the following day, Tuesday, January 29, 1963.)
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TUESDAY, JANUARY 29, 1963

ConeGress or THE UNITED STATES,
Joint Economic COMMITTEE,
Washington, D.C.

The committee met at 10 a.m., pursuant to recess, in room AE-1,
the Capitol, Senator Paul H. Douglas (chairman of the joint com-
mittee) presiding.

Present : Senators Douglas, Sparkman, Proxmire, and Javits; Rep-
resentatives Reuss, Griffiths, Curtis, Kilburn, and Widnall.

Also present: William Summers Johnson, executive director; John
R. Stark, clerk; James W. Knowles, senior economist; and Roy E.
Moor and Donald A. Webster, economists.

Chairman Doucras. The committee will come to order.

Mr. Gordon, we appreciate your being here this morning. We are
very glad to welcome you to the very important and onerous task
which you have assumed, Director of the Bureau of the Budget.

We appreciate your statement.

STATEMENT OF KERMIT GORDON, DIRECTOR OF THE BUREAU OF
THE BUDGET; ACCOMPANIED BY ELMER B. STAATS, DEPUTY
DIRECTOR; CHARLES L. SCHULTZE, ASSISTANT DIRECTOR; AND
SAMUEL M. COHN, DEPUTY FOR FISCAL ANALYSIS, OFFICE OF
BUDGET REVIEW

Mr. Goroon. Thank you, Mr. Chairman.

Having been Director of the Budget Bureau for just 31 days, I
thought it wise to equip myself with a few of my colleagues in the
Bureau of the Budget, and I would like to introduce them.

At my right is Mr. étaa.ts, who is Deputy Director of the Bureau
of the Budget.

Chairman Doueras. An old friend.

Mr. Gorpon. On my left is Mr. Schultze, Assistant Director of the
Bureau of the Budget, and also Mr. Cohn, Deputy for Fiscal Analysis.

Mr. Chairman, I have a reasonably short statement and a collection
of charts, which I think have been furnished to members of the
committee.

At several points in the course of my statement, I will refer to
charts which relate to points made in the statement.

Mr. Chairman and members of the committee, I welcome the opgor-
tunity to appear before this committee today to discuss the budget
recently transmitted by the President for the fiscal year 1964.

67
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Economic basis for the budget: Budget estimates must be based in
part upon assumptions concerning the future behavior of the national
economy. It is best that these assumptions be made explicit, so that
those who appraise the economic outlook differently may judge the
budget estimates in the light of their own views.

The economic assumptions underlying the 1964 budget take into
account the fact that we have had seven quarters of economic expan-
sion since the recession trough, during which the gross national prod-
uct has risen by $61 billion, personal mcome by $43 billion, and corpo-
rate profits by more than $11 billion.

They also are influenced by the fact that the rate of expansion was
substantially slower in 1962 than in 1961, and by the Wi(fes read ex-
pectation that the pace of expansion in 1963 is not likely to better the
1962 performance in the absence of new fiscal stimulus.

Chairman Doueras. Mr. Gordon, I wonder if you would clarify that
statement. Do you mean that unless we have new fiscal stimuli, 1963
in absolute terms will be no better than 1962, or that the additions to
gross national product in 1963 will be no greater than they were?

Mr. Goroon. The latter, Mr. Chairman.

Chairman Doueras. Well, assuming that they are no greater, rather
assume that they are the same amount, what would the gross national
product for 1963 be? What was the increment in 1962 over 1961%

Mr. Goroon. Well, the increment, actually, for 1962 over 1961 was
about $35 billion. But this, I think, overlooks the fact that a large
part of the expansion which is reflected in this increment occurred in
the second half of 1961.

The rate of expansion within the calendar year 1962 was closer to
about $6 billion per quarter. That is the rate——

Chairman Doveras. $24 billion a year?

Mr. GorooN. About $24 billion a year.

Chairman Doueras. Now, the average for 1962 was what, 554 ¢

Mr. GorboN. 554, correct.

Chairman Douaras. And for the last quarter, how much, 566 ¢

Mr. Gorpon. 562 for the last quarter.

Chairman Doueras. That would mean, then, that it would be—are
you speaking of fiscal or calendar year?

Mr. Goroon. I am talking of calendar years now, Mr. Chairman.

Chairman Doueras. Well, the average, then, for calendar year 1963
at $6 billion in a quarter would be $578 billion.

Senator ProxMIre. 578.

Mr. Goroon. At $6 billion a quarter, I think that is correct.

Chairman Doucras. Yes; and yet you say that you expect to go up
to 578 with a fiscal stimulus, so that the fiscal stimulus will add only
$4 billion to the gross national product for calendar 1963 ¢

Mr. Goroon. %rthink that the 574-578 comparison is within the
range of possibilities, but I think it probably somewhat overstates
the former figure in this sense: If you look at the pace of economic
expansion in 1962, you find a slower pace in the second half than in
the first half. The rate of expansion for the year as a whole was
about $6 billion a quarter, but for the second half of the year, about
$5 billion a quarter.

Chairman Doueras. Now, you are looking for the big stimulus to
occur in 1964 rather than 1963 ¢
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Mr. Gorpon. That is correct. 'We would expect that the stimulus
would begin to take hold toward the end of calendar 1963. But since
it would affect onlfr ﬁpart of the year, it would not have a very great
effect upon the total figure for the year as a whole.

Chairman Dougras. This is to assume the tax cut is passed so that
it will go into effect retroactively and it will be had by the end of this
fiscal year, by July?

Mr. Gorbon. Not necessarily precisely, Mr. Chairman, but I think
it does assume that the tax bill will be enacted in time to have an effect
on the economy some time around the middle of the year.

However, with early enactment of the President’s new tax pro-
posals, we would expect that the economic expansion of the last 12
months will begin to accelerate in the coming year.

Specifically, the budget is based on the expectation that the gross
national product which reached $554 billion in calendar 1962 will rise
to around $578 billion in calendar 1963.

Personal incomes in calendar 1963 are expected to advance to $459
billion, nearly $20 billion hlifher than last year, and corporate profits
to $53 billion, up about $2 billion from a year earlier.

Since economic projection, however, is an imprecise art, I should
add that such expectations encompass a range of possible levels of
gross national product for 1963 extending to perhaps $5 billion on
either side.

Looking at the trend of the economy more closely, we note that the
current recovery has carried the gross national product to a new high
of $562 billion, annual rate, in the fourth quarter of calendar 1962.
This is $10 billion above the rate in the second quarter of the same

ear.

The budget estimates are based on a continuation of economic re-
covery at about this same rate of advance through the middle of the
calendar year 1963. Thereafter, assuming early enactment of the
[l))roposed tax program, the rate of growth in economic activity would

e expected to pick up as we approach the end of the year.

As this committee has often observed, there is a mutual relationship
between budget policy and the economy. An economy operating sub-
stantially below its full potential not only irrevocably loses private
production and income and Federal revenues, but also generates Fed-
eral expenditures which could, under happier circumstances, be
avoided.

The Federal budget thus depends on the state of the economy and,
at the same time, significantly influences the level of economic activity.

Expenditure outlook : Under the President’s recommendations, Fed-
eral payments to the public in the fiscal year 1964 are estimated to total
$122.5 billion, an increase of $5.7 billion over 1963. On an adminis-
trative budget basis, total expenditures are estimated at $98.8 billion,
$4.5 billion above the present fiscal year.
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TaBLE 1.—Paymenis to the pudblic
[Fiscal years. In billions]

1962 1963 1964
actual estimate estimate

Administrative budget expenditures:
National def $51.1
Space research and technology - ... e 1.3
Interest.... 9.2

Subtotal 61.6

All other functions:

International affairs and finance. .. .o« oo eoooo
Agriculture and agricultural resources....-am-e.-ocao.-
Natural resources.. ..
Commerce and transportation.___..__
Housing and community developmen;
IHealth, labor, and welfare.._ .
Education.
Veteranc’ benefits and services

General Government_.____ .o oo

Subtotal, all other functions. ... o oo ...
Allowances:
Comparability pay adjustment._
Contingencies____.... .1
Interfund transactions (deduct) .6 .6

Total, administrative budget expenditures.........._._. 87.8 94.3
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Trust fund expenditures:
Health, labor, and welfare. ...
Commerce and transportation__.
Housing and community development.

Vetcrans’ benefits and services. ... .. ool -
All other
Interfund transactions (deduct)
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Total, trust fand expenditures 25.2 27.3
Intragovernmental transactions and other adjustments
(deduct) 5.3 4.8

Total payments to the public 107.7 116. 8 122.5
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Table 1 provides a summary of these figures. It breaks down under
administrative budget expenditures those expenditures related to
national defense, space research and technology and interest.

It shows an increase in this category from $61.6 billion in 1962 to
$69.7 billion in 1964.

All other administrative budget functions are summarized in the
next subtotal. The figure here is $26.9 billion in 1962, $29.7 billion in
1963, and $29.4 billion in 1964.

This gives the total of administrative budget expenditures, which
are $98.8 billion, estimated for 1964.

Adding in the trust funds which are shown in the next subtotal, we
get total payments to the public of the figure I mentioned a moment
ago, $122.5 billion, as compared with the indicated figures for 1962
and 1963.

Mrs. Grirrrras. Mr, Chairman, may I ask a question ?

Senator ProxMrrg (presiding). Yes.

Mrs. Grirrrras. What is going to bring down agriculture in all the
figuresin 1964 ¢

Mr. Gorpon. There are a number of ups and downs within the agri-
culture budget, Mrs. Griffiths, but the principal cause of this change
relates to the present cotton situation. At the present time, for
reasons which I will elaborate in a minute, the Commodity Credit Cor-
poration is taking in very large quantities of cotton. We expect that
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there will be substantial sales of cotton out of CCC inventories in 1964.
The reason for this situation is that an expectation of a decline in the
grice of cotton has caused private holders of cotton inventories to re-

uce their inventories to the minimum necessary to conduct their af-
fairs. This means that what would normally be private inventories
are in fact going into CCC stocks this year, and that a large proportion
of them will come out of CCC stocks into private inventories next year.

There are a number of other factors, but this is the major one.

The figures given in this table are summarized in the first chart
in this collection of charts which I believe members of the committee
have, breaking down total Federal payments by the three categories
which T have just indicated, and slrl)owing not only the 1964 figures
but showing the behavior of these three categories back to 1942.

Increased outlays for national defense, space, and interest are about
equal to the increase in total administrative bu(iget expenditures. For
all other programs, combined, administrative budget expenditures in
1964 are about the same as—actually slightly below—1963. Although
this large segment of expenditures is approximately unchanged in
total, it contains a number of increases and offsetting decreases. I
shall cover these changes in more detail later.

At this point, however, I want to emphasize the fact that a large
part of the civilian expenditures recommended by the President rep-
resent an investment in the future progress of the Nation—facilitatin
the long-run growth of our economy. They include new programs ang
expansions in existing Federal activities in such areas as education,
health, manpower retraining, area development, youth employment
opportunities, conservation and development of natural resources,
scientific research, and transportation.

Of the total Federal cash payments to the public estimated for
1964, about $17.6 billion, or almost one-seventh, are for Federal civil
public works, for highways, hospitals, and other State-local assets,
for small business, rural electrification, and other loans and additions
to civilian Federal assets, and for such developmental activities as edu-
cation, health, and nondefense scientific research and development.

Taken as a proportion of nondefense payments, rather than of
the total of allppayments, the ratio becomes more than one-fourth
instead of one-seventh.

Of this $17.6 billion nondefense category, $10.8 billion is for addi-
tions to civil assets and $6.8 billion is for education, training, health,
and nondefense research and development.

The second chart illustrates not total ex?enditures of a growth-
inducing character, but just those which relate to additions to non-
defense assets.

It breaks down this $10.8 billion figure which I have just given into
the major components of additions to nondefense assets and shows
the relationship of these payments to total Federal payments in 1964.

Since the war, as the President pointed out in the budget message,
the pressure of a growing population, rising wages and prices, and
demands for improved public services have resulted in sharp increases
in expenditures at all levels of government. Since 1948, State and
local government expenditures have more than trebled. Federal out-
lays for nondefense purposes have more than doubled, and these out-
lays include an expanding amount of aid to State and local govern-
ments.
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The third chart illustrates the growth in State and local government
expenditures and Federal nondefense expenditures, tracing them back
to 1950. It shows the relationship in the rate of growth of these two
types of civilian expenditures, indicating also the proportion of Fed-
eral aid payments.

This 1s the cross-hatched area which constitutes Federal aid to
State and local governments. As you see, this has been a growing
sum throughout this period of nearly 15 years.

In the 1964 budget, payments for aiding State and local govern-
Tents are estimated to total $10.4 billion, compared with $9.4 billion
1n 1963 and $8.2 billion in 1962.

Highway and public assistance grants, together, comprise over three-
fifths of such aid. Excluding trust funds, administrative budget ex-
penditures for Federal aid to State and local governments are ex-
pected to be $6.6 billion in 1964, compared with $6.1 billion in 1963,
and $5 billion in 1962,

This is illustrated in the fourth chart, which, like the chart we saw
a moment ago, indicates the portion of total Federal payments which
constitutes aid to State and local governments and breaks down in the
pie chart the major components ofg payments to State and local govern-
ments in relation to total Federal payments.

The following table summarizes the various categories of antici-
pated increases and decreases in the sector of the 1964 administrative
budget embracing all programs except defense, space, and interest.

TABLE 2.—Changes in 1964} adminisirative dbudget expenditures for programs
other than defense, space, and interest

Description Billionsg
1963 program expenditures (other than defense, space, and interest),
as in table 1 9. 7

Hxpenditure increases in 1964 :
Pay reform already enacted
Program commitments already made (urban renewal grants, public

assistance grants, etc.) 1.
Proposed increases in present programs (public health, manpower

w

=]

training, scientific research, etc.) 1.0
Legislative proposals for new programs (education, youth employ-
ment opportunities, etc) .3
Total ~+3.1
Expenditure decreases in 1964 :
Effect of new postal rates —-.5
Farm price supports -9
Other built-in decreases (U.N. loan, veterans readjustment benefits,
ete.) —.8
Substitution of private for public credit —-1.0
Other decreases -.3
Total —3.4
1964 program expenditures, as in table 1 29. 4

It might be useful to look at this table in connection with the fifth
chart, which in effect shows graphically the same figures as are shown
in table 2.

In this category, 1963 program expenditures constituted $29.7 bil-
lion. We have here indicated the principal categories of expenditure
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increases in 1964 as compared with 1963 and the principal categories
of expenditure decreases. Under the first heading, “Expenditure
increases,” we show $300 million for the pay reform, the civil service
pay reform which was enacted by the Congress last year, and which
will have the effect in fiscal 1964 of raising expenditures in this cate-
gory by about $300 million.

The next heading shows “Program commitments already made”—
that is, such things as contracts already entered into or payments
under formulas established by acts of Congress, which will cause an
increase in payments to be made in 1964 as compared to 1963. That
sum is $1.5 billion.

The third heading represents proposed increases in present pro-
grams—that is, of a sort which do not arise from program commit-
ments already made, including such things as public health, manpower
training, scientific research, and so forth. This amounts to an increase
of $1 billion. Then there are the new legislative proposals which
are incorporated in the 1964 budget—education, youth employment
opportunities, and so forth, which would expect to increase, giving
you a total of $3.1 billion of increases.

The reductions are summarized under the next heading. The full
year effect of the new postal rates constitutes a reduction in expendi-
tures of about $500 million.

The matter of farm price supports, part of which I explained a
moment ago, would constitute a reduction of $900 million.

Other built-in decreases—this would be the decrease counterpart
of the item above called program commitments already made, built-in
decreases, automatic decreases coming about for a variety of reasons,
and some of the examples are given here—would achieve a reduction
of $800 million in expenses. The substitution of private for public
credit, which will be done in 1964, in several credit programs—this
has in general the characteristic of arranging for private credit to
be available for functions now served by direct public lending—would
constitute a reduction of about $1 billion in expenditures, and all other
decreases, about $300 million.

In the chart, as you see, the decreases in present programs, $1.1
billion, is the sum of built-in decreases and other decreases, giving
total decreases of $3.4 billion.

This works out to 1964 program expenditures of $29.4 billion.

These changes, within an approximately stable total, reflect the
President’s determination both to minimize the impact of his tax
proposals on the size of the deficit and, at the same time, to expand,
modestly and selectively, those activities which contribute most essen-
tially to the growth and progress of our Nation.

In the fiscal year 1964, as in other recent years, the Federal Govern-
ment, through taxation and borrowing, will have receipts equal to
some 20 to 21 percent of total gross national income or product.

This is illustrated in the fifth chart, which shows Federal payments
as a percent of gross national product, and indicates that total Federal
payments, measured in this way, have been quite close to 20 percent of
gross national product for about the last 12 years.

However, only about three-fifths of that percentage of 20 to 21
percent—that is, 11 to 12 ]iercent of the gross national product—will
represent a use of national output by the Federal Government.
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In other words, 88 to 89 percent of the Nation’s output of goods
and services will be purchased by business firms, consumers, and State
and local governments, and only 11 to 12 percent by the Federal
Government.

Moreover, of the Federal Government’s 11 to 12 percent use of total
output, 9 to 10 percent will be used in the defense and space programs
andp 2 percent in all other programs.

The remainder of Federal payments—about two-fifths of the total—
will be made to individual consumers, business firms, and State and
local governments in the form of social security benefits, veterans’
pensions, loans, grants, subsidies, interest, and similar outlays which
do not involve F%srderal Government use of goods and services.

Chairman Doueras. Mr. Gordon, do your totals include social secu-
rity payments?

Mr. Gorpox. Yes; this relates to total cash payments and social
security payments would be a type of outlay which does not represent
use by the Federal Government of any part of current output. It is,
in technical terms, as you know, Mr. Chairman, a transfer payment.

Chairman Dowveras. But it is included in your 20 percent of total
gross national product ¢

Mr. Goroon. Yes; that includes all Federal payments, trust fund
plus administrative budget.

Fiscal policy: The most important aspect of fiscal policy in this
year’s bugget 18, of course, the President’s program for tax reduction
and reform. The details of that program were spelled out in the tax
message, and its economic impact has been analyzed both in the Eco-
nomic Report and in Chairman Heller’s testimony yesterday. I
should like, today, to look briefly at the tax program in relation to
the budget as a whole, as it affects both fiscal year 1964 and later years.

Table 8 gives the total receipts and expenditures on each of the
three budgetary bases upon which these calculations are made. As
you will see, it indicates a projected deficit in the administrative budg-
et of $11.9 billion in 1964, in the consolidated cash budget of $10.3
billion and in the Federal sector of national income accounts, a deficit

of $7.6 billion.
TasLE 3.—Budget totals
[Fiscal years, in billions]
1962 1963 1964
actual | estimate | estimate
Administrative budget:
Receipts. $81.4 $85.5 $86.9
Expenditures. 87.8 94.3 98.8
Deficit, -~6.4 —8.8 -11.9
Consolidated cash budget:
Receipts 101.9 108.4 112.2
Expenditures 107.7 116.8 122.5
Deficit —5.8 ~8.3 -10.3
National income basis:
Receipts. 104.0 108.8 111.4
Expenditures (105.7) (113.2) (119.0)
Purchases of goods and services 59.8 64.4 68.2
ther. 45.9 48.8 50.8
Deficit. -~1.7 -~4.3 ~7.6
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Given the prospective level of gross national product, the tax and
expenditures policies reflected in the fiscal 1964 budget will yield a
large deficit on the basis of each of the three budgetary concepts. The
1964 deficit is a result, but not the means or the dpuxgose, of fiscal
policy. The means is the economic stimulus provided by a carefully
phased program of tax reduction and reform. The purpose is the
achievement of full prosperity and more rapid growth in the Ameri-
can economy—the attainment of an economic climate within which
the chronic deficits of recent years will disappear.

As economic activity responds to the successive steps of tax reduc-
tion and reform, the advance in output and incomes toward full
employment levels will be accompanied by a more than proportional
increase in Federal revenues.

Tt is characteristic of our economy that corporate profits are more
volatile than other forms of income. As a consequence, the advance
toward full employment should see a particularly large rise in profits
and in the Federal revenues derived from the corporate income tax.
Within a few years after enactment, total revenues under the new tax
system should be larger than those which would have been yielded
by the existing tax structure.

The fact that under certain conditions a decrease in tax rates can
lead to an increase in tax revenues should not be surprising. It is
analogous to the situation which often confronts a business firm. A
firm’s revenues depend both on the price of its product and the volume
of its sales. It has been typical of many of our industries that a
reduction in prices can often so stimulate the volume of sales that
total revenues are eventually increased. Since the response of volume
to price reduction often takes time to work itself out, it may sometimes
be necessary to accept a temporary reduction in receipts—to incur a
<fie1ﬁcit if you will—until the full effects of the price reduction are

elt.

Eliminating the slack in our economy, returning to full employ-
ment, and speeding up the rate of economic growth are vital objectives
in and of themselves, both for what they 1mply for the well-being
of our citizens and for their effect on our position of world leadership.
Fiscal policy, as reflected in the 1964 budget, lays the foundation not
only for a more prosperous economy but also for an improved
budgetary position.

As the tax reduction becomes fully effective and as the economy
moves back toward full employment, a substantial part of the ac-
companying rise in revenues will be available and will be used to
reduce the transitional deficit.

Many have wondered why the administration did not reduce ex-
penditures in order to make room for a tax cut within a balanced
budget. The answer to this is twofold :

First, the expenditures contemplated in the 1964 budget are, in the
judgment of the administration, the minimum necessary to safeguard
our national security and to fulfill our pressing domestic responsi-
bilities. As I indicated earlier, expendgtures for programs other
than defense, space, and debt service have been held slightly below
last year’s level. To have gone even further in expenditure restraint
Wolufld have been a disservice to the national security and the national
welfare.

93762—63—pt. 1—=6
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Second, a reduction in the proposed level of Federal expenditures,
not matched by a larger tax reduction, would be self-defeating under
current conditions. Reduced Federal purchases of goods and services
in fiscal 1964 would, of course, reduce private production, employ-
ment, profits, and wages. This, in turn, would lead to lower Federal
revenue collections and a deficit would remain. In the end, the
problem of Federal deficits can be solved only in a prosperous and
growing economy. It is to this goal that the administration has
directed its tax and expenditure policies.

I have a few comments, Mr. Chairman, on the matter of budget
presentation which I might run through quickly.

Budget presentation: The members of the commitee may be in-
teresteg in a brief summary of some of the changes we have made in
the budget presentation this year, a number of which should be helpful
to those interested in economic and fiscal analysis of the Govern-
ment’s activities.

The most obvious fact about the 1964 budget is, I suppose, that
we have retained the smaller size, compact budget initiated last year.
This innovation was well received and I believe it greatly increases
the convenience of handling the budget material. I hope 1t will also
continue to expand the use of the document and promote informed
discussion of Federal budgetary issues.

The 1964 budget gives increased emphasis to the consolidated cash
budget as compared to the administrative budget, although figures
on the latter basis are clearly identified throughout the document.

The move to a more comprehensive coverage of the Government’s
program—including the approximately $30 billion of estimated trust
fund receipts and expenditures—has been recommended at various
times by such groups as the chamber of commerce, the Committee for
Economic Development, and the National Planning Association.

Members of this committee have also shown an interest in the con-
solidated cash figures, and we believe the presentation in the 1964
budget is a useful step forward in providing a more complete pic-
ture of governmental activities and revenues.

Accordingly, in the tables and text throughout the budget docu-
ment, where appropriate, information on trust fund transactions is
provided in addition to information on the administrative budget
basis. To help improve understanding of all three major measures
of Federal finances currently in use—the administrative budget, the
consolidated cash statement, and the Federal sector of the national in-
come accounts—we have included in the budget a special analysis
briefly explaining all these concepts and reconciling the figures on the
three bases. (Special analysis A, p. 324 of the budget.)

Another innovation in the 1964 budget is the inclusion of a separate
section of historical tables permitting ready comparisons of trends
in Federal financial data over time in terms of all three measures.
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Further, the President’s budget message this year includes a new
table (on p. 28) showing the total estimated new obligational au-
thority, with the amounts requiring current action by the Congress
shown separately from those becoming available under permanent
authorization without current congressional action.

In the part of the document containing summary tables, we are con-
tinuing to include tables initiated last year summarizing obliga-
tions incurred, Federal civilian employment, and Federal expenditures
of an investment nature. The table on the public debt in this section
has been expanded to distinguish between the part of the debt held
lf)y ghe public and that part held by Government agencies and trust

unds.

Finally, the nine special analyses, in part 6 of the budget, provide
valuable additional information. In a number of instances they have
been improved and expanded.

We hope to continue to improve the budget document to make it
more useful for the many purposes it serves.

(The charts referred to are as follows:)

CHART 1

National Defense, Space,
and Interest

. Social Security and:
Other Trust Fund Expenditur

Other
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CumArr II

Additions to Non-defense Assets

A3

Loans and
Financial
Investments

$2.1

Direct Federal
Highway Grants Public Works
To States $2.9

$3.3

Fiscal Year Estimates 1964

Executive Office of the President » Bureau of the Budget

CHArT II1

Federal Non-defense Expenditures and
State and Local Expenditures

1050 1952 1954 1956 1958 1960 1962 1964

Fiscal Years Estimate
Executive Office of the President » Bureau of the Budget
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CuaART IV

Federal Aid to State and Local Governments

FEBERAL RE

Housing, Urban Renewa,
rea Redevelopment, etc.

Pablic Assistance

$3.0

Fiscal Year Estimates 1964
Executive Office of the Presidest « Burean of the Budget

CHART V

1963-64 Changes in Administrative Budget
Expenditures (Other Than Defense, Space, Interest)

DECREASES

Agricuftural Price Supports

1.0

Substituiinn of Private for Public Credit

1.1
Decreases in Present Program
(Including Bdt-in) Net

03

Executive Dffice of the President « Bureau of the Budget
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I

CHART V

CHART VII
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CHART VIII

Gross Public and Private Debt
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CuarT IX

Executive Branch Civilian Employment

Total Employment

PERCENT

Employment as a Percent of Population

:Exemmve Office of the President « Bureau of the Budget

Chairman Doveras. Thank you very much, Mr. Gordon.

I want to commend you for putting increasing emphasis on the
consolidated cash budget. It is a very graphic thing to do, because if
the consolidated cash figures are compared with the previous adminis-
trative budget, it shows, of course, a very large increase.

Now, I am well aware of the fact that many cosmic-minded econ-
omists tend to concentrate their emphasis on totals and perhaps not
to give importance to individual items.

I hope you will forgive me, but as an earthbound person, I tend
to deal with some of these individual items and not with the general
theory of the budget with which, on the whole, I agree.

I would like to start off with this chart which shows the changes in
the administrative budget expenditures. I notice that you estimate
that you are going to have a deficit of half a billion dollars less this
coming year than the previous year.

Mzr. Gorpon. In this category, if I follow you, Mr. Chairman, it
shows a net change of about $300 million—a net reduction of about
$300 million, I am sorry; I misunderstood you. You were talking
about the postal deficit. That is correct.
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Chairman Doueras. Do you believe that the increase in postal rates
will exceed the increase in pay rates by this much ¢

Mr. Goroon. I have estimates, Mr. Chairman, as to the basis for
computing the Post Office deficit. Perhaps this will provide the
relevant information.

The increase in revenues arising from the recent postal rate in-
crease is, for 1964, projected at about $580 million. In addition, a pro-
posed administrative parcel post increase of $127 million should be
added to that, providing a total of a little over $700 million in in-
creased revenues arising from increased rates.

The postal pay increase—I do have this shown separately—is cur-
rently projected at $344 million for fiscal 1964.

Consequently, the projected increase in revenues arising from the
rate increase is substantially greater—about twice as great, actually—
more than twice as great as the projected impact of the pay increase.

Chairman Doucras. But if the increase in parcel post rates does not
go through, this would, of course, diminish.

Mr. Gorpon. If it doesn’t go through, you would reduce this figure
by about $127 million.

Chairman Douceras. Will there be a further increase in postal pay
during the fiscal year 196465, or will the full effects be taken in
196364

Mr. Gorpon. Mr. Staats, would you like to answer that ¢

Mr. StaaTs. Surely.

Mr. Chairman, as you will recall, the formula contemplated an
annual review based on Bureau of Labor Statistics survey data on
professional, technical, administrative employees—the report we have
from BLS would indicate a 3 percent overall average increase. It
would be slightly less than 3 percent for the postal service.

Chairman Doucras. Three percent would be about $100 million ?

Mr. SraaTs. Thatisright.

Chairman Doueras. Is that included in the estimate

Mr. Staats. That is not included in the post office. It is included
in the overall totals, but not the post office,

Chairman Doueras. Then you may find your revenues $120 million
less than you expect and your expenses $100 million more, so the econ-
omy may be a quarter of a billion dollars instead of half a billion.

Mr. Gorbon. The increase in expenses is included in the total budget.

Chairman Doveras. Under postal?

Mr. Staars. Noj;under new legislation.

Chairman Doueras. In the Agriculture budget, where you expect to
have a decreased expense of $900 million, is that based on the idea of
selling an increased quantity of cotton abroad ¢

Mr. Goroon. I am afraid I can’t answer precisely, Mr. Chairman,
on the projected foreign sales. It is mainly based on a change in the
relative inventories of holders of cotton. There may be a slight ele-
ment which is related to changes in the rate of cotton exports.

Chairman DoucLas. But it is based on an assumption that a con-
siderable portion of the cotton reserve will be sold ¢

Mr. Gorbon. That is correct, sir. It seems to me this is a particu-
larly good assumption—as assumptions go in the field of agriculture,
where projections are very difficult to make—because the anticipated
1963 increase in CCC holdings of cotton is already occurring.

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



84 ECONOMIC REPORT OF THE PRESIDENT

There have been, as of now, substantial shifts, in effect, of stocks
from private holders to the Commodity Credit Corporation. .

Chairman Doucras. I am not objecting to this, I am just trying to
make it clear.

Now, a similar decrease of $1 billion is estimated for the substitu-
tion of private for public credit. Does this mean that some of the
housing expenditures by FNMA will be sold off to private investors?

Mr. Gorbon. A part of this—not a very large part, but a part of
this—represents a net sale of mortgages from the FNMA special assis-
tance portfolio to private investors. That is not a very large com-
ponent, however.

Chairman Douceras. Well, having criticized the previous admin-
istration for counting the sale of capital assets, in its budget, partic-
ularly in the field of housing, in all consistency I am compelled to say
that this looks like a very similar practice and subject to the same
criticism that I made a few years ago.

Mr. Gorpon. May I defend it, Mr. Chairman ¢

Chairman Doveras. Certainly.

Mr. Gorpon. It would seem to me that if it is an appropriate
bu((llgetary practice and procedure to count new loans when they are
made as budgetary expenditures, it then follows, I think, as a matter
of logic that repayments of loans or sales of loans should be counted
as receipts.

Now perhaps neither should be counted. I would argue that there
should Ir))e consistency in the treatment.

Chairman Doveras. That is very well done, but doesn’t this
strengthen the case for a capital budget so you can se%rega.be the items
of current expenditure from the items of investment ¢

Mzr. GorpoN, It certainly seems to me, Mr. Chairman, that it argues
for special attention to this part of the administrative budget—for
recognizing that you are dealing with a quite different animal here
than you are on expenditures which relate to the purchase of goods and
services. And as you know, the Federal sector of the national income
accounts does do this. It excludes transactions in financial assets,
both sales and purchases.

Chairman Dovuaras. I regret that I haven’t had time to go over the
budget in detail. Last year I thought it was a very commendable in-
novation for you to make an approach to a cagital budget as an alterna-
tive method. Have you done that this year?

Mr. Gorpon. There is a special analysis distinguishing investment
from operating and other expenditures in considerable detail.

Chairman Doucras. If that is done, how much would the deficit be
for 1964 ¢

Mr. Goroon. I am afraid that is a very hard one to answer, Mr.
Chairman, because there are so many capital budget concepts. One
figure that we can use as a beginning is this chart on additions to non-
defense assets. We have been very careful to eliminate the acquisition
of physical assets of a defense character, even though some of those
may have a civilian use, and have restricted ourselves closely to addi-
tions to nondefense assets. This shows total additions of agout $10.8
billion in fiscal 1964, which is somewhat in excess of the projected
deficit in the cash budget.
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Chairman Dovueras. So that if you had a capital budget of this type
for fiscal 1964, the cash budget would be balanced ?

Mr. GorboN. Here again, Mr. Chairman, I would have to say that
this would depend upon the kind of capital budget concept you used.

Chairman Dougras. If you include the items shown here?

Mr. Goroon. If this is the way it was done, it would show a small
surplus in the capital budget. Almost any capital budget concept
you used would have the effect of substantially reducing or eliminating
the deficit.

Chairman Dougras. Is it not true that if the European countries
were to keep their budget in the same way we have kept ours in the
past, including capital outlays alon% with current expenses, that
virtueally every country would have shown a deficit in almost every
year?

Mr. Goroon. That, I think, is a correct statement, Mr. Chairman.
All the European countries maintain a special budget. In some cases
they are called capital budgets and in others extraordinary budgets.
But the effect of this is to segregate transactions which are considered
appropriate for debt financing. When a European talks about a
balanced budget, he is talking about the operating budget, not the
budget we are talking about.

Chairman Douaras. Last year I asked the Bureau to collect ma-
terial on European budgets and they did and we published a brief
summary of this.

Have you developed this in more detail ¢

Mr. Staars. There has been no further work done on that report.

Chairman Doueras. I wonder if you would insert the material that
you have in the record at this point ¢

I will ask unanimous consent that that be done.

(The Bureau of the Budget subsequently furnished the following
information for the record :)

A study which was prepared by Mr. Andrew H. Gantt for Harvard University
compares the central government budget results of England, France, and Western
Germany with the United States. Adjusted to a basis comparable to the U.S.
consolidated cash statement (Federal receipts from and payments to the public),
the study shows that England ran deficits in 9 of the last 11 calendar years (1950
through 1960) ; France in every one of the last 10 calendar years (1951 through
1960) ; and Germany in 4 of the last 6 calendar years (1955 through 1960). In
the 11 calendar years 1950 through 1960, inclusive, the United States ran sur-
pluses in 5 years and deficits in 6. Research on this project was made possible

by the support of the National Committee on Government Finance of the
Brookings Institution.
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Oentral government surpluses and/or deficits for recent years for 4 countries

England France (bil- Germany (United States
Calendar year (millions of | Yons of cur- | (millions of | (billions of

current £) rent new current current

franes) DM) dollars)
1950, e oot 611 ® m 0.5
1951 ~55 —2.40 ) 1.2
1952 —464 -6.27 ) —.6
1953 —628 -7.94 Q] -7.2
1954 .- -74 —7.56 -11
1955 —42 —8.32 2,221 -7
1956. 150 -11.72 1,331 5.5
1957 -175 -12.21 -2,926 1.2
1958 -101 —9.36 -1,755 —7.3
1959, —292 —5.48 —3,881 —-8.0
1960 —453 —~3.2¢ —641 3.5

1 Figures not available at this time on the same basis.

Nore.—The figures in this table differ from the usual “budget’’ deficit or surplus figures printed by these
countries, which usually do not express adequately the surpluses or deficits for which their central govern-
ments are responsible, For instance, in the United States, the trust funds and other items are excluded
from the budget figures. The figures in the table are on a basis analogous to the ‘‘cash receipts from and
payments to the public”’ of the United States, which encompass the entire operations of the central govern-
ments of these countries, including trust funds, government owned and sponsored enterprises, ete. It
should be noted, however, that no attempt has been made to include exactly the same operations in each
counfry. If the central %ovemment of the United Kingdom operates her radio stations and they run a
deficit, this deficit is included above, even though the U.8. Government has nothing to do in an operational
way with the radio stations here.

Chairman Doucras. I now ask the Bureau of the Budget to do the
reverse. Suppose we kept our budgets in the same way that the
Europeans do, what would be the situation ?

Would it not show surpluses in virtually every year?

Mr. Gorbon. We do, as a matter of fact, Mr. Chairman, have some
work going on in studying the capital items in the Federal budget.
Here a%a-in, you can easily develop a technical argument over the
precise budgetary concepts that ought to be used.

But I think it is a fair statement that the effect of introducing the
capital budget concept would either greatly reduce or eliminate the
deficit in the ordinary budget.

Chairman Doucras. My time is up.

Congressman Curtis ?

Representative Courrrs. Mr. Director, what is the carryover of the
obligational authority as of, say, June 30, 1963, the beginning of
fiscal 1964 ?

Mr. Goroon. I will try to get that figure for you, Mr. Curtis.

As of the end of fiscal 1963, Mr. Curtis, in the administrative budget,
the total carryover is $46.2 billion obligated and $40.9 billion un-
obligated, for a total of about $87 billion.

Representative Curtis. Incidentally, what is your definition of “ob-
ligated”? Do letters of intent comprise obligation ¢

Mr. Gorpoon. I am informed that letters of intent do not comprise
obligations.

Representative Curtis. How much deobligation and then reobli-
gation went on last fiscal year? Do youhave any idea ?

Mr. GorboN. I am afraid we don’t.

Mr. Staars. We can supply that figure.

Re}gesentative Curris. C¥>uld you? I know it would probably
be difficult to get, but I am trying to find out if we are talking in
terms of billions of dollars, or hundreds of millions, or what.
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In reply to Mr. Curtis’ request, the following material was subse-
quently received for insertion into the record :

For fiscal year 1962, Government agencies reported recoveries ‘(deobligations)
of prior year obligations in the 1964 budget schedules-as follows:

o In millions
Foreign assistahce—economic. ‘ $120
Department-of Defénse—iirlitary functions_. X - 841
Housing and Home Finance Agency. . 304
All other agencies.--_. ; . . .233

Total - 998

The instructions covering the above reports call for the agencies to report those
recoveries (deobligations) which are material in no-year or multiple-year a¢-
counts. Therefore, the above figures exclude recoveries in annual’ accounts
(which are not available for reobligation), and exclude small downward adjust-
ments in other accounts.-

~ The figures are not applicable to deobligations of amounts previously obligated
within the same fiscal year: Such deobligations and reobligations are often only
technical in nature ; for example, they often involve only the substitution -of one
supplier for another with no change in program or reqnirements. )

It is not possible to determine in any one fiscal year amounts of recoveries which
have been reobligated in the same fiscal year since, normally, such deobligated
amounts become a part of the amounts available for obligation, along with other
sources of money, and thus lose their identity. ’

Mr. Sraars. This isa very difficult thing, as you know, Congressman
Curtis, because of the change-order problem in handling of defense
contracts, particularly. oL .

Representative Curris. This is one area, I might say, where Con-
gress loses complete control over expenditures. L

Mzr. Staars. This is one reason why we do not consider it a contract
until—

Representative Curtis. In other words, letters of intent are ex-
cluded.

The request for new obligational authority is roughly $108 billion;

ri%{hi;?
. Staars. Right. L

Representative Curris. So we will have $197 billion for obligational
authority in the hands of the Executive for fiscal 1964.

Now, the first part of the budget message to the Congress sets up in
charts, at any rate, the summary of Federal receipts from the public
and payments to the public; correct? )

Mr. Gorvon. That is correct, sir, v

Representative Curtis. This is an area over which the Congress has
no authority. _ ‘ o

Once it has appropriated the money to the Executive, the spending
rate is in the control of the Executive.

Mr. Gornon. That is essentially correct; but subject to provision of
substantive law and other factors.

Representative Curtis. So, the real item as far as the request to the
Congress is concerned, begins on page 40 of the budget document; the
request for new obligational authority. ,

r, Gornon. It is summarized, Mr. Curtis, in the budget message on

page 28. . »

' %:pmsentat_lve Curtis. It begins on 28, and the details are on 40.
Now, I notice, just to point up an item, in the payments to the

public, the general impression might be given that we are cutting
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back in the field of agriculture, because the 1963 estimates are $6.7
billion and the 1964 estimates are $5.7 billion, a difference of a billion
dollars; correct

Mr. Gorpox. That is correct, sir.

Representative' Curris. Before I on, let me ask, why wasn’t
there a double entry made of $2.5 billion additional receipts from
the public, which, I understand, is what you are estimating for the
Commodity Credit Corporation, and an increase of $1.5 billion in the
expenditures, because t'ﬁour net is $1 billion. Actually, if you are net
$1 billion, or minus the net here, to reduce it a billion, 1t has been
increased or will be increasing $1.5 billion.

The only reason you get a minus is because you have had a $2.5
billion increase; ri%l;t?

Mr. Goroon. I believe the answer, Mr. Curtis, is that like other
public enterprise funds, the Commodity Credit Corporation is shown
on a net basis.

I think this is generally true of public enterprise funds throughout
the budget.

Representative Curtis. But actually, it would have increased the
expenditures by $1.5 billion. I am curious as to where those expendi-
tures are.

Mr. Gorpon. In the special analysis, relating to public enterprise
and trust funds, which 1s what we are talking about here, gross ex-
penditures——

Senator Proxmire. What page is that ?

Mr. Goroon. Page 333 of the budget; the table at the top of page
333 shows a decline in expenditures for the Commodity Credit
Corporation—I think that was the concept you were using—from
$10.6 to $9.5 billion. That is 1963 to 1964. That is a gross reduc-
tion.

Representative Curris. Yes; but that is what I am getting at.
Actually, the increase is $1.5 billion, because the net reduction of $1
billion comes from the sale of $2.5 billion. Otherwise, it would be a
$2.5 billion reduction. That is what I am pointing out.

But let me go on to the next point. I simply wanted to stress that
item.

The real indication of what we are doing in the field of agriculture,
as far as the Congress is concerned with its control over expenditures,
actually shows an increase, because the 1963 estimate, and I am now
reading from the table on page 40, for agriculture, 1s a $6.7 billion
new obligational authority, and a request for $8.144 billion for 1964,
or actually an increase of $1.4 billion additional authority for the
President to spend. He could spend this as far as the Congress
is concerned ; right?

Mzr. Goroo: I:Lgl‘ha,t is correct, sir. Once it is appropriated.

Representative Curtis. If we voteit, he can spend it. .

The front ]l))arb of this budget, payments to the public, and receipts
from the public, is purely within the discretion of the Executive.
That is what I am showing.

Mr. Goroon. That is essentially correct, sir; but within the limits of
tax and other laws. .

Representative Curtis. Also, if we go through these items of non-
defense expenditures, we find that there is considerable increase in
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the budget requests. HEW shows an increase from $5.3 billion in
1963 to $7.1 billion, an increase of $1.7 billion, almost $1.8 billion in
1964. This is quite a different picture, I might say, from that given
the public by the impression that the administration is holding to
1963 levels as far as budgetary authority to spend is concerned.

The President has simply said that he is going to spend at the rate
of $98 billion.

Mr. Goroon. Mr. Curtis, I —

Representative Curtis. As far as the Congress is concerned, the
the President is asking to increase these programs by considerable
amounts.

Now, let me ask another question.

Mr. GorpoN. May I make a comment on that, Mr. Curtis?

Representative Curris. Certainly.

Mr. Goroon. I think it is quite appropriate to pay close attention
not only to projected expenditures but to the new obligational author-
ity, as you were doing.

Representative Curris. And call the public’s attention to it, too.

Mr. Goroon. Correct. And I would call your attention to the fact
that the 1963 estimate of new obligational authority for all functions
in the administrative budget other than defense, space, and interest, is
$35.1 billion. In 1964, $35 billion, a reduction of $100 million.

Representative Curris. I am glad you mentioned that, because I
now want to ask you about this item of $2 billion, a fiscal 1963 non-
recurring item for the Export-Import Bank. Of course, since it was
nonrecurring, it isnot included in t}})ﬁs request.

That certainly should not be used as a matter to balance off, and
hide, I might say, these increases in nondefense expenditures.

Now, is that not a fair observation ?

Mr. Goroon. I certainly do not think that there is any intention to
hide it, since it is clearly stated in the budget, Mr. Curtis.

Representative Curris. Is that not a nonrecurring item?

Mr. Goroon. This is, and of course there are other nonrecurring
items.

Representative Curris. I am talking about a $2 billion item which
is a one-shot proposition. That is the reason you have a $2 billion
leeway which permits you to increase other areas, with recurring
items. I was going to get to this point of mingling nonrecurring
items in your budget with recurring items. It seems to me, that the
way you have held this budget down is by taking nonrecurring items,
minuses, and imposing recurring items to take their place. This is
going to hit us in the ensuing year. I certainly think in a forthright
presentation, there should be this distinctions made between recur-
ring and nonrecurring items.

Mr. GorpoN. May I comment on that statement, Mr. Curtis?

Representative Curris. Certainly. "

Mr. GorvoN. I question very seriously the presumption that a total
figure for a new obligational authority in 1 year gives a elear indica-
tion of what expenditures are likely to be in the next year, as you have
just indicated.

If you look at the various components of new obligational authority,
X do not think it would sup}g)ort this conclusion. You have a variety of
types, Mr. Curtis, of new obligational authority.

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



90 ECONOMIC REPORT OF THE PRESIDENT

In the case of new obligated authority for the Commodity Credit
Corporation, NOA tends to be related not to future expenditures but
to past expenditures.

NOA is appropriated to the Commodity Credit Corporation to re-
imburse them for past losses. So it relates to past expenses, not future
expenditures.

%epresenta,tive Curris. I am talking right now about the Export-
Import Bank, the $2 billion item. You have done the same thing with
the Commodity Credit Corporation. I would suggest this is what you
are doing in this several billion dollar shift from the public to private
sector.

Actually, even in FNMA, what you are going to do is pay out these
bonds, but you have simply accelerated the payment.

Let me say further, you have employed tiglsa,me techniques in re-
gard to balance of payments. After accelerating the payments of
foreign debts of Germany and others, which are nonrecurring items,
you then boast that you have cut the balance of payments from roughly
a $3 billion rate down to about a $2 billion rate.

Yet you have nearly $700 million a year, which is from nonrecurring
items. It is not so much that we who are used to dealing with figures
cannot dig all this out, because it is here. But the administration has
presented this in narrative form to the public and has been hammering
home something that gives the public and the Congress, I might say,
a very erroneous impression of what is going on.

You actually are increasing the rate o% expenditure in recurring
items in nondefense areas at a very handsome clip. And that is the
point the Congress and the pubilc are concerned about.

Mr. GorooN. Mr. Curtis, I tried to satisfy myself on one of the
points you made. The question of the extent to which one can rely on
this year’s NOA figures as a forecaster of next year’s expenditures—
I think this is implicit in what you have been saying. What I find
is that NOA figures in one year are a very unreliabYe guide to expendi-
tures in the next year. I would like, if I may, to give some examples.

Representative Curtis. Might I point out that I am saying that
when Congress gives the obligational authority it then loses control.
So as far as the Congress is concerned, and we are the people’s repre-
sentatives, we lose the authority. I grant you that when the authority
is turned over to the Executive, there are %ood legislative reasons
why you cut back on your original estimates of expenditures, but some-
gmes the Executive freezes funds—sometimes he slows a program

own.

I agree with you, there are many reasons for that. And inci-
dentally, because the authority does exist, I am going to try to see
to it, when you request, as you are going to request, us to continue
the debt ceiling at $308 billion, that we cut your request so that the
President will exercise some discipline in tgjs area of expenditure
rate. He can cut his expenditure rate from a $98 billion to a $96 or a
$93 or $92 billion rate, if he would put his mind to it.

Mr. Gorpon. I migilt say, Mr. (glrtis, this year’s budget is abundant
evidence that the President has in fact exercised some discipline. You
will recall that in looking at the 1968 NOA figures, many persons were
predicting that 1964 administrative budget expenditures would sub-
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stantially exceed $100 billion. This, of course, has not been borne out.
This reflects, I think, the kind of restraint in expenditures to which
you are referring.

Representative Curris. My time has run out and my colleagues
have been very generous, because it went over 5 minutes. I will come

c!

Mr. Staars. Could I add, Mr. Chairman, just a brief point on the
matter of carryover funds on unobligated authority? The figure on
that is $87.2 billion. You are quite correct in pointing out that you
add thtifi to the $107.9 billion, which is new obligational authority
requested.

However, I would like to point out that we anticipate that the
carryover out of 1964 into 1965 and further years will also increase.

So it is not quite accurate to compare these figures by themselves.
That figure will be, instead of $87.2 billion, it will go up to $95 billion.

Representative Curris. The point I am trying to make is that the
Executive has this leeway, or authority, and we must view it in the
total. Now, I would agree that, in many areas, the Executive doesn’t
really have much leeway, because these are fixed sums and obligations.
But there is a considerable area of leeway.

Chairman Doueras. Senator Sparkman ?

Senator SpaREMAN. Thank you, Mr. Chairman.

Mr. Gordon, I shall ask you a very few questions.

I have read your statement since coming in. I appreciate your
presentation.

I notice from the chart, and I have noticed from the budget pre-
sentation, one item about which I would like some clarification, that
is, “Substitution of Private for Public Credit.”

Now, it sounds very good, but I wonder if we are really going to
realize the $1 billion that you hope to save by reason of that.

Now, there is one item that I have had some experience with that
is in here, and I want to use this as an example. That is farm housing
loans. T believe that the President’s program calls for $400 million
for the farm home loan program, but provides that only $50 million of
that shall be in the form of direct loans. The other $350 million is
to be shifted to insured loans. That is correct, isn’t it?

Mr. Gorpon. I will check the figure, Senator.

The basic point is correct.

Senator SparEMAN. I think the figures are correct. Now, we have
had insured loans for farm housing for a good many years.

I think it was put into effect back about 1953-54. I am under the
impression that it has been almost wholly unsuccessful, and I wonder
how we are going to make it work here.

The direct loan program has been highly successful. It was dis-
continued for a considerable period of time. There were several years
in which there was no activity. Finally, a couple of years ago, we
picked it up again and made available $450 million for direct loans, in
varying amounts, as was required.

It has been a highly successful program. Losses have been prac-
tically nil.

T am just wondering what assurance we have that an insurance pro-
gram ?now can be made to work when it actually did not work in past
years?

93762—63—pt. 1——7
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I think it is still on the statute books and has not worked, and 1
believe the record will show that to be true.

Mr. Goroon. Well, Senator, I certainly agree that you can never
be certain about the likely success of a new program, and although 1
am not intimately familiar with the details, I do have a general
familiarity with them. I think perhaps the answer to your question
is that there will be some new characteristies in this program, which
may not have been the case in the past. ]

Tnsured farm housing loans in the past have been good investments,
but for the most part, I would think highly illiquid investments.

What is proposed in the new budget is to make these insured housing
loans eligible for purchase in the FNMA secondary market.

I believe this has not previously been the case. This makes the
asset a much more attractive asset from the point of view of the lender,
because he is readily able to convert it into cash through a highly or-
ganized secondary market if he has access to FNMA.

I think perhaps this is one of the principal differences in the pro-
posed situation, as compared with the present one.

Senator Seargman. Well, I hope you are right. I hope there will
be careful attention to that so as to make it work. I have no objection
to the change. I would be in favor of that. Actually, I would like
to see the private credit resources used rather than direct loans from
the Federal Government. But I do believe that it is a program that
will bear watching.

Mr. Gorpon. In many cases, Senator, as I understand it, the hous-
ing loans will be made by the Farmers Home Administration and
sold to private investors with FNMA. eligibility and Farmers Home
will service the loan.

So that from the point of view of the lender, it becomes a particu-
larly attractive asset, with servicing through the FHA instrumentality.

Senator SparkmaN. Now that you have brought FNMA into the
picture, let me ask you about some of the operations in that field. I
was talking yesterday to an official of the Veterans’ Administration
and I was told that there is a rather vigorous sale of mortgages out
of the VA portfolio to private investors. I wonder if there is much
activity Wi& FNMA'’s portfolio?

Mr. Staats. The budget contemplates increased sales in 1964 of
$150 million—to a total of under $200 million—out of the FNMA

portfolio.

Senator Sparrman. What is the total holding, do you know
ofthand ?
. Mr. ScaurrzE. Senator, I believe it is about $3 billion. But this
is a guess.

Senator SparkmaN. I wanted to highlight that figure, because it
seems to me $150 million is not a very large disposal out of $3 billion
worth of holdings, particularly at a time when I understand conditions
are pretty good for selling these mortgagés.

Mr. Gorpon. I think perhaps, Senator, part of the difficulty, one
of the problems at least in FNMA disposal of its holdings out of the
special assistance portfolio is that many of these mortgages bear face
interest rates considerably below present market levels, which would

mean if they were sold publicly, they would have to be sold at a
discount,
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I understand there are rather strong views held on that question
in the Congress.

Senator SpargmaN. Well, we have had rather strong views, but
they have not been very well regarded so far as granting discounts
when the taking of mortgages was concerned, so I think we might
waive our strong views if FNMA could find a favorable market for
getting rid of some of these, even if discounts have to be given for
the low interest rate mortgages, provided the thing is going to happen
that I anticipate—that is, that rates will increase in the future.

Y am not an expert in this area, but I have been wondering why
we did not take advantage of the present market situation to unload
a great part.

Mr. Goroon. I am very glad to hear you say that, Senator, because
I have been puzzled for a long time as to the basis for the objection
to the sale of mortgages bearing low face interest rates at prices below
par in a situation in which prevailing market rates are substantially
above the face rate. It seems to me that sale of a 4-percent mortgage
in a 514-percent market at a price which would make it as attractive
to the buyer as a 51/ -percent mortgage is a favorable sale, even though
it may reflect a sale below the face value of the mortgage.

Senator SpareMaN. Certainly that would seem to be true if rates are
going to rise, as has been indicated is likely to be the case.

That is all, Mr. Chairman. Thank you.

Chairman DoucLas. Senator Javits?

Senator Javirs. Mr. Gordon, I did not have the benefit of hearing
all of your testimony. I have been downstairs fighting about the
filibuster.

But I did want to ask you just one or two questions which interest
me greatly.

‘What effect do you gentlemen assume there will be on the public
debt by the economic or by the policy, the fiscal policy, which is en-
compassed in your statement which antic’Qpates a calculated deficit?
‘What will be the effect on the public debt ?

Mr. Goroon. It is anticipated the public debt will rise at the end
of fiscal 1964 to $315.6 billion.

Senator Javrrs. What will that add to the carrying charges; do
you estimate, on the public debt?

Mzr. Gorbon. About $300 million in 1964.

Senator Javits. When you say it will rise to $316 billion, from a
figure of what?

Mr. Gorpon. $30314 billion at the end of the current fiscal year.

Senator Javits. So that you will add about $13 billion to the public
debt——

Mr. GorpoN. About $12 billion, sir.

Senator Javrrs. At an interest cost, you figure, of $300 million; a
quick calculation being what—3 percent

Mr. Gorpon. I am not sure how the average rate would work out,
Senator. I think this takes account of the likely change in total
interest payments on the entire debt.

Ser;ator Javirs. Well, now, does it assume any change in interest
rates¥
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Mr. Goroon. The method by which these estimates are made as-
sumes that the general level of interest rates prevailing currently
will persist throughout fiscal 1964.

Senator Javrrs. Do you think the fact that we are embarking upon
an adventurous program, trying to accelerate an economy which is
advancing, but not rapidly enough, do you think that that ought to
Increase or reduce interest rates, or leave them where they are? With
that fundamental policy, which we will assume?

Mr. Gorpon. This depends, of course, Senator, on the policies pur-
sued by the Treasury and the Federal Reserve System and the require-
ments of our balance-of-payments situation. It certainly seems to me
that on the way up to full employment with substantial slack and un-
employment remaining in the economy, there is no inherent reason
why the general level of interest rates should rise,

And I would hope, consistent with the necessities of our balance-
of-payments situation, that they will not.

é:anator Javrrs. Now, in the consideration of running this cal-
culated risk to which I am sure the Bureau of the Budget was a party,
was there any consideration of other measures which had to be asked
from us, as having a major impact on the economy ?

For example, we have not been asked for all substantial purposes
to do anything about national emergency strikes, yet that could have
a very significant impact on the economy. In short, in the one pack-
age approach of a tax reduction, was there also any consideration of
agding other legislative aspects to it in the Bureau of the Budget?

Mr. Gorpon. I would point out, Senator, that the proposed tax pro-
gram comes on top of a legislative program, some of it enacted, and
some not enacted, which has implications for the general problem
of prosperity and growth.

For example, the very substantial things that have been done in
the readaptation field, in the field of manpower training and develop-
ment, in the field of area redevelopment, in the provisions for facilitat-
ing adaptation of capital and labor under the Trade Expansion Act,
and under the proposed youth employment opportunity legislation.
These are all measures either on the books or proposed which have a
very close bearing on the problem of expansion in the productivity of
our economy, in an efficient and noninflationary manner.

Senator Javirs. Is it therefore the position of the Bureau of the
Budget that what the President said doesn’t stand alone? The Presi-
dent said—he asked the Congress, as the principal means for accelerat-
ing the pace of the economy, to make this tax cut. Now is it the posi-
tion of the Bureau of the Budget that other, these other, measures are
also essential to accelerate the economy, or do you hold with the
President that if we pass the tax cut we have done it ¢

Mr. Gorpon. I would certainly maintain the position, Senator, that
the principal means, the most important means for solving our broad-
est economic groblem is a policy designed to help in the expansion
of aggregate demand. And this is essentially what the tax program
is designed to do. But the expansion of aggregate demand, although
it seems to me a prerequisite for the achievement of our economic ob-
jectives, obviously doesn’t solve every problem, as I am sure Mr.
Curtis would testify. There are structural problems in the economy
of a very important sort which we think are being attacked in a very
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Rrom(ilsing fashion by some of the other programs that I have men-
tioned.

I would maintain, however, that the kind of economic climate which
would be created by an expansion in total demand would be the kind
of climate in whicg it would be much easier to solve many of these
structural problems we are talking about.

Senator Javrrs. Now, let’s approach this a little differently. Did
you make assumptions in these estimates, and, if so, what did you as-
sume as to strikes and man-days lost because of strikes?

Mr. Goroon. Although we have to make a startling number of
assumptions in putting together a budget, I am not aware, Senator,
that this is an explicit assumption which underlies the budget.

S(fnrf,tor Javits. What did you assume, with respect to our foreign
trade

Mr. Gorvon. Here again, Senator, I think the effect of foreign trade
developments, although extremely important for our balance-of-pay-
ments position, would not have a major impact on the calculations of
the bugget. Foreign trade would have, for example, some effect on
customs revenues, but, in general, I would not think these would be a
major impact.

Senator Javits. What did you assume with respect to those who
might be displaced because of automation, which would be encouraged
by all the policies we have just adopted, lower depreciation, the
T-percent credit for equipment, and so on ¢

Mr. Goroon. Well, I think here the answer would have to run in
terms of the necessity for achieving a considerably higher and risin,
level of total economic activity so that the demand for goods an:
services would require the services of virtually the whole of our labor
force. The automation problem is a problem of location, of skill, of
age, and so forth. All of these are matters which are being attacked
through the various sectoral measures I have mentioned.

Senator Javirs. But you cannot give us any assumption which you
have made as to those who would be displaced by automation ¢

Mr. GorpoN. As tonumbers?

Senator JaviTs. As to any quantum, as to its effect on your estimate.

Mr. GorpoN. As to its efiect on our assumptions with respect to the
number of workers who will have their skills improved and upgraded
through the manpower development and training program and other
such programs ¢

Senator Javirs. But not—but you can’t give us any test you applied
as to what automation would do to your work force and its earnings.

Mzr. Goroon. I would think the answer, Senator, must be that the
quantitative question is unanswerable.

Senator Javrrs. And finally—excuse me, I didn’t mean to interrupt.

Mr. Goroon. What happens to persons displaced by automation
depends largely on the state of employment opportunities generally
in the economy. He may either be displaced into employment or he
may be displaced into a new trade or new skill or new area in a
climate of rising economic opportunity.

Senator Javirs. Was any assumption made as to the impact of anti-
trust policy on the willingness or unwillingness of business to invest
in new equipment or new expansion or the like ¢
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Mr. Gorbon. I am not aware of any explicit assumption on that
point, Senator.

Senator Javirs. Thank you, Mr. Chairman.

Chairman Dougras. Senator Proxmire?

Senator Proxumire. This is a remarkably clear exposition of the
most complicated and difficult document which our Government has
each year. I think it is also amazingly short and concise. I think it
is a fine presentation.

These charts are very helpful, too, in understanding it.

Mr. Goroon. Thank you, sir.

Senator Proxmire. I was happy, Dr. Gordon, that you were ap-
pointed Director of the Bureau of the Budget because I felt as I am
sure other members of this committee felt, it is good that an economist
with the particular and peculiar experience that you have had as a
member of the Council of Economic Advisers should be in charge of
the budget. And I note in your third paragraph you talk right off
the bat of economic assumptions underlying the 1964 budget.

However, I would like to pursue just for a minute the question that
was so much emphasized by Iéenator Javits. After all, if we are going
to attack our economic problems primarily on the basis of tax reduc-
tion, shouldn’t we on the spending side, on the budget side, simply
proceed to meet those necessary costs which we have to meet as eco-
nomically, as efficiently as we possibly can, and rely on tax adjust-
ments to stimulate the economy ?

I take it from your emphasis here, and from what you have told
us, that maybe there is more consideration on economic stimulation,
on the spending side than I thought we had before your presentation
this morning.

Mr. Goroon. I don’t think so, Senator. I would agree with your
original statement, that at all times, but particularly at this very junc-
ture, it is imperative that Government expenditures be held to the
minimum level consistent with the protection of the national security,
and the discharge of the Federal Government’s responsibilities with
respect to the economy.

enator Proxmire. And yet, you say here, the economic assumptions
underlying the budget take into account the fact we have seven quar-
ters of economic expansion since the recession trough, and then you
go on in the next sentence to say you are also influenced by the fact
of the rate of expansion being slower.

Now, I am just questioning whether or not this is sensible under
these circumstances to give weight to the economic picture to this de-
gree in building your budget ?

Mr. Gorpon. I wish that it were not, Senator. The problem of pro-
jecting economic activity 18 months ahead, which is involved in every
budget preparation, is one of the most taxing and difficult and per-
plexing of the problems of the budget. But it doesn’t seem to me
that you can ignore it. There have to be economic assumptions in a
budget mainly, of course, to provide a basis for the estimate of reve-
nues, but even to some extent to provide a basis for the estimate of par-
ticular items, of expenditures, and ever since we have been preparing
b}llxdgets there have been economic estimates or projections underlying
them.
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Senator Proxmire. That is excellent. In other words, you have to
know the economic estimates to determine how much money is coming
in, and to cope with such economic problems as automation, develop-
ing new skills, providing additional education and manpower training.
This is another consideration based on the economic considerations but
any further than that I wonder if we should go.

Mr. Goroon. Well, now on the revenue side——

Senator Proxmire. I am asking you if we should in your judgment.

Mr. Goroon. Well, let me repeat, that there have been economic
assumptions in every budget and in every budget message the United
States has had. For meost of this period these assumptions were
implicit; they were not stated. But they had to be there because,
if they are not there, there is no way of guessing or estimating what
the revenues will be.

What we have tried to do, I think, is to come clean and say ex-
plicitly what our assumptions are. They are there whether we say
it or not. They have to be there, and it seems to us a lot more useful
to make clear our assumptions so that those who don’t agree with our
assumptions will be able to come to different conclusions.

Senator Proxumire. In your statement you say something that would
seem to me the President has assumed also. You say:

As I indicated earlier, expenditures for programs other than defense, spacs,
and debt service, have been held slightly below last year’s level.

There is no discussion of or justification of the increased spending
for defense, space, and interest, and I would question spending in-
creases in all three areas.

It seems to me they have all become sacred cows. They could all
be reduced and I think we could make a stronger case in defense than
in any other area and also make a very strong case in space.

Let me ask this specific question: Last year I was told that the
Budget Bureau or NASA informed the House Appropriation Com-
mittee, that the NASA budget was not touched by the Budget Bureau;
that it came to the Congress exactly as it was proposed by NASA,
there were no cuts in it and no reductions in it.

Mr. Gorvon. May I refer this historical question to Mr. Staats?
That was before I was in the Budget Bureau.

Senator ProxmIire. Yes.

Mr. Sraars. I don’t recall the particular information that you
referred to. I would like to say this, though, that technically this is
correct. The defense budget was not formally revised, because it was
a matter of working out a budget jointly with our respective staffs
and coming to an agreement. We did not have a formal submission
which we formally reviewed and reduced by a specific amount of
money. This has not been the case this year, however, with respect
tgj the space budget. It is still true with respect to the defense budget
this year.

Secretary McNamara’s formal request to the Budget Bureau really
was a product of a long series of meetings and common staff work,
and conferences with the President, where the decision was finally
reached. Thus, when we get into the question of what is formally
recommended as against what is formally submitted, we have to take
these things into account.
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This year, however, the budget that was submitted to the Congress
in the space area was reducetfe by the President from the levels.re-
quested g the space agency. I will say, though, just so we are not
unclear about it, that there were three levels proposed by the space
agency this year in terms of its new obligational authority.

The figure that you see here represents a program which is designed
to keep the original schedule of the manned lunar landing, but which
does represent a considerable reduction in the other space programs.

Senator ProxMIre. Are you telling me that the manned lunar land-
ing program is $4.2 billion roughly, something like that?

Mr. Staars. The total expenditures for fiscal year 1964 are $4.2
billion for the space agency. As for the manned lunar landing part
of it I would have to check the figure on it.

[Expenditures estimated in 1964 for manned space flight are $2.7
billion of the $4.2 billion total. ]

Senator Proxmire. Then you say the manned lunar landing part of
1t was accepted with the recommendations of NASA. There was not
a paring or reduction.

Mr. Staars. That is right. Because it was designed to proceed on
schedule.

Senator Proxmire. Isn’t the function of the Budget Bureau to exer-
cise an independent viewpoint and to make their recommendations in
view of the total overall ability of the Government to pay, and fitting
the priorities into the President’s overall program? Shouldn’t there
be, in other words, an independent determination in space and defense?

Mr. Staars. Not independent of the President, if that is your ques-
tion.

Senator Proxmire. No, I mean independent of the agency. You
said you sat down with the Space people and with the Defense people,
and came to an agreement. On the other hand, when we are dealing
with education programs and you are dealing with other programs, it
was a more objective, if I could use that word, independent, kind of
an 1\a/:[pproawh.

r. Staats. No, I wouldn’t draw this distinction at all. I think
it goes purely to the question of how the staff work is conducted. In
the case of the space agency this year, our staff has been working
jointly with the staff of the Administrator for the past 4 months. So
that when his recommendation was made with respect to the needs for
the manned lunar landing program, it was very largely a product of
trying to achieve its schedule at the least possible cost.

Hence, what I meant to say a while ago was that we did not change
the schedule established by the agency and approved by the Congress
last year with respect to the manned lunar landing program.

Senator Proxmire. And you have the same kind of collaboration,
close work together, in Defense ¢

Mr. Sraars. Yes. And I want to say here for the public record that
the Secretary of Defense has really been extremely cooperative with
the Bureau.

Senator Proxmire. I think he is doing a marvelous job. I think
we have never had a better Secretary of Defense or one more conscious
of the necessity to keep costs down but, at the same time, this is such an
enormous agency, the spending is so great, examples of waste are
bound to come to our attention and here once again it seems to me that
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an indepednent appraisal, an objective appraisal would be very helpful
to Congress, rather than this kind of:

Mr. Staars. Well, it does represent an independent appraisal I
must assure you, because we had many differences of views with Sec-
retary McNamara and many of those had to go to the President for
his resolution. i

Senator Proxumire. Now, I just want to ask one more thing in this
turn.

‘We have been told by the President this is a tight budget and we
have been assured by Dr. Heller that in his judgment it was a tight
budget with regard to the other elements of spending.

I notice, however, that looking on pa%e 59 of the Budget in brief,
59 and 60, it seemed to have been possible, at least in 1 year in the
last 7 years, to reduce spending and to cut it sharply and cut it in
almost every category despite the increases in population, the increased
demand on our Nation, in defense and in other areas.

I am talking about the year 1960, when there was a reduction in
spending from $80 billion down to $77 billion. This in spite of the
fact we had a big increase in research and development of nearly $2
billion, we had an increase in educational appropriations and yet it
‘was possible that year to cut defense, to cut greatly in international
affairs and finance, to cut agriculture, to reduce natural resources, and
so forth. These are actual expenditures also, not estimated.

Why is it so difficult now or so almost impossible in the view of
experts who come before us, to reduce spending when it was in fact
accomplished in 1960, a year when we also had great demands.

Mr. Gorpon. To answer that in detail, Senator I would want to look
much more closely at the 1960 figure. It certainly seems to me as an
approach to the answer that it is not unrelated to the very sharp
increase of expenditures which occurred in the prior year.

Now, fiscal years are quite arbitrary things. The total administra-
tive budget expenditures rose from $71.4 billion in 1958 to $80.3 billion
in 1959. That was a very substantial increase, and the decline in 1960
still left 1960 a good $5 billion above 1958. I think if you look at
the trend there, the behavior in 1960 would have to be related to the
very sharp increase that occurred in the prior year. It may be that
expenditures were pushed forward and made in the year 1959 and
had the effect of reducing expenditures under ongoing programs
in 1960. I can only speculate about the details but I suspect this is
the basic approach to the answer.

Senator Proxmire. Well, let me just—I don’t want to impose on
my colleagues. I do want to ask you, however, on page 48 you show
something that I think is pretty irrefutable as far as increasing ob-
ligations of the taxpayer. We have this administrative budget which
has complexities and unfortunate complications that make it hard
to understand, the national income accounts budget, the cash budget,
all have defects, capital budget, too.

But on page 48 it shows that virtually every single department of
Government 1s going to have an increase in personnel, in employment,
in employees in 1964 as compared to 1963 except Defense and some
of those increases are very great. The Department of Labor is 14
percent, General Services Administration 9 percent increase in 1 year,
and I am wondering if this isn’t perhaps one of the best indications
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of the fact that we are increasing our Federal obligations and our
Federal spending.

Mr. Goroon. Could I call your attention, Senator, to the last chart
in this collection of charts that I think you have before you ?

Senator ProxMIRE. Yes.

Mr. Goroon. It shows for a 14-year period the change in executive
branch civilian employment. It shows a sharp rise, of course, durin
the Korean conflict, a decline at the end of that period, a leveling o
period and then a rise that started in 1959 or 1960. It seems to me
very revealing, however, to take account of the fact that this is a
rapidly growing country with a rapidly rising population, and to re-
late the size of civilian Federal employment to the population. The
bottom line is a measure of that relationship. It shows that since the
Korean conflict the percentage of the population employed by the
Federal Government Eas diminished, and it has been essentially stable
since 1959.

Actually, although it does not show up here, between fiscal 1963
and 1964, there is a slight decline. The population, if I remember
correctly, will rise about 1.7 percent; Federal employment about 1.4
percent. It does seem to me important to relate the growth in Fed-
eral employment to the growth 1h the size of the country and in the
size of the population.

If I may, I would like to take a minute to point out some of the
effects of t?l’le expansion in the population and in the demands on the
Federal Government as background for appraising this rise of 35,000
in Federal employment from 1962 to 1963. I have a number of ex-
amples which seem to me very persuasive.

In the Department of Defense, for example, the average number of
retired military personnel will increase by 30 percent between 1962
and 1964, necessitating an expenditure increase of $250 million. This
is a built-in increase in retirements.

The number of veterans or survivors receiving payments will rise
by 10 percent between 1962 and 1964, adding $160 million to outlays,
and will have some effect on Federal employment.

Between 1962 and 1964 school enrollment will increase by 7 percent,
increasing the expenditures of the school lunch and milk programs by
$22 million. The number of passports issued increased by 25 percent
from 1959 to 1962, and is expected to increase another 25 percent by
the end of 1964. The number of patents issued will increase from
50,000 to 60,000 over this 1962—64 period. Between 1961 and 1964
visitors to the national parks will increase by almost 20 percent. I
could goon. Ihavea very long list.

But I think it is this kind of thing which gives you a sense of what
the expansion in the size of the country means to the provision of
Federal services and the growth in Federal employment. And it
seems to me very impressive that there has been this decline in the
aatiodof total Federal employment to the population over the last

ecade.

Senator Proxmire. My time isup, Mr. Chairman.

Chairman Doueras. Congressman Reuss.

_Representative Reuss. Mr. Chairman, Director Gordon, I would
like to join my colleagues in welcoming you here today. You did a
:Il';markable job on the Council and I know you will, too, on the Budget

ureau.
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My questions will concern regional economics, which is also a prob-
lem confronting the Joint Economic Committee. It may be that you
will want to refer this to one of your associates.

Particularly, I am concerned with the lag in industrial growth in
recent years in the Midwest, that great area of our country between
Detroit and St. Louis, and Ohio, and going up through Chicago and
Milwaukee to Minnesota. Not only has the growth rate of this gen-
eral area of our country tended to lag behind that of most other areas,
but when you look at the policy of the Federal Government you will
find that civilian payrolls, military payrolls, the giving of research
grants, have likewise tended to neglect the industrial interest of the
Midwest.

This, let me hasten to add, is due to a complex of factors and cer-
tainly willed action by the Federal Government is not the only factor.
But just within this last year we have had recognition by the Defense
Department, for which I praise it, that there tends to be a distorting
concentration of national research and development energies in such
areas as the Boston area, the Washington area, and California. We
of the Midwest notice this particularly because we produce most of
the scientific Ph. D.’s in the country, yet we tend to lose them to other
areas of the country, notably these three.

I notice in this year’s budget that at least two enormous new in-
stallations are contemplated, one the Environmental Health Center
set up by the Department of HEW, which is to be plunked right down
in the suburban sprawl of the Washington area, on the ground that
there are a lot of scientists in Washington already and we might as
well put this center there. I think it is ultimately to cost $70 million.

And then along comes NASA and proposes to plunk down a multi-
million dollar electronic center right in the heart of the Boston elec-
tronics complex. Again the ground given is that there are a lot of
electronics people around there already.

‘Where will all this end? Does the Bureau of the Budget have a
policy for the Federal Government with respect to some equalization
of industrial growth in this country, and if so, what is that policy ¢
This is where you may want to refer it to those who have been in the
Bureau longer than you.

Mr. Goroon. I am very fortunate, Mr. Reuss, in having at my left
a colleague who has spent a good part of his time in the heartland—
at Indiana University—and I think perhaps he is prepared to say
something about the special problems of this area in relation to the
issues you raise. Mr. Schultze.

Mr. Scrurtze. There are only parts of your question that I have
any direct knowledge of, but I think one piece of research that we
carried out at Indiana is relevant. It turns out for that State and I
suspect also for Michigan, certainly Ohio, and probably Wisconsin,
that the answer in large part may be traced to the industrial mix, the
industrial composition of these States. If you look at recession after
recession, you find that whenever economic activity falls below capac-
ity, these States with very heavy durable goods manufacturing in
them are affected more severely than others. If you then examine a
growth trend from 1947 to 1957, you find these States doing rather
well compared to the rest of the economy. But from 1957 on, given
the gap we have had in our economic performance, the economic prob-
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lems in these States reflect the slowdown in our rate of growth and
are perhaps even more attributable to the growing gap between our
Nation’s capacity and our actual production.

I think this is the explanation to your question; by no means all of
it, but a very good part of it.

In other words, an increase in aggregate demand back to levels of
4 percent unemployment would, I think, find in a lot of these States,
a more than proportionate increase certainly in industrial employ-
ment. This is clearly the case in Indiana and I suggest might be true
of the area in general.

Representative Reuss. Does the Bureau of the Budget in its func-
tion of riding herd on the executive branch, have a policy with respect
to the industrial growth of various segments of the Nation?

Mr. StaaTs. If you are referring here to the second part of your
question a moment ago with respect to the location of Federal in-
stallations?

Representative Reuss. Yes, and let me broaden that a little bit, Mr.
Staats, to include general policy in research grants, and whatever the
Federal Government does.

Mr. StaaTs. Right. Well now, I would like to make about three
points here. One is with respect to new civil public works programs
included in the 1964 budget this year. We tried to give preference,
wherever projects were equally meritorious, to the projects going into
the underdeveloped areas, the redevelopment areas, and the areas of
labor surplus.

Now, this was applied rather carefully to all the public works
programs, the Corps of Engineers, Bureau of Reclamation, General
Services Administration, all through the whole budget.

Second, with respect to specific locations of the type that you men-
tioned a while ago, the Environmental Health Center and this new
Electronics Research Center announced by NASA, I must say in these
kinds of considerations, the technical capability of the agency to per-
form its function has tended to play a predominant role.

The environmental health center question as you know has received
a good deal of discussion in both of the last two sessions of Congress.
In this case the proposed center has been reviewed by two Secretaries
now, in coming to the same conclusion, that it would be a mistake to
locate it elsewhere.

It is therefore shown in the budget to be located in the Washington
area, although this, I must say, still has to be reviewed by the Congress
again. Noaction has been taken.

‘We have been very conscious of the need to locate Federal buildings
outside of the Washington area and we do have a very carefully de-
veloped policy, thanks in part of the interest of you and others in the
Congress, to locate outside the Washington area any building that can
function equally well.

For example, in this budget we have a proposed new Patent Office.
The present facilities are terribly cramped and it is reducing the em-
ployees’ capability to a great extent. But we did find, working with
the Commerce Department, and they, in turn, with the Patent Associa-
tion, that they were able to agree to have the building located outside
of the Washington area.
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Similarly, we are currently studying a progosal from the Depart-
ment of Interior on the Geoclogical Survey building which faces a simi-
lar problem. There has been no decision taken on this one but it is
offered as an example again of the kind of thing we are trying to do
wherever we possibly can.

Representative Reuss. For which, incidentally, T have the greatest
praise for you and the Budget Bureau. It seems to me in the last 2
years there has been real progress, at least with respect to whether you
put something in the Nation’s Capital in Washington or whether you
put it elsewhere in the country.

I was raising, however, a somewhat broader question. The Depart-
ment of Defense, which has been praised for some thin%s by Senator
Proxmire this morning, should also be praised, I think, for setting u
a division which is quite conscientiously looking at our nationwide
problem of industrial development in all its aspects, and making sure
that whatever tendencies are encouraged by the Federal Government
are tendencies that are in the national economic interest. I will ask
you, Mr. Director, to include when you correct the record an answer
to the following question: Will you review what the Department of
Defense is doing with respect to the dispersion of industrial develop-
ment, and comment on whether it may not be possible to generalize that,
through the Budget Bureau, throughout the entire operation of the
Federal Government ?

T have the impression that while the Department of Defense is doing
a good and thoughtful job in this, the people at HEW, at NASA, at
Atomic Energy, just haven’t heard of this, that it just doesn’t occur
to them that they should do anything but make the rich richer, so to
speak. I am wondering if this isn’t a proper function of the Bureau
of the Budget.

Mr. Gornon. I would be very happy to look into this, Mr. Reuss, and
submit a report.

(The material referred to follows:)

The Office of Economic Adjustment is the division in the Department of
Defense to which reference was made. It was established in May of 1961
to minimize the economie impact on communities resulting from adjustments in
defense programs. The early work of this office was almost exclusively devoted.
to working with the communities affected by base closures in seeking to fin®@
substitute economic activity to offset the losses to the community from the.
defense closure of a base or depot. Since that time, the work of the office-

has been expanded to include analyses of the economic effects of changes in-
procurement programs.

The basic approach taken by the office is to energize local leadership, be it
community, region, or State, to analyze its resources and relate them to both:
short-term and long-term economic growth, whether in the fields of education,
science-oriented industry, transportation, and so forth.

The office works with an interagency committee under the chairmanship of
Secre!:ary Hodges, which is advisory to the Secretary of Defense on problems
of this type. The office works closely with selected agencies which can be
of help, depending upon the particular problem involved. NASA and Atomie
Energy are not at this time members of this committee and it may well be
that.extension of this committee or some similar arrangement may be helpful
We intend to pursue this question to determine what is most appropriate to'
secure the benefit of this type of activity.

Chairman Doveras. Would the Congressman suggest an emenda-

tion in the case of space and atomic energy, make the desert blossom
astherose? [Laughter.]
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Representative Reuss. I approve that not only substantively, but
figuratively. My time is up.

Chairman Doueras. Mrs. Griffiths.

Representative GrirriTas. Thank you, Mr. Chairman.

Mr. Director, if you will look at your statement where you say:

Second, a reduction in the proposed level of Federal expenditures, not matched
by a larger tax reduction, would be self-defeating under present conditions.

Would you care to estimate what kind of a tax increase would be
necessary to cover this year’s budget so that there would be no deficit ?

Mr. Gorpon. What kind of a tax increase would be necessary to——

Representative Grrrrrras. Increase.

Mr. Goroon. To cover this year’s budget so there would be no
deficit? Offhand, Mrs. Griffiths, I am afraid I cannot give you a
quantitative reply to the question.

Clearly it would have to be very substantial because one would
have to take into account the fact that an increase in tax rates would
so depress private sgending and investment as to cause the general
level of activity of the economy to decline so that you would have to
get a larger total tax take out of a smaller economy than you have
now.

You would have these two effects working against you. It would
have to be, I am afraid, an enormous sum.

Representative Grirrrras. Would it be, for instance, $300 per
taxpayer ?

Mr. Goroon. I think it could come to a great deal more than that.

Representative GrirrrrHs. It would ?

Mr. Gorpon. A great deal more than that.

Representative Grirrrras. If such atax

Mr. Goroon. Because, if I may say so, because one has to assume
that you are collecting this higher level of taxes from a smaller num-
ber of people since the effect of the policy, of course, would be greatly
to reduce employment and economic activity.

Representative Grirrrras. Well, that was going to be the second
question of mine. How many people do you think would be unem-
ployed, added to the unemployment rolls, by a tax increase sufficient
to cover the deficit ?

Mr. GorboN. May I hold a rump conference here on that question?

Well, you ask very hard questions, Mrs. Griffiths. T am reluctant,
of course, to answer this because it involves a large number of variables
which have to be very crudely estimated.

Let me say it would not surprise me if the consequence of this
policy were a rate of unemployment approaching 10 percent of the
labor force as compared with the present rate of about 5145 percent.

Representative GrirriTHs. And an estimated tax rate of how much?

Mr. Goroon. Well, this might entail an increase in tax receipts at
present levels of income—that is, an increase in tax liability at the
present levels of income of, perhaps, something in the neighborhood
of $20 to $25 billion a year.

I am afraid these get into quite astronomical figures, and I am
ﬁer% uneasy about making judgments of this kind off the top of my

ead.

But it does seem to me quite clear that to achieve this purpose by
Increasing taxes sufficient to balance the budget at present levels of
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expenditure would so depress production, employment, and purchas-
ing power that it would not be an extravagant estimate to say the
unemployment rate migth move up toward 10 percent.

Representative Grirrrras. Now, if you reduce by a shotgun ap-

roach the expenditures to meet the income, how much would you
ave to reduce it, that is, you could not just reduce it the present
estimated amount, could you, to meet the income ?

Mr. Goroon. You are talking, Mrs. Griffiths, about reducing total
expenditures——

Representative GrirriTES. To meet your income.

Mr. GorooN (continuing). To meet the present estimated income?

Representative GrrrriTs. No, to meet the income you are going to
get if you reduce the expenditures.

Mr. Goroon. I am not sure that I follow the question. Will you
state it again, please?

Representative Grirrrras. If you reduce by a percentage basis the
expenditures, how much would you have to reduce it to meet the
income you would get if you reduced the expenditures?

Senator Proxmme. How much would you have to reduce them
to balance the budget ¢

Representative GrirrrrHs. Yes.

Mr. Gorbon. The answer, Mrs. Griffiths, I think, would be sym-
metrical with the answer I have just given you or closely symmetrical,
but not exactly. There are some technical differences to the answer
I have just given you with respect to the increase in taxes.

This would, I tﬁink, tend to produce a sharp decline in gross na-
tional product which might even get as high as $50 or $60 billion a
year, and might yield a rate of unemployment more or less in the
same order of magnitude as the rate of unemployment I was just
referring to in connection with the other strategy, the tax increase
strategy.

Representative Grirrrras. I think you can tell from the questioning
even of this committee that if you tried the second route you would
have those people who would want to point out that the decline must
be made here, you can cut here safely, some would say cut out all
foreign expenditures; some would say reduce the prices that are paid
on defense items. So that in this you would get Into some questions
once you begin that.

But the point I want to make is that we began this administration
with a calefor sacrifices, and when you offer a tax cut it sound like
you are not asking for a sacrifice. But all you have to do is listen
to us and know you are asking people to sacrifice long-held prejudices
and beliefs on what taxes are for and what they do, and what expendi-
tures are for and what they do.

Now, if you are going to switch the rules I think that the least you
can do is to make more specific your statement and tell us with more
exactness what will happen if you increase taxes to balance the budget
or you decrease the expenditures to balance the budget.

Mr. Gorpoon. I think, Mrs. Griffiths, that with some thought and
calculations, more precise answers could be given to this question
than the one I gave off the top of my head today, but I would certainly
agree that these are relevant questions.

Representative Grrrrrras. Then, Mr. Chairman, may I ask that
he supply the answers for the record?
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Chairman Doueras. I think that would be excellent. Without
objection.

Representative Grrrrrras. Thank you.

(The information referred to follows:)

The following estimates are the results of an aggregative analytical approach
to the question of the economic effect of a tax increase or a cut in expenditures
in the fiscal year 1964. They are not intended to be more than illustrative of
the general orders of magnitude involved. Because of the présence of many
unknown and unpredictable factors, the estimates can be no better than very
rough approximations. In all cases, the changes in tax liabilities, GNP, and
unemployment are measured from levels consistent with the President’s 1964
budget; that is, from estimated levels which assume enactment of his tax pro-
posals, reflecting a net revenue reduction of $2.7 billion in 1964.

Moreover, the estimates are addressed, not to the question of the desirability
of achieving a balanced budget, but to the size of the tax rate increase or ex-
penditure decrease which might be needed in present circumstances to balance
the proposed 1964 budget. Indeed, one of the major objectives of the adminis-
tration’s tax proposals is to eliminate the deficit in a constructive way by
generating the kind of increases in the level of production and income which
would, in a few years, yield tax revenues sufficient to balance the budget,

To balance the fiscal year 1964 administrative budget, assuming currently
estimated expenditure levels, it would be necessary to increase total tax col-
lections by $11.9 billion over the amount estimated in the 1964 budget. Raising
tax rates to achieve higher collections of this amount would, of course, reduce
GNP, employment, and income. This decrease in the tax base would reduce
the yield from both new and existing taxes, as compared with their yield at
current income levels. Hence, the increase in tax liabilities—based on current
levels of income—would have to be larger than $11.9 billion in order to achieve
a net increase of that amount in actual tax collections.

Specifically, the estimates below assume (1) an increase in taxes which would
have the bulk of its immediate effect on consumers’ spendable income and con-
sumption, (2) a total impact on GNP averaging durmg the first year 1.5 times
the initial effect on consumer expenditures and rising. to a higher level toward
the end of the year, (3) an estimated marginal tax rate on GNP of 25 percent
during the period of substantial tax increase and changing economic climate,
and (4) a lag in tax collections behind the aecrual of liabilities:averaging 20
percent, or something less than one calendar quarter. On this basis, it is
estimated that a tax increase to cut the presently estimated administrative
budget deficit by $11.9 billion. might involve—

An increase in tax rates in fiscal year 1964 sufficient to raise total tax
lialtjl?lilities, at unchanged levels of national income, by approximately $20
billion.

A decrease in GNP of some $25 billion for the year, and a decrease in the
annual rate of GNP at the end of the fiscal year of roughly $40 billion.

An increase in unemployment averaging perhaps 115 million workers for
the year, with the increased unemployment reaching 2 to 2% million by the
end of the year. These numbers would be approximately equivalent to a
rate of unemployment of 71 to 8 percent of the civilian labor force for the
year as a whole and to a rate of 814 to 9% percent by the end of the year.

Alternatively, if it were sought to reduce Government expenditures suffi-
ciently to eliminate the estimated 1964 deficit—

The required cut in expenditures and the effect on GNP and unemploy-
ment would be about the same as for the tax increase if the expenditure
reductions were all made in transfer payments such as veterans pensions
and compensation) or grants to States for transfer payments (such as
public assistance) to individuals.

If the required expenditure cut were all in Federal purchases of goods
and services (which generate taxable income almost immediately), a larger
reduction would be needed; this would reduce GNP and increase unemploy-
ment by more than the amounts previously estimated.

If either the tax increase or the expenditure reduction policy were adopted,
the reduced level of GNP and empioyment would mean a lower tax base for fiscal
1965 and the prospect of a sizable deficit for that year.
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Chairman Dovueras. I hope you will forgive me if I take a worm’s-
eye view of some of these issues.

On page 16 of the big budget, under the heading of “Expenditures
under the direction of the Architect of the Capitol,” I find a budget
outlet of $7,530,000 for underground garages.

Now, this has been an old interest of mine, because the previous
garages have been a terrific expense per car, and I dug up the previ-
ous report of the Assistant Architect of the Capitol contemplating
the expenditure in 1957 prices of $42 million for approximately 1,900
cars at a cost of something over $22,000 a car.

Now, I am curious to see the garage-building game continuing, and
T would like to ask if you have figures indicating the number of cars
that would be sheltered and housed in this underground garage at
a cost of $7,500,000.

Mr. Goroon. I am afraid, Mr. Chairman, that I cannot give you
that information.

A few minutes ago the question was raised as to whether the Budget
Bureau was exercising its proper review function with respect to the
Defense Department and the Space Agency. We said we thought
we were, but we plead innocent here with respect to estimates from
the Congress and the Judiciary. The Budget Bureau does not exercise
review functions.

Chairman DovueLas. So you merely pass on recommendations from
the Architect ?

Mr. Goroon. That is right.

Chairman Dovceras. Is my information correct that about 1,000
cars will be provided for in this garage, which would mean an average
cost per car of about $8,000 ¢

Now, I have collected statistics on underground garages all over
the Nation and the cost is usually about $3,000 a car.

The average is, I think, somewhere around $2,400 a car. Somebody
should ride herd on this.

You say you do not ride herd on the Architect of the Capitol, but
T think this is the responsibility then for Congress, and I am glad
to see that there is no mystic significance attached to the fact that you
include this in the big budget. You merely reprinted something that
the Architect of the Capitol requested; is that true?

Mr. Gorbon. That is correct.

Mr. Staars. That is correct.

Chairman Doueras. If I may skip from a minuscule subject to
overall subjects, I take it that the theory behind the tax cut 1s that
what is called aggregate consumer demand is inadequate and is neces-
sary to build up aggregate consumer demand.

Now, an inadequacy of consumer demand simply means to me that
the sum total of price tags on goods now produced or which could be
produced with idle labor and capital is in excess of the sum total of
monetary purchasing power in the pockets of consumers. I think
that is merely a more precise way of stating what is said to be in-
adequate consumer demand.

If you wish to produce equilibrium, there are two ways of dealing
with this: One is to bring prices down to the level of consumer mone-
tary purchasing power; the other is to raise consumer monetary pur-
chasing power up to the level of prices.

93762—63—pt. 1——8
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Now, I am very frank to say that my own preferences would be in
favor of the first method, which would call for a vigorous antitrust
olicy and the extension of the competitive system into variousareasof
ife where it is not now prevalent. But I suppose you reached the con-
clusion this would take too long. There would be doubtful public
support for it. The legal processes would be difficult, and so on. So
the method which you have adopted is to pump monetary purchasing
power into the economy, through the injection of additional bank
credit, up to the level of prices; is that true?

Mr GI()>RDON. In a sense these are logical alternatives, Senator.

It does seem to me, however, that the position that the purpose can
be achieved by a reduction in prices—and this, I think, is apart from
the question of the merits of antitrust policy—but the question of
whether this can be achieved through reduction of prices must, it
seems to me, rest on what will be the effect on wage payments of price
reductions.

You are assuming a compression of the margin between the two, so
that the level of money income payments which are spent on consumY-
tion goods will not be unduly depressed by the policy. I would simply
raise a question here as to whether experience leads us to believe
that there is, in fact, much compressibility or expansibility in margins
for the total economy as between wages and pieces.

I do not doubt there is some compressibility or expansibility here,
but I would wonder whether there is a sufficient amount to do the
job you have in mind.

Chairman Doucras. What would you say to a reduction in excise
taxes?

Mr. Goroon. I would think, Senator, that a reduction in excise
taxes would have an economic effect not very different from the re-
duction in other kinds of taxes. There would be some differences.

It does seem to me, however, that given inherent limitations on the
amount of tax reduction which is consistent with our present economic
situation, that we are much wiser to attack this problem via the in-
come taxes rather than the excise taxes.

Chairman Doucras. With a reduction in excise taxes, of course
assuming a competitive economic system which we may not have, the
benefits would go immediately to consumers.

Mr. Gorbon. With respect to those types of goods which are sold
to consumers, that is correct.

Chairman Doueras. That is right, and if the tax reduction were con-
centrated on durable goods, and local telephone service, for instance,
that will be a direct return, and——

Mr. Gorpon. I would think that this would have the effect of in-
creasing the disposable income. I am not sure you could assume
that the tax reduction would be spent on the particular service in
question, but I think it would be a fair presumption that a large part
of it would be spent on some goods and services.

Chairman Doueras. And wouldn’t it be concentrated primarily in
the lower and middle income groups rather than in the upper?

Mr. Gorpon. This would depend on the particular excise tax you
are referring to, Senator. I can think of some excise taxes which
would have very little effect on lower income groups.
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Chairman Doueras. Well, you could pick out those commodities
which are primarily consumed by the great mass of families.

Mr. GorboN. Of course, some excise taxes, as you all know, are im-
posed for quite different reasons, for consumption control reasons.

Chairman Douveras. T am not in favor of reducing the excise tax
on spiritous liquors.

Mr. GorpoN. Some people would make a similar argument on to-
bacco where the purpose is more complex than the raising of revenue.

Chairman Doucras. No,not even that.

Mr. Curtis.

Representative Curtis. I am very happy to have the Senator call
attention to that because these are Korean excise taxes which we well
might forgo extending by ignoring them.

I want to open up a new area for discussion, particularly now that
the Federal income tax has taken the center stage as the villain. I
want to discuss the entire picture of taxation.

‘We, at the Federal level, have a great tendency to think of the Fed-
eral Government as the prime mover, and forget the State and local
governments. It is quite interesting that it is the Federal Government
which is primarily dependent on its revenues for the profits tax, or
from economic transactions that result in profits, for which are meas-
ured in profits.

The States largely rely on transaction taxes; the local governments
have the best tax of all, in my judgment, which is the property tax
based on economic value.

But it is the mix in our entire society that makes the difference.

I have been very interested in your presentation and the presenta-
tion of the President in his economic message, especially where you
relate the percentage of State and local debt and, incidentally, private
debt, to the public debt.

The thing that intrigues me—it does not intrigue me because I think
I know the answer—is the use of the starting point of 1946 which,
of course, was

Mr. Gorpon. 1947, Mr. Curtis.

Representative Cortis. Well, 1947, but the President has used 1946.

At any rate, it is the period right after the very heavy Federal defi-
cit of World War IT.

Mr. Gorbon. That is correct.

Representative Curtis. And, of course, we know that the Federal
Government is primarily responsible since its primary responsibility
is in defense.

What I think is more important, and certainly will give us the
accurate picture, is to take a look at the relationship of private debt,
of State and local debt, and Federal debt in years prior to that, the
1930’s, the 1920’s, the 1910’s, and the 1900’s. T might add that the
same is true of expenditures, because expenditures and debt seem to
run similarly. T have inserted a chart like that into the Congressional
Record yesterday, on page 1102, showing that the total adjusted Gov-
ernment debt for 1960 was $301 billion. Of that total, $240 billion
was Federal, $60 billion was State and local; 79.7 percent Federal, and
20.3 percent State and local.

Before World War II, similar to tax receipts the ratios were al-
most the reverse. In 1912 the total Government debt was $5.7 billion;
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$1.2 billion was Federal ; $4.5 billion, State and local; 21 percent Fed-
eral, and 79 percent State and local. You see, almost the reverse.

World War I reversed the percentages. In 1922 the Federal debt.
had gone down to 79 percent, and the State and local debts were raised
to 31. By 1932 the ratio had shifted still further for State and local
debt, 50 percent State and local, and 50 percent Federal. World War
IT brought that ratio to 94 percent Federal and only 6 percent State
and local, and it is from this high point that we Yla,ve been seeing
this decline.

It strikes me that this is a normal and a very healthy decline. Cer-
tainly it should not be put in the context that we have had increases
in local and State debt at higher expenditures. We should expect this.

This brings me back to a very key part of the budget—Federal aid to
local governments. If the Federal income tax is to take more of this,
and I happen to think it is because it gets right into the warp and
woof of our economic system when it is a tax on profits, then we should
not be relying as heavily upon it. We are making a very grave error
in this Federal aid to local and State governments. This is an area
where we ought to rely more heavily on the transaction tax and, cer-
tainly, the property tax.

Fortunately we are. The property tax, the unheralded hero since
World War IT1, has not received the attention that it deserves to see
how it has responded.

This is an area very few people have studied. Should we reform
Federal income tax laws or examine this very question of expenditure
policy of the Federal Government ?

It seems to me that we ought to rely less heavily on the Federal
income tax, and more heavily, as we are continuing to do, on bringing
a balance back into these local areas.

This is a matter of expenditure policy, I think you will agree. You
have pointed it out very nicely in the amounts of money that the
Federal Government is actually spending for local matters, whether
it is education, sanitation, community facilities such as courthouses,
or public works.

So I think the question I should ask, and leave the record open so
that you can comment at more depth on this, is what consideration has
been given in the Bureau of the %udget to the use of State and local
taxes in lieu of the Federal income tax to bear these costs?

Couldn’t we reduce our expenditures very nicely in these areas so
that we could rely more heavily upon local and State governments to
provide these programs.

Mr. Gorbon. Well, Mr. Curtis, this is a question that I think Secre-
tary Dillon, who will be testifying later, will be better equipped to
handle than T am.

Our side of the budget responsibility, of course, relates more heavily
to the expenditure side than to the receipt side.

Representative Curris. That is what I am talking about. Let us
take the expenditure side, these grants-in-aid programs. Traditionally
these have been taken care of by property and transaction taxes.

Let me add another point. I hope this idea of putting a large por-
tion of health costs on the back of the most regressive tax in our whole
collection, the payroll tax or social security tax never takes effect.
This is part of the concept of this budget.
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So I think if we are going to talk in terms of the economic impact
of tax systems, we must relate our expenditure policy—both present
and future—to the methods of taxation. This is where I want to see
more discussion.

T happen to feel, as you can tell from the way I have presented this,
that our economy could be much healthier 1f it were based more
heavily on what I would say is the economic value tax, the property
tax.

Can we leave the record open because if you do have any comments
to make on this, I would like to have them ?

Then I want to call attention to something that to me has gone al-
most unnoticed.

We talk about the need to increase the amounts spent for educa-
tion, and I could not agree more. The President in his campaign in
1960 said that we have to double the amount we are spending on edu-
cation in the next decade. My reply was, Why does he want us to slow
down? We almost tripled it in the previous decade.

I want to call your attention to the January 1963 Health, Educa-
tion, and Welfare Indicators. On page 25 there is a chart of public
educational construction, bond elections, bond sales, and contract
awards. This is shown in total dollars, dollars of the bond issues
passed, and the percentage of those that passed.

On page 27 the results of the previous bond issues, educational con-
struction value put in place, are shown.

‘We had been running at a rate of over $1 billion worth of new
bond issues passed, beginning in 1957, rising to the peak of $1.8 bil-
lion in 1960.

In 1961 the figure dropped by $1 billion to $854 million. This is
where school construction for 1963 and 1964 is going to come. These
are the bond issues passed.

The actual construction put in place is still holding up very nicely
in 1961 at $3.6 billion.

It is this kind of breaking down into component parts, I think, that
needs to be done to understand expenditure policy.

I might say also, looking forward to local and State expenditures,
that here is an amount of $1 billion that must come from somewhere.
This is a $1 billion drop in construction that is going to hit us, and
T have heard no one even comment on it. Have you noticed that ?

Mr. Gorbon. That has not been called to my attention, Mr. Curtis,
no. I didn’t know that.

Representative Corris. Well, I wanted to make this point, and if
you care to comment on this area, the record will be open. This is
one area I hope to fully develop in the Ways and Means discussion of
tax reform.

In my judgment, this is why the Congress must examine expendi-
ture policy. We must decide at which level to spend. Policy must
not be made on the basis that one group is interested in people and the
otherisnot. Ithink weallare.

The issue is not that we want more education and more health. It
is a question of what tax system and what procedures we can best use to
gain these ends.

Thank you.

Chairman DoueLas. Senator Proxmire.
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Senator Proxmire. I hate to get off the same trolley as Tom Curtis
because I admire him. He isa wonderful fellow.

But the worst part of this budget, the worst part of this tax pro-
posal, is that it does increase our reliance on the income tax and does it
sharply and leaves the sales taxes as they are, and is going to impose
a greater burden on our already overburdened State and local govern-
ments which, I think, is most unfortunate, because those State and
local taxes are more regressive—there are few taxes more regressive
than the property tax, and I think if we continue to cut income taxes,
let other taxes remain at their same level or increase, and try to absorb
these expenses, we are going to have a far more regressive system in
the future than we have had in the past.

Mzr. Gorooxn. Senator, I do not follow your statement that the enact-
ment of this tax bill would increase the burden on State and local
governments. I would have thought that the stimulus to economic
expansion which enactment of the tax bill will bring, will sub-
stantially increase the tax revenue of the States, many of which are
quite proportionately——

Senator Proxmire. I find myself often arguing against myself.
But let me explain what I mean. If we hold down these aid to local
government programs as Congressman (Curtis so eloquently argued a
minute ago, on the ground that we cannot afford it, or because we have
to cut our Federal taxes, then I say that this burden has to be picked
up by State and local governments that already are having a terrible
time.

We can talk about tripling our educational expenditures, but these
people are not voting for the school bond issues now, and if we are
going to cut feeble aid programs to local governments. it means edu-
cation is going to suffer and we are just closing our eyes to the grim
facts of life if we adopt that policy.

Mr. Gorpon. There is another extent, Senator

Senator ProxMire. Also I wanted to indicate that the main thrust
of my argument is that yow’re not lowering the taxes that Paul
Douglas referred to, the excise taxes, which are sales taxes, and I
think pretty regressive compared to the income tax—yet you’re not
touching them although, as Mr. Curtis acknowledged, these were
emergency wartime taxes put on for the purposes of retarding demand,
put on for the purpose of discouraging people from spending money.

We are leaving them on, though, and reducing other taxes that are
generally more progressive.

Mzr. Goroon. Of course, some have been reduced or eliminated, the
tax on transportation, for example.

Senator ProxMIRE. Only partly eliminated. It was not eliminated
on airlines. It is 5 percent.

Mr. Goroon. Fifty-percent reduction in the case of airlines, but
100 percent in the case of trains and buses.

Senator ProxMire. Now, the telephone tax is 10 percent, the tax
on watches, which is a necessity for many people, is still 10 percent.

Mr. Gornon. Correct.

Senator ProxMire. There is another part of this budget that I
think is most unfortunate and discouraging. The whole philosophy
is to rely on taxes to stimulate economy.
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Senator Douglas said that it was his understanding that instead

of reducing prices we were stimulating the economy by putting more

urchasing power into the hands of the people tﬁroug additional
ank credit. I wish we could do it this way.

It seems to me this is exactly what we are not doing.

In fact, the provision you explained this morning would do exactly
the reverse. What I am talking about is instead of emphasizing so
much tax reduction you ought to emphasize reducing interest rates
and providing an increase in the money supply.

You told us this morning that you are advocating selling capital
assets, selling FNMA. bonds, for example, to the public, which has
exactly the same effect as the Federal Reserve Bank selling their
Federal obligations, which will soak up money, which will raise inter-
est rates, which will tend to retard the economy and have exactly the
opposite effect of the tax cut which is promoted to stimulate the
economy.

Mr. Gorbon. May I comment on that, Senator?

Senator Proxmire. Yes, indeed. ,

Mr. Goroon. It is quite true that taking these sales of financial
assets like mortgages alone, and looking at nothing else, it is quite true
that the sale of a very substantial volume of mortgages would tend
to tighten monetary conditions.

But I think one has to take into account that this is, in effect,
substituting for the sale of an equal amount of Treasury debt.

Senator Proxmire. We hope so.

Mr. Goroon. If you did not sell these mortgages you would sell an
equal amount of Treasury debt, so that the mortgage sales looked at
in the whole spectrum of Federal financial activity would have no
net effect.

Senator Proxmire. That is a mighty big assumption though, that
depends on what Mr. Martin does, and his colleagues.

. GorboN. That is correct.

Senator Proxmire. And Mr. Martin is notoriously independent.

Mr. GorpoN. I think what I have said is true, Senator, without re-
gard to what Mr. Martin do¢s; basically and ultimately, of course.
what happens to credit availability and interest rates is determin
largely by the policies of the Federal Reserve system, in part by some
of the auxiliary policies of the Treasury; and no matter what the
monetary effects of particular Federal programs may be, they can be
either accentuated or offset or unaffected, depending on what the gen-
eral monetary climate is.

But I think if you are just looking at this one aspect of the budg-
etary program, the sale of a little over $1 billion in financial assets,
they are simply substituting for the equal sale of Treasury bonds and,
hence, taken alone they have no general monetary effect.

Now, it is quite true that the Federal Reserve policies going on at
the same time might have a monetary effect upward or downward.
But I think it is important to recognize that the sale of these assets
in themselves would have no monetary effect.

Senator Proxmire. Well, if everything else is exactly the same as
it would have been without this sale, it seems to me that they would
have a monetary effect. You have to take compensating action, the
Federal Reserve has to.

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



114 ECONOMIC REPORT OF THE PRESIDENT

Mr. Gorbon. Yes.

Senator Proxmire. On the basis of my brief experience with Mr.
Martin, I do not believe they will.

Mr. Goroon. Even if the Federal Reserve made no change in this
policy as a result of this action, it would still have the effect of re-
guging by an equal amount Treasury sales of bonds to finance the

eficit.

Senator Proxmire. But the sale of these mortgages does tend to
drive mortgage prices down and interest up.

Mr. Gorpon. %o that entirely apart from monetary policy, I think
it can be said that this action is neutral.

Senator ProxMIre. You see basically what I am concerned with is
the philosophy that has been announced by many fine commentators
and writers such as Sylvia Porter and others who are very eloquent
and very bright in this area, but they enunciate a policy which seems
to be the administration’s, and which is most unfortunate if it is, and
that is, we are going to stem inflation by raising interest rates.

If we suffer inflation because of this unbalanced budget, in other
words, loose fiscal policy, and tight monetary policy; and what this
means is that the tax cut is likely not to be as effective as it might
otherwise be, No. 1, what it means; No. 2 is that the debtor class is
hurt and hurt badly. I am talking about the farmers who get no
benefit at all from the cut in income taxes as 85 percent of them pay
no income taxes.

On the other hand, they are debtors, and they pay high interest
rates. This is true of many other older people, retired people, and so
forth. So that I think we ought to take a long, hard loo]g at the equity
implications of this program and of its apparent reliance on interest
rates to stem inflation and, particularly, the alibi that is aways given—
I think you might have given it this morning and that Dr. Heller
gave yesterday—we ought to challenge it every time, and that is we
have to do this because of the international balance of payments.

‘We have not had one single study before this committee that showed
we have to raise interest rates because of the international balance
of payments.

Every study made—Dr. Bell, for example, of Haverford, last year,
and others showed that lower interest rates do not adversely affect our
balance of payments; he documented it and documented it very
carefully.

Furthermore, we have evidence to show that our interest rates are
lower than they are in West Germany, the United Kingdom, and other
areas on the short-term part of the market, which is crucial.

At any rate, although we have challenged Secretary Dillon and
Mr. Martin to show us studies, they have yet to show us studies. The
Roosa study showed a nonsignificant effort on balance of payments
from lowering our interest rates.

Mr. Goroon. Did the Bell study to which you referred relate to
both long-term and short-term rates?

Senator Proxmire. Yes, it did. It was a very comprehensive study,
as I recall.

Mr. Goroon. I am sorry tosay I am not familiar with it.

Senator Proxmire. Of course, its main thrust was in the short-
term area which would be most pertinent. I put it in the record.
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Mr. Gorooxn. I think it is important to point out, Senator, as you
well know, the behavior of long-term interest rates in the last couple
of vears has been downward, if there hasbeen any movement.

Senator Proxmire. Yes.

Now, Dr. Heller said that yesterday, it has been downward very
slightly, an upturn right now, according to documentation that Con-

n Reuss put in the record yesterday. And, furthermore, we

ave had a slack in our economy, and interest rates ought to be down-

ward. We are not talking about a vigorous expanding economy.
The economy has not been moving ahead.

We have unemployed facilities and unemployed people. Under
these circumstances the interest rates shoulff fall. It is still high
i:lqnilpared to any period back to pre-World War II. It is exceedingly

igh.

Mr. Goroon. The area of interest rates with which I was most
closely associated when I was on the Council and which, I think,
are enormously important are, of course, mortgage rates. Here 1
think we have had a very reassuring record of a gentle but steady
downward movement in lending rates on new mortgages for the last
2 years, a virtually uninterrupted decline, although a slow decline,
and I think this has been stimulated and encouraged by policies that
the Federal Government has pursued, designed to make credit easier
for the financing of construction, particularly residential construc-
tion.

Senator Proxmire. It could be worse. I just wanted to indicate
that I think the decline in interest () has been slight; (b) if you
take a ratio of the money supply to the gross national product, the
job money has to do, it is as tight now as it has been since the middle
twenties.

It is true, even if you include time deposits, it still is not very
encouraging.

Thank you, Mr. Chairman. My time isup.

Chairman Dovueras. Senator Javits.

Senator Javits. Thank you.

(The following was subsequently received for the record:)

ExECUTIVE OFFICE OF THE PRESIDENT,

BUREAU OF THE BUDGET,
Washington, D.C., January 17, 1963.

PRINCIPAL FEDERAL STATISTICAL PROGRAMS INCLUDED IN THE 1964 BUDGET

This statement describes in greater detail than was possible in Special
Analysis I, “Principal Federal Statistical Programs,” pages 417420 of the 1964
budget of the U.8. Government, the subject matter content of the new projects
included in the recommended programs.

The programs in the 1964 budget designed to collect statistical information
for the use of the Government and the public are described in two categories:
current and periodic. A summary description of the new projects included
in the principal current statistical programs and the activities proposed under

the periodic programs in 1964 follows.
RAYMOND T. BOWMAN,

Assistant Director for Statistical Standards.
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EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., January 17, 1963.

PRINCIPAL FEDERAL STATISTICAL PROGRAMS INCLUDED IN THE
1964 BUDGET

The 1964 budget recommends the expenditure of $109 million to produce
statisties for the use of business, Government and the public at large, compared
to an estimated expenditure of $87.7 million in the present fiscal year. Of the
total amount recommended, $91.9 million is for the regular or current programs
of Federal statistics, compared with an estimated $74.3 million outlay this year,
a 24-percent increase. Provision for periodic statistical programs—the large-
scale census type surveys usually taken once or twice a decade—amounts to
$17.2 million in 1964, $3.8 million more than that available in 1963.

The objectives of the Federal statistical system are to provide accurate,
comprehensive, and timely data needed for the operations of the Government,
to achieve efficient utilization of Government statistical resources with minimum
burden on respondents, and to furnish the public with information about the
functioning of the economy and the welfare of the people.

In planning the Federal statistical program for 1964, the continuing need
for prompt, reliable information was a primary consideration. In addition,
greater emphasis than heretofore was placed on meeting the needs for data
which cast light on the sources and character of economic expansion—growth
studies-——and on the problems of local areas, particularly metropolitan areas.

This emphasis in the 1964 statistical programs results not only in the main-
tenance of the present level of activity in growth studies as such, but also in
increased support of activities which are essential to economic projections and
the analysis of growth patterns: the strengthening of basic statistical data on
manpower, production, distribution, capital outlays, and related activity.

The needs of metropolitan areas and other localities for more detailed statistics
are recognized in recommendations to improve State and local estimates of
employment and unemployment, and to initiate programs which will obtain
a wide range of data for metfropolitan and other local areas, including annual
estimates of income by source, current estimates of population and migration,
projections of future population, housing vacancy statistics, monthly retail sales
estimates and data on the finances of local government units.

The statistical program for the coming fiscal year will also implement a num-
ber of the more important recommendations of the President’s Committee to
Appraise Employment and Unemployment Statistics, which issued its report in
September 1962. Provision is made to extend and improve information not only
on the levels of employment and unemployment in the Nation at large and on
employment in States and local areas, but also on a wide variety of related
information : employment estimates by occupation, job vacancy statistics, causes
of labor force fluctuation, and more comprehensive data on hours of work. An
increase of about $4.0 million is recommended for employment and unemployment
statisties in fiscal 1964, about $2.6 million for the Bureau of Labor Statistics,
about $1.0 million for the Bureau of Employment Security. Also included are
the funds shown below, under demographic and social statistics, for the Census
Bureau’s methodological research which will support efforts to strengthen em-
ployment and unemployment statistics. Of the funds provided for the Labor
Department, about $1.5 million will be transferred to the Census Bureau for col-
lection and tabulation of household statistics.

The amounts recommended as obligations for current statistical programs in the
coming year (compared to estimated outlays this year and actual outlays in
fiscal 1962) are shown by broad subject matter areas in table 1. These amounts
are shown by agency in table 2 which also shows obligations for the periodic pro-
grams, most of which are conducted by the Bureau of the Census in the Depart-
ment of Commerce. The increases shown for 1964 over 1963 reflect higher costs
of existing programs in 1964, resulting from pay increases, as well as the costs of
the program additions or improvements. The figures do not include all current
Federal statistical activity, since some cannot be separated from operating pro-
grams, but the coverage has been expanded over that of last year's special
analysis to include statistical activities of the following agencies :

Bureau of Mines (Interior).
Bureau of Old-Age and Survivors Insurance (HEW).
Corps of Engineers (DOD).
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Civil Aeronautics Board.

Interstate Commerce Commission.

Federal Home Loan Bank Board.

Housing and Home Finance Agency.

National Science Foundation.

Economic Research Service (Agriculture)—additional coverage of pro-

gram.
Office of Education (HEW )—additional coverage of program.

A summary description of the new projects for 1964 included in the principal
current statistical programs and the activities proposed under the periodic pro-
grams follows.

CURRENT PROGRAMS

LABOR STATISTICS

This area includes statistics on employment, hours, and earnings, by industry;
number and characteristics of persons in the labor force, whether employed or
unemployed, labor turnover, wage rates, industrial relations, industrial hazards,
foreign labor conditions and productivity. Programs of the Bureau of Labor
Statistics in these areas and statistical programs of the Bureau of Employment
Security and the Bureau of Old-Age and Survivors Insurance are included, as
well as the estimates of farm labor requirements and supply prepared by the De-
partment of Agriculture and research on scientific manpower resources carried on
by the National Science Foundation.

Manpower and employment data

A general expansion of statistical investigation in the field of manpower and
employment statistics reflects in large part the impetus provided by the recom-
mendations of the President’s Committee to Appraise Employment and Unem-
ployment Statistics. In 1964, emphasis will be placed on experimental work to
sharpen labor force concepts, such as the criteria to be used in determining when
a person is unemployed ; studies of the factors affecting labor force participation;
methods of strengthening State and area manpower estimates, improving esti-
mates of hours and worker productivity; and planning for a new series on job
vacancies.

This 1964 program to implement the Gordon Committee recommendations
does not represent the full cost of the Committee’s recommended program. Not
all the projects have been included at full scale for the first year, less urgent
projects have been postponed entirely until later years, and the methodology and
cost of carrying out other recommendations can be determined only after some
results have been obtained from the preliminary research and development work
provided for in this budget.

Experimentation and research in concepts and methods will be carried on
in part through setting up a panel of households in addition to that now used
in the present current population survey. This new panel will be a representa-
tive sample of the population, capable of providing national statistics inde-
pendently of the current monthly series of labor force estimates. Proposals for
addition to the present labor force questionnaire will be tried out on the new
panel ($1,320,000 BLS).

The coming fiscal year will also see the beginning of a long-range effort to
test and improve the reliability of State and local estimates of employment
and unemployment, now based only in part on current data. Data drawn from
administrative records of unemployment insurance programs will be supple-
mented by an increasing amount of information drawn from special surveys
of households and investigation of employer records. Experimental work will
be conducted in at least two local labor market areas in the coming year
($700,000 BES).

The monthly estimates of employment and hours based on reports of employers
to State employment security agencies and the Bureau of Labor Statistics will
be strengthened over a period of 2 years. Samples of reporting employers will
be enlarged for some industries, especially in the service trades, and increased
emphasis will be placed on obtaining estimates of weekly hours. The employer
reports on employment and hours, now available for States and more than 100
major metropolitan areas, will be extended to an additional 50 urban centers
($525,000 BL:S ; $230,000 BES).

Among other projects provided for in the 1964 budget are—

(a) Studies and analyses of reasons for persons entering or leaving the labor
force ($190,000 BLS).
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(b) Development of estimates of employment by occupation in major industries
($220,000 BLS ; $30,000 BES).

(¢) An annual survey of hours and earnings of supervisory, clerical, and other
nonproduction workers in manufacturing ($175,000 BLS).

Planning for the initiation of job vacancy statistics will be undertaken.
Analyses will be made of the reliability and uefulness of scattered data already
available on job openings, and an investigation made to determine whether
employer’s records permit meaningful reporting of vacancies ($50,000 BLS;
$100,000 BES).

Funds will also be provided both to the Census Bureau and the Bureau of
Labor Statistics for major methodology research in different aspects of manpower
statistics and in seasonal adjustment techniques.

An increase of about $400,000 for the National Science Foundation is included
to permit expansion of the National Register of Scientific and Technical Per-
sonnel. In addition to providing for normal growth of the register, these funds
will permit a wider coverage of engineers and social scientists, and provide
current addresses for the registrants. This increase will also provide for addi-
tional scientific manpower studies, with particular emphasis on solving problems
of estimating the demand for scientists of various types.

Measurement of productivity

To improve the information on productivity and on the impact of technological
change on employment, it is proposed to expand the present program by (@) ini-
tiating studies for important industries not now covered, such as construction,
trade, transportation equipment, chemicals, and machinery; (b) undertaking
surveys of producers and users of new equipment to obtain information on the
spread of new technology ; and (¢) conducting exploratory work on the relation-
ship of average industry productivity to “best plant” productivity ($125,000 BLS).

Occupational outlook program

Research in occupational trends and outlook will be stepped up in fiscal 1964
to keep pace with the rapidly changing requirements of the economy. Since 1957
both the content of the occupational handbook and the number of inquiries about
the outlook for particular occupations have increased without a corresponding
increase in underlying research. The “Occupational Outlook Handbook” and
related publications are depended on as the major sources of employment outlook
information in schools ($85,000 BLS).

Wage statistics

Community wage surveys will be made in an additional seven urban areas and
the sample coverage will be expanded in the 80 areas in which surveys are now
made each year. These changes are necessitated by the increase in the number
of metropolitan areas and by industrial growth and population changes. It is
essential that these surveys be maintained on a sound technical basis in view of
their wide use for private and governmental wage and salary adjustments, and
particularly their use in the appraisal of Federal pay scales ($80,000 BLS).

Fringe benefits expenditures

Additional funds are provided for accelerating and expanding the present pro-
gram for collecting data on employer expenditures for employee fringe benefits
and on the composition of payroll hours—paid leave and hours at work. Fringe
benefits are an increasingly important part of total compensation, and data on
hours at work are needed for more refined productivity measures. Information
will also be collected from private employers in connection with analyses of Fed-
eral fringe benefits ($330,000 BLS).

Technical assistance and services im labor disputes

This project involves establishment of a small staff to provide technical assist-
ance and services to the Secretary of Labor, the Federal Mediation and Concilia-
tion Service, public factfinding boards and special study commissions in connec-
tion with major labor disputes. These services would include the preparation of
background material ($80,000 BLS).

Employee benefit plans

Analytical studies of the benefit, administrative, and financial aspects of health
and insurance and pension plans will be started in the next fiscal year, utilizing
particularly the file of such plans in the Office of Welfare and Pension Plans of
the Department of Labor. Some studies will also be made of other types of em-
ployee benefit plans ($55,000 BLS).
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DEMOGRAPHIC AND SOCIAL STATISTICS

An increase of about $3 million is recommended for demographic and social
statistics, raising total obligations to $13 million for this program in fiscal 1964.
Demographic statistics measure the population growth of the Nation and its
political subdivisions and provide basic information on characteristics of indi-
viduals and families ; included is the body of data generally referred to as “vital
statistics,” i.e., births, deaths, marriages, and divorces. Social statistics are con-
cerned primarily with data on the well-being of people, their health, education,
and welfare.

Principal statistical programs included here are those relating to the above
activities in the Bureau of the Census, the National Center for Health Statistics,
the Office of Education, the National Science Foundation, and the Bureau of Old
Age and Survivors Insurance.

Much of the information in this category, particularly with respect to popula-
tion statistics, comes from periodic census programs, covered later in this report.

Population statistics

Work on population sfatistics next year will proceed along a number of lines
in the Census Bureau as follows:

(a) In recognition of the growing problems related to planning for cities
and areas, an annual series of population estimates covering about 100 local
areas in 1964 will be inaugurated by the Census Bureau, and assistance will
be furnished to other localities desiring to make their own estimates. Field
surveys will be used in a general effort to improve the methodology of the
annual State estimates ($350,000).

(b) Work will go forward on projections of population growth through the
year 2000 under various assumptions. These estimates are basic for economic
and labor force projections and most forms of social and business planning
($105,000).

(¢) Intemsive work will be undertaken on population problems of urban
areas. These will include detailed surveys and studies of causes of population
movements in and among cities, patterns of family formation and growth,
shifts in the characteristics of the population from day to night in central
cities, etc. ($270,000).

(d) Methodological research dealing with methods of sampling and inter-
viewing households, and other techmiques for obtaining data will be greatly
expanded, with primary emphasis on methods for improving demographic,
housing, and labor force statistics ($530,000).

Health and vital statistics

An increase of approximately $500,000 is recommended for the National
Center for Health Statistics, including about $200,000 for the national health
survey, $200,000 for vital statistics programs, and $100,000 elsewhere, principally
for electronic data processing.

The national health survey covers a wide range of health and health-related
topics through interviews, physical examinations, and records of institutions
providing hospital and other medical services. These data are compiled through
three major activities: the health interview survey, the health examination
survey, and the health records survey.

The recommended program provides for continued full-scale operation of
the health interview survey including support for methodological and develop-
mental studies.

The health examination survey program for 1964 will, for the first time, cover
children aged 6 to 11. In addition, data resulting from the completed cycle
of examinations for the population, aged 18 to 79, will be analyzed and pub-
lished. The budget provides for development of plans and procedures for the
next subsequent cycle of examinations looking toward a stabilized operation
in which simultaneously there are carried out (1) analysis of data from one
cycle; (2) collection of data in a second cycle; and (3) planning for a third
cycle.

The health records survey in a series of new wsteps will provide information
on the health of the institutionalized population, and especially for the aged
population in places which provide nursing, personal, and residential care.
Preliminary data will be assembled from records of hospital discharges.

The recommended increase for vital statistics provides for (1) support on
evaluation and development of methodology and data to improve their quality,
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utility, and timeliness; (2) a continuation of census-related studies such as
the construction of life and actuarial tables; (8) assistance to the States in
improving methods of registration; (4) development of more adequate statisties
on marriages and divorces; and (5) development and analysis of additional
basic data relating to births and deaths utilizing followback techniqgues on
probability samples.

The increase recommended for the other activities of the National Center
includes provision for more effective operation of newly installed electronic
data processing equipment and for analytical studies of trends in general and
infant mortality.

Educational statistics

The Educational Statistics Division of the Office of Education is making
progress in developing a more adequate system of reporting on current educa-
tional statistics. In 1964, more effective control of statistical operations will
be established, the field staff working with State offices of education will be
strengthened and pilot projects initiated for improving data on teachers in ele-
mentary and secondary schools, on school facilities, and on faculty in institutions
of higher education. In 1964 more projections of data will be made ($300,0600).

Statistics on physical and social sciences

Programs of the National Science Foundation, concerned primarily with
statistics and their analysis in the social sciences and the relationship of the
physical to the social sciences, would be increased by $500,000. These addi-
tional funds will permit the collection and analysis of data on the impact of
scientific advances and improved technology on the national economy, studies
of the effects on the economy of the dissemination of scientific information, and
the development of statistical projections of selected economic sectors.

Social security statistics

A net reduction of about $300,000 in the social statistics program of the Bureau
of Old-Age and Survivors Insurance for fiscal 1964 will result from the com-
pletion in 1963 of a large-scale nationwide study of the health status and social
and economic characteristics of senior citizens. The decrease in this aspect of
the Bureau’s program offsets increases for actuarial studies and for activities
included under labor statistics.

PRICES AND PRICE INDEXES

This program area includes the collection and processing of data for four
major price index series. The Bureau of Labor Statistics prepares the Con-
sumer Price Index and the Wholesale Price Index. The Statistical Reporting
Service, Department of Agriculture, compiles the indexes of prices paid and of
prices received by farmers. About $5.6 million is provided in the 1964 budget
for current programs on the major indexes. (In addition, $1.3 million is
provided under periodic programs to complete the revision of the Consumer
Price Index.) Funds have also been provided to the Bureau of the Census for
preparation of an index of the prices of new houses, for which data will
be collected as an integral part of construction statistics program. Explora-
tory work will also be done by Census on indexes of costs of land for residential
development.

Research being carried on by the Statistical Reporting Service on methodology
and the study of data collection problems peculiar to the areas of prices paid and
received by farmers is continued, as is also the price and index number research
for which the Bureau of Labor Statistics received appropriations this year.

Work initiated this year on restructuring the Wholesale Price Index on an
industry basis will continue. Additional funds ($112,000) are requested for the
Bureau of Labor Statistics to prepare indexes of prices paid for Government-
purchased goods, beginning with GSA procurement; to develop techniques for
more accurately measuring changes in prices of commodities imported and
exported ; and to develop practical methods for obtaining more realistic wholesale
prices of commodities for which the differences between quoted and actual trans-
action prices are significant.
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PRODUCTION AND DISTRIBUTION STATISTICS

This broad area, the largest of the groups used in this classification of Federal
statistics, includes the data gathering and analytical work of the Statistical
Reporting Service and Economic Research Service in the Department of Agricul-
ture on agricultural production, marketing, and distribution, and the statistical
activities of the Bureau of the Census in the Department of Commerce on
industrial production, distribution and service trades, foreign trade, transporta-
tion, and related topics. This presentation also includes for the first time the
statistical activities pertaining to transportation in the Corps of Engineers in
the Department of Defense, the Interstate Commerce Commission, and the Civil
Aeronautics Board, and the mineral statistics in the Bureau of Mines in the
Department of the Interior.

Statistical reporting for agriculiure

Nineteen hundred and sixty-four is the fourth year in the long-range plan for
improving crop and livestock estimates through the use of enumerative surveys
and objective measurements of yields on a probability sample basis. Work in 11
‘Western States in which pilot operations are carried on in 1963 will be placed on
a full scale and pilot work will be conducted in the remaining 13 States in the
East. One more year will, thus, be required before the long-range plan will be
in full-scale operation in all of the 48 contiguous States. An increase of $1,045,000
is included in the 1964 budget of the Statistical Reporting Service for this
program.

A request for $106,000 is also included to provide for the development of new
and improved systems of automatic data processing. This action is necessary
to insure that the tabulations and calculations which are required for maximum
utilization of the new survey data are made within the stringent time schedule
which must be met for the official crop reporting board estimates and forecasts.

Agricullural economic research

Costs of expanded work in the three projects described below are partially
offset by a reduction of some $200,000 in the funds used to support research and
analysis in marketing economics.

Provision is made for expanding work underway in the Economic Research
Service on analyzing land requirements and potential production nationally,
and for selected land resource areas throughout the country. This additional
regsearch will lead to estimates of the acreage required to satisfy national
requirements for various products in the future, the optimum regional distribu-
tion of particular products as related to consuming centers and productive
capabilities of the land, and the acreages in each region which could be trans-
ferred to new uses. Approximately $200,000 for research is recommended for
this work in order to provide a basis for more effective formulation and admin-
istration of development and conservation programs dealing with millions of
acres of farmland which are surplus for crop production purposes.

The current outlook and situation reports of the Department of Agriculture,
which provide appraisals of economic prospects, demand, and prices for farm
products can be improved by strengthening the basic economic and statistical
analysis of agricultural commodities. The commodity research which backs
up these reports must take into account various alternative proposals for farm
programs in terms of their impact on farm output, prices, and incomes. An
additional $125,000 is allocated in the budget for expanded work in this area.

The budget also includes additional support ($185,000) for analysis of foreign
agricultural production and consumption, country by country, and evaluation of
the impact of foreign activities on agriculture in this country. In this research,
particular emphasis will be placed on trade of the Common Market countries in
farm products and the impact of changes in trading arrangements on U.S. agri-
cultural exports.

Business statistics

This budget reflects the continuation of efforts to improve statistical informa-
tion on trade, particularly at the retail level: $110,000 is requested to produce
data on retail sales of all general merchandise, apparel, furniture, and appliance
stores for 40 additional metropolitan areas. This represents an increase from
the 20 largest areas for which such a program was initiated in the 1962 budget.

The weekly retail sales series, also initiated in 1962, on a small scale, requires
improvement. This series, which provides national estimates of total retail
sales with subtotals for sales of durable and nondurable goods stores, for general
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merchandise, apparel, and food stores and for several other major kind of
business groups, is based on a fixed subsample of the larger sample included in
the monthly retail trade survey. This subsample needs to be expanded in
order to avoid the loss of accuracy which follows deterioration in coverage.
About $85,000 is provided for this purpose.

Initiation of a new program to provide measures of the physical and dollar
volume of retail inventories of large consumer durables is recommended.
Initially the program aims at monthly measures of the physical volume and
value of all large consumer durable items. Further development in subsequent
years would be expected to show data for such separate classes of merchandise
as furniture, various types of appliances, and automobiles ; $105,000 is requested
for this program in 1964.

Many important purposes served by retail trade data are not being met by
the kind of business statistics now published because of the trend in recent years
for retail establishments to sell many different and almost unrelated lines of
merchandise. An amount of $50,000 is recommended to do the developmental
and experimental work needed to determine how best to collect such data.

Manufacturing end industrial statistics

New work is planned in the compilation and analysis of data on industrial
capacity and its utilization. Data on individual establishments available in the
files of the Census Bureau can be tabulated and analyzed to provide measures
of capacity or measures related to capacity, such as past peak output or physical
volume indexes for individual industries or product classes. The feasibility
of obtaining direct estimates of capacity from industry in conjunction with
some of the regular industry surveys will also be explored ; $230,000 is included
in the 1964 budget for the Census Bureau to undertake this capacity statistics
program. Of this amount, approximately $100,000 is needed to organize and
analyze the historical data already available,

A series of monthly surveys of consumption and stocks of primary metals and
other basic materials will be initiated. These data showing changes in manu-
facturer’s inventories of basic materials will provide a sensitive measure of
business conditions and a leading indicator of cyclical movements of business;
$40,000 is requested for this project. ]

The program of the Bureau of Mines provides for a survey of water use in the
mineral industries.

Foreign trade

The Bureau of the Census plans to adjust import statistics from f.0.b. (free
on board) values to c.if. (cost, insurance, and freight) values. The resulting
statistics will make our import figures comparable with those of most other
countries of the world who already report their imports c.i.f. This undertaking
is budgeted for $100,000.

Transportation

The Census Bureau proposes to compile a guide to sources of transportation
data which will be useful to business and Government data users; $30,000 is
requested for this undertaking.

A series of indexes of the volume of commodities transported by truck, water,
oil pipelines, and air—transportation sectors not now covered—is to be initiated
as part of the transportation statistics program of the Census Bureau ; ultimately
a composite index of all commodity movements reflecting the relative importance
of and trends in all modes of transportation will be available. Much of the
essential basic information is already collected—for example, rail carloadings
are compiled by the American Association of Railroads. In the case of inland
waterways, pipelines, and air transportation, data can be obtained during fiscal
1964 through arrangements with other Government agencies or carrier associa-
tions. Compilation of data for other segments of transportation such as inter-
city trucking not reported by the American Trucking Association will require
study and exploration and $85,000 is included in the Census budget for this
undertaking.

The budgets of the following agencies also provide for some strengthening of
their statistical activities: Civil Aeronautics Board—a request of $85,000 to per-
mit additional economic research and to develop and partially implement plans
to improve the Board’s origin and destination statistics program; Interstate
Commerce Commission—a request for an additional $145,000 to enable its eco-
nomic research staft to handle a greater workload and to provide an economic
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counsel staff to aid the Commission in its major merger and rate cases: Depart-
ment of Defense, Army Corps of Engineers—a request for an increase of $65,000
to produce ton-mile statistics by type of carriage and to handle the added work-
load resulting from increased domestic waterborne commerce.

County business patterns

The “county business patterns” report, now compiled at intervals of 2 or 3
years, is to be prepared and published on a regular annual basis. The report
provides county fizures on the number of establishments in operation by kind of
business, the quarterly payroll and employment during the week ending nearest
the 15th of March. Regular annual publication will permit a more realistic and
timely analysis of regional and local problems as they affect individual in-
dustries and overall economic activity. An additional $160,000 is provided for
the Census Bureau to carry out this project.

CONSTRUCTION AND HOUSING STATISTICS

An increase of almost $3.7 million, which would more than double the size
of this program, is recommended for 1964. Construction and housing statistics
have not kept pace with other fields; the program proposed in this budget would
permit significant gains in the improvement of existing series and in the de-
velopment of new data, particularly with respect to reporting current trends in
the housing market.

Provision is made for an increase of $1,400,000 in funds available to the Bu-
reau of the Census to make essential improvements in the present housing starts
and value of work-in-place series ($315,000) ; to initiate quarterly series on
housing vacancies which will ultimately cover 35 standard metropolitan statisti-
cal areas, and to provide technical assistance to localities wishing to make their
own estimates of vacancies ($675,000) ; to begin publication of construction price
indexes for new homes and to explore the possibility of developing price indexes
for residential land ($105,000).

An increase of $2,100,000 is recommended for the statistical and research
activities of the Housing and Home Finance Agency. The major part of this
increase, $1,400,000, is for basic and analytical data concerning housing markets
and costs. It would permit extension of the current new sales housing survey
to obtain data on new rental housing and on the characteristics of purchasers
and renters; the initiation of a statistical program for existing housing similar
to that for new housing; and the conduct of analytical studies of families in
relation to housing demand and of the impact of new construction and turnover
on the existing housing supply. Another $300,000 is provided to obtain data
on the housing problems of special groups such as the aged and minorities. An
allocation of $300,000 will permit inauguration of analytical studies in depth
on urban development and community services, of which about a half would
he devoted to the collection of data on the impact of relocation upon families.
Finally, $100,000 of the increase is intended to be used for area economic studies
including development of techniques for the establishment of metropolitan data
centers and the preparation of economic base studies.

Full-year operation of the series on interest rates charged on conventional
mortgages and further strengthening of the statistical program staff of the
Federal Home Loan Bank Board are involved in the approximately $100,000
increase recommended for this agency.

NATIONAL INCOME AND BUSINESS FINANCIAL ACCOUNTS

About $9.5 million, an increase of $1.6 million over the amount appropriated
for fiscal 1963, is recommended in 1964 for strengthening statistics relating to
national income, business, and financial accounts. Increasing emphasis is being
put on studies of factors affecting economic growth, on region detail, and on
international trade.

This area of statistics embraces measurement and analysis of business fluctua-
tions, estimates of national income and the gross national product, and the
compilation of data on the financial structure of industry. Summary accounts
of the economic activities of consumers, business, governmental units, and inter-
national transactions are prepared.

In addition to all of the activities of the Office of Business Hconomics, this
area includes the work of the Internal Revenue Service in compiling statistics
from personal and corporate income tax returns; estimates of farm income by
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the Economic Research Service in the Department of Agriculture; statistics on
the financial and other operations of State and local governments compiled by
the Bureau of the Census; the financial reports program conducted jointly by
the Federal Trade Commission and the Securities and Exchange Commission;
and other economic statistical series compiled by the Securities and Exchange
Commission.

A number of the projects for which increases are being recommended in 1964
are part of a long-range program set forth in a comprehensive review of our
national accounts by the National Accounts Review Committee (a committee
organized by the National Bureau of Economic Research at the request of the
Bureau of the Budget).

National income and business accounis

Estimates of changes in national income and output, of interindustry sales
and purchases, and of U.S. balance of payments are prepared in the Office of
Business Economics, Department of Commerce. This Office also provides detailed
data on a monthly and quarterly basis on business trends.

The increase recommended for the work of this Office would bring up to
an effective level three projects which had been initiated in fiscal 1963 and launch
three additional projects in 1964. Three projects to be brought to an effective
level this year are:

(a) Analysis of the impact of Government operations on business activity
and development of a functional classification for Government spending ; a study
of the time lag between Federal obligations and outlays will also be made
($30,000).

(b) Improvements in data measuring international transactions permitting
more accurate estimates of the balance of payments ($45,000).

(¢) Development of an annual series of estimates of income for about 100
metropolitan areas, showing industrial sources of income ($40,000).

Three new projects scheduled to begin in fiscal 1964 are:

(a) Bstimates of the distribution of personal income from the 1960 Popula-
tion Census and other sources. This project is expected to provide more detail
on income sources and recipients than the 1953 study based on the 1950 census
($65,000).

(b) A study of capital formation and use, involving (1) a study of how
capital gains and losses influence business decisions and (2) estimates of the
value of capital stock by types and industry and an analysis of the relation of
investment to capacity and economic growth ($90,000).

(¢) An assessment of factors influencing the demand for consumer goods and
services ($90,000).

State and local government accounts

(a) The Census Bureau will strengthen its program of assistance to and
cooperation with State and local governmenis with the objective of achieving
better and more uniform Government statistics. The possibility of a coopera-
tive inservice training in the Federal Government for statistical personnel of
State and local governments will be explored ($86,000). .

(b) Annual data will be collected by the Census Bureau for 122 of the largest
metropolitan areas covering local government employment and finances for each
area and its component counties. Thus far such data have been available
only at 5-year intervals from the census of governments. Annual surveys will
provide information needed for the study of government operations, and will
make possible comparisons from year to year and from area to area ($165,000).

(¢) An annual directory of the more than 90,000 local governments will be
initiated. Information on local government units is now collected only once
in 5 years as a part of the census of governments. The number of school
districts has been declining by an average of 3,000 each year, while several
hundred new municipalities and special districts have been established. A
current directory will be of use to both business and government, and will
facilitate taking the quinquennial census of governments ($65,000).

National inventory of wealth

An exploratory and testing program will be undertaken by the Bureau of
the Census looking toward a census or national inventory of wealth., A census
of wealth would provide, for the first time in our history, comprehensive bench-
mark data on the types, uses, and age distribution of structures and equipment,
as well as characteristics of other tangible and intangible items of wealth. The
amount of $60,000 is recommended to cover the first phase of planning.
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Financial accounts

Increased funds for the statistical program of the Internal Revenue Service
are being recommended to handle (@) an increasing load of tax returns, (%)
changes in tax laws and regulations, (¢) the need for better and more detailed
income statistics, and (d) increased technical service furnished by the IRS
statistics staff to other groups and agencies. The enlarged flow of data will
not only assist the Secretary of the Treasury in the effective administration of
the tax laws, but will make an important contribution to financial and income
statistics ($480,000).

A study will be made by the Census Bureau of methods by which quarterly
balance-sheet and income statistics can be developed for nonmanufacturing
industries, particularly retail trade, wholesale trade, and the service industries.
$60,000 is recommended for this study.

The Securities and Exchange Commission will initiate statistics on the financial
position of broker-dealers and make other improvements in statistics on the
securities markets ($38,000).

Economic growth studies

Interagency studies of economic growth initiated in 1963 will continue. A
major objective of the studies is to provide projections of the national economy
under alternative assumptions to determine the key variables in economic
growth., Studies of consumer and investment demand and capital formation
areincluded.

About $500,000 is included in the 1964 budget for growth statistics (tkassame
as in fiscal 1963). Use of this amount will be as follows: approximate v tw«
fifths for the Bureau of Labor Statistics, two-fifths for the Office of Business
Economics, and one-fifth for other agencies.

PERIODIC PROGRAMS

The periodic statistical programs for 1964 include provision for the major
censuses scheduled by law at 5- or 10-year intervals, and the revision of the
Consumer Price Index. Funds are also included for preparatory work on the
national housing inventory to be conducted the following year and for the
second year of the 2-year program to modernize the automatic data processing
equipment in the Census Bureau.

Census of governments, 1962

The sum of $0.4 million is requested to complete the tabulation and publica-
tion of data obtained from some 90,000 local governments. The census of
governments covers four broad subjects: Governmental organization, public
employment, taxable property values, and governmental finances {revenue, ex-
penditures, debt, and financial assets). The total cost of this census, over a
4-year period, is estimated at $2.6 million. Emphasis is being given in the pub-
lication program to the presentation of more data on all subjects for metropoli-
tan areas.

Economic censuses, 1963

These censuses cover business, manufactures and mineral industries, and
transportation. Preparatory work for them was started in 1962. The total
cost is estimated at $19.6 million, of which $8.6 million is provided for 1964.

For the cengus of business approximately 70 different report forms, tailored to
the 412 different kinds of businesses, will be mailed to nearly 2% million estab-
lishments engaged in the retail, wholesale, and service trades. Sample surveys
will be designed to obtain supplementary information on capital expenditure,
retail credit, value added, and other items not requiring reports from all estab-
lishments in the various trades. Completed reports will be received and the
initial editing and electronic computer processing will begin. The main part
of the work of tabulations and preparation of data for publication will be done
in fiscal 1965.

The census of manufactures covers some 300,000 manufacturing plants in
430 separate manufacturing industries; the census of mineral industries in-
volves obtaining reports from 35,000 establishments in 55 individual mineral
industries. The work schedule for these censuses is similar to that in the
business censuses, i.e., printing and mailing of report forms, followup of com-
pleted reports, editing, coding, and preparation for computer processing.
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The census of transportation consists of four major segments: (¢) A com-
modity transportation survey will provide data on the transportation and
geographic distribution of products by manufacturers, showing the means of
transport, origin, destination, type of commodity and weight of shipments; (d)
a national travel survey will collect data on selected factors of passenger
transportation of major significance in local or urban transportation, as well as
information on the volume and nature of trips beyond the local area; (c) a
survey to obtain data on the inventory and use of private and for-hire trucks;
and (d) a bus and truck carrier survey will obtain data for those carriers not
subject to the economic regulations of the Interstate Commerce Commission.
The census of transportation, as required by the census law, is designed to pro-
vide information which is not compiled and published by regulatory agencies
and will thus provide for the first time data not otherwise available.

Census of agriculture, 1964

This is the second year for which funds are budgeted for work in connection
with the census of agriculture to be taken in the fall of 1964. In addition to
the usual work on preparing forms, training materials, administrative controls,
and pretesting plans call for a sample survey to be conducted in the fall of
1963 covering certain items of information not required for small area tabula-
tions and not necessary or feasible to be included in the full-scale enumeration.

Nineteenth dec ial census

Funds for 1964 in the amount of $700,000 are requested to do research and field
testing of procedures intended to permit effective use of a list of household
addresses in the conduct of the 1970 census of population. This project, to
be carried on during the next 2 years, will test the feasibility of a plan to
use a list of households, initially available from the 1960 census and maintained
on a current basis, as a principal means of distributing questionnaires to be
used in the 1970 census. If feasible, the use of mailing lists and related pro-
cedures will reduce the cost and improve the quality and timing of the 19th
decennial census.

National housing inventory

The national housing inventory to be taken in fiscal 1965 will require prep-
aratory work in 1964. This inventory will provide data on the number, size,
quality, and characteristics of the Nation’s housing, and of the housing in 25
standard metropolitan statistical areas. During fisecal 1964, planning activi-
ties, for which $210,000 is recommended, will be concentrated on the development
and field testing of enumeration schedules and procedures, sample design, and
development of processing methods.

Modernization of compuling equipment

The sum of $4.6 million is provided to complete the 2-year program for which
funds were initially appropriated in 1963 for the Bureau of the Census to
modernize its electronic computing facilities. During 1964 an additional large-
scale computer and necessary peripheral equipment will be installed and the
training of personnel and the conversion of procedures necessary for the use
of the new computers will be completed.

Revision of Consumer Price Index

This budget provides $1.3 million as the final installment on the 5-year
program for the revision of the Consumer Price Index. Work on test indexes
will be carried on until compilation and publication of the Index on the revised
basis begins in January 1964.

In addition to providing the revised weights necessary for the CPI, the
information collected in the survey of consumer expenditures will be tabulated
and published so as to permit detailed analysis of the patterns of consumer
spending in relation to incomes, occupations, sizes of families, and other family
characteristics.

The funds requested for fiscal 1964 include $300,000 for conducting consumer
expenditure surveys in 6 additional areas which, with the areas already sur-
veyed, will provide the weights necessary to publish price indexes for all 22
standard metropolitan statistical areas with 1960 population over a million
persons.
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TaBLE 1.—Direct obligations for principal current statistical programs, by broad
subject areas

[In millions of dollars]
Program 1962 actual | 1963 estimate ; 1964 estimate
Labor statisties (Departments of Agriculture, HEW, Interior,
and Labor; National Science Foundation) . .coocceeeooooo. 16.6 18.6 2.9
Demographic and social statistics (Departments of Agricul-
ture, Commerce, and HEW; National Science Foundation). 8.1 9.9 13.0

Prligegoand price indexes (Departments of Agriculture and
T

Produection and distribution statistics (Departments of Agri-
culture, Commerce, Defense, and Interior; Civil Aeronautics
Board; Interstate Commerce Commission) .. o.c-awemoeanoe 26.7 30.0 3.8

Construction and housing statistics (Department. of Com-
merce; Federal Home Loan Bank Board; Housing and
Home Finance Agencv) 2.3 2.7 6.4

National income and business financial accounts (Depart-
ments of Agriculture, Commerce, and Treasury; Securities
and Exchange Commission, Federal Trade Commission)... 6.4 7.9 0.5

Total, principal current programs 64.4 74.3 9.9

4.4 5.2 5.6

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

TaBLE 2.—Direct obligations for principal statistical programs, by agency

[In millions of dollars]

Agency 1962 actual | 1963 estimate{ 1964 estimate

CURRENT PROGRAMS

Department of Agriculture:

Economic Research Service [,

Statistical Reporting Service.
Department of Commerce:

Bureau of the Census

Office of Business Economics.. . -

Department of Defense: Army Corps of Engineers: Water-

borne commerce statistic

Department of Health, Education, and Welfare:

Bureau of Old-Age and Survivors Insurance: Statistical
activities_ ..

Office of Education: Educational statistic

Public Health Service: National health statistics. . cee-..-

Ds ?ittment of the Interior: Bureau of Mines: Mineral sta-
STICS.

Department of Labor: .
Bureau of Employment Security: Statistical activities....
Bureau of Labor Statistics.

Treasury Department: Internal Revenue Service: Statistical

reporting. . _

Civil Aeronautics Board: Statistics and research..__. -

Federal Home Loan Bank Board: Statistical reportin; -

Federal Trade Commission: Financial reports..___.____.____._

Housing and Home Finance Agency: Urban studies and hous-

ing research....co.oo.__....

Intfrfsitzt{te Commerce Commission: Transport economics and

National Science Foundation: Statistics and research_.._____

Securities and Exchange Commission: Operational and busi-

ness statisties. ... e em——an
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Total, current programs.. . 9.9

PERIODIC PROGRAMS

Department of Commerce: Bureau of the Census:
1958 economic censuse; 0.
18th Decennial Census 6.

1

1962 Census of Governments.
1963 economic censuses. .
1964 Census of Agicultute ...................
Modernization of computing equipment. ... ...
Preparation for 19th Decennial Census.._- o) |emmeacaeeas .
National housing inventory.._ ... oo e s .2
Department of Labor: Bureau of Labor Statistics: Revision
of Consumer Price INAeX..oue v mnecmoncceeccecmeman 2.1 1.5 1.3

Total, periodic Programs. .. e cccemaceee 10.9 13.4 17.2
Total, prineipal statistical programs. .. ..__._._....__. 75.3 87.7 109.1
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Chairman Douceras. Unless someone else has a question which they
feel they must ask, we thank Mr, Gordon and his associates. We
aEprecia,t.e your coming. Your testimony was excellent and I enjoyed
the questioning.

‘We will meet this afternoon at 2 o’clock when Secretary Freeman
will be the witness.

(Whereupon, at 12:30 p.m., the committee adjourned to reconvene
at 2 p.m. this same day.)

AFTERNOON SESSION

Chairman Dovueras. We are very happy to have you, Secretary
Freeman. We appreciate your coming.

1I se% that you have a very brief statement, so will you start in,
please?

STATEMENT OF HON. ORVILLE L. FREEMAN, SECRETARY, U.S.
DEPARTMENT OF AGRICULTURE

Secretary Freeman. If I may, sir. Thank you, Mr. Chairman.

Mr. Chairman and members of the Joint Economic Committee,
the situation in American agriculture—the pro we have made in
the past 2 years as well as our need to consolidate and extend that
advance—calls for full support of the principles and policies ex-
pressed in the Economic Report of the President.

I should like to summarize the significance of the President’s report
as it relates to agriculture under four headings.

I. The improvement of the past 2 years in farm income, and the
effect of this rising farm income on nonfarm employment and sales.

II. The potential effect on farmers of the tax reduction proposed
by the President.

III. The significance for agriculture of other measures proposed
by the President to promote faster growth, especially measures for
education and manpower development.

IV. The overall importance to agriculture of full employment and
accelerated economic growth.

In addition, I should like to call to your attention the emphasis
given by the Council of Economic Advisers, in its annual report to
the President, of the importance of the role of agriculture in our in-
ternational trade position.

Improved farm income: The past 2 years have seen a meanixlfful
increase in farm income. Net farm Income in 1962 was a billion
dollars more than in 1960. Even of more personal interest to each
armer was the average increase in net income per farm of about

50.

This figure, incidentally, is a national average and would be sub-
ject to local differences which might be the product of special local
conditions.

This is a significant average increase of nearly 15 percent, raising
the average income of $3,075 per farm in 1960 to an average of $3,525
in 1962.
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This trend is encouraging. The need for further improvement is
highlighted by the fact that avera?e per capita farm income is still
under 60 percent of the average nonfarm income.

More prosperity on the farm very quickly is translated into greater
prosperity in our towns and cities.

This fact is sometimes overlooked and I think can be and should be
properly emphasized.

Between 1960 and 1962 gross farm income increased over $21;
billion. This has had a pervasive stimulating effect on the economy,
and particularly in the smaller rural communities that are closely
assocrated with agriculture. The increased flow of income to farmers
in the 2-year period generated roughly 200,000 additional jobs, ranging
from the rural trading centers to the large industrial centers such as
those where much of the farm machinery industry is concentrated.
USDA is now studying the effect on Main Street of increases in farm
income. Some preliminary estimates of this study now underway are
presented here.

Increased farm income brings more jobs in industry; for example,
the increase in farm purchasing power was translated into increased
sales of farm machinery. Between 1960 and 1961, the value of tractor
shipments for domestic use rose 23 percent. The domestic shipments
of other farm machines and equipment increased only slightly in 1961.
But in the first 9 months of 1962, the value of shipments both of
tractors and of other farm machinery ran some 8 percent above the
same period in 1961.

This increased activity in farm machinery, flowing out of the en-
larged farm purchasing power, showed up in increased employment
and a sharp reduction in unemployment in the important farm
machinery industrial centers.

In Peoria, I11., the unemployment rate dropped from 5.6 percent in
September 1960 to 3.4 percent in September 1962.

In Rockford, Ill., the rate dropped from 4.6 percent in September
1960 to 3.7 percent 2 years later.

In the Davenport-Rock Island-Moline area, the unemployment rate
drop%d from 4.6 to 2.9 percent.

In Racine, Wis., unemployment in September 1960 was 4.9 percent
of the work force. In September 1962 it was down to 4.1 percent.

Chairman Doueras. Mr. Secretary, I notice that you forecast ve
accurately which members of the committee would be here this after-
noon.

Secretary FreemaN. Thank you, Mr. Chairman. This is one of
the main efforts of any Cabinet officer.

Representative Grirrrras. Mr. Chairman, may I say something?

Chairman Doueras. Mrs. Griffiths.

Representative Grirrrras. I would like to point out that Rockford,
Il1., 1s going to take some business away from Detroit. Under the
circumstances he has presented here, I do not think it is necessary
for them to get it.

St}alcreetary Freeman. Mr. Chairman, may I please not get involved
in that?

These recent rates of unemployment in farm machinery centers are
significantly below the rate for the Nation as a whole and are generally
at levels associated with full employment.
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The events in the farm machinery industry are clear illustrations of
the beneficial effects of the increase in farm income on employment
opportunities in industrial centers substantially removed from the
farm production line.

Increased farm income invigorates the small town: The attached
table shows the increase in farmers’ expenditures between 1960 and
1962 for some important categories of goods and services used in farm
production and in farm family living.

According to a survey of farmers’ expenditures made some years
ago, most of farmer purchases of these items are made in small towns
and cities. Based on that survey, it is estimated that more than $1.1
billion of the increased farm income between 1960 and 1962 was spent
in towns with populations of less than 5,000 and more than $1.5 billion
in places of less than 30,000 people. These figures are probably low
since no information is available on the distribution of certain cate-
gories of expenditures.

It is evident that the increased expenditures by farmers for the wide
variety of things they buy has been directly of benefit to the mer-
chants of Main Street whether they deal in tractors, automobiles, feed,
fertilizer, building materials, food, clothing, gas and oil, and so forth.
This development has invigorated the small merchant and the rural
community which were subjected to increasing economic pressures
during the 1950’s essentially as a result of declining farm income.

There is other evidence of an improved situation in rural commu-
nities stemming from the increase in farm income. In 618 selected
agricultural counties, total deposits in insured commercial banks on
December 81, 1961, rose $408 million, or 6 percent, from a year earlier.

In these selected agricultural counties, there was $7.2 billion on de-
posit December 31, 1961, in insured commercial banks.

Also, in trading centers under 15,000 in population, deposits in in-
sured commercial banks on December 31, 1961, was $37.4 billion, $2.2
billion, or 6 percent higher than on December 31, 1960. Thus, local
funds have been built up to provide the means for increasing invest-
ment and more rapid economic growth in rural areas.

I have some specific county illustrations, where the close relation-
ship between farmers and Main Street is illustrated by the following
developments which occurred in 1961 as compared with 1960 in se-
lected farm-oriented counties in different types of farming areas dis-
tributed around the Nation.

I won’t burden you to read those to you. Suffice it to say they are
widely distributed and they show a repeating relationship between in-
creased cash income on various kinds of farm enterprises and county
retail sales.

Conversely, the relationship works the other way. Where there
has been a decline in farm income, there has been a decline in trade.
On top of page 6 there are some examples, where a decline in farm
income for a number of reasons, primarily weather, drought, has
resulted in fewer sales on Main Street.

This study, I hasten to add, is not completed, but it is one we are
going to try to complete and keep up to date, because if I might
repeat, I think the very significant relationship between agriculture
and other employment and economic activity, with labor and people
working in the shops, and with small merchants and the dollars that
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flow through their tills, is very often overlooked. Agriculture has
% very strong and persuasive effect on the Nations economic well-
eing.

N(%. I1, the effect of tax reduction on farmers: The most immediate
impact of tax reduction on agriculture is the cut in tax payments.
Farm people now pay about $114 billion in Federal income taxes.

Most ofp this comes from taxpayers in the lower brackets. We esti-
mate that the 3-year reduction 1n tax rates will reduce the tax liability
of farm people by $250 to $300 million, or about 20 percent, with a
corresponding increase in the amount of income, after taxes, that
farmers have at their disposal.

Besides providing some relief from the continuing cost-price
squeeze, this tax saving will enable farmers to increase their purchases
of farm machinery, equipment, and other industrial products. It
will also enable them to increase their purchase of consumer goods
so as to enjoy a h'%}{ler level of living.

Capital gains: Reduction of the rates on capital gains will be of
significant benefit to farmers. Over the years, a large part of the
total profit in farming has taken the form of capital appreciation in
land.

A man who bought a farm in 1940, for example, and sold it in
1962, would realize a very substantial capital gain. Reports of the
Internal Revenue Service indicate that roughly 100,000 returns filed
in 1959 showed capital gain or loss from sale of farmland.

Tax benefits to &e aged : Almost 10 percent of the rural farm popu-
lation—about 1.3 million persons—are 65 years old or older. Another
1.3 million will reach that age within 10 years.

The proposed changes in the tax treatment of older people thus is
of direct concern to these farm people.

Under existing law a taxpayer can take an additional $600 exemp-
tion. The proposed change would eliminate the additional $600 de-
duction and replace it with a $300 credit against taxes otherwise
owing. Nearly all farm taxpayers over 65 will realize a tax saving
from the substitution of a $300 tax credit for the $600 extra exemption.
Many will be exempt altogether.

Averaging of income: Returns from farming in many areas of the
country vary greatly from year to year, depending on the vagaries of
the weather, changes in farm prices, and other factors. For exam-
ple, a typical Winter wheat farmer in the Southern Plains had a net
income in 1957 which was three times his net income in 1956.

Farmers in these areas must therefore depend on their earnings in
good vears to carry them through the bad years. Present revenue
laws discriminate against individuals whose incomes fluctuate in this
fashion. A proposal for averaging incomes over a period of years,
which the President has indicated will be submitted, would relieve
many farmers of this tax penalty.

Depreciation reforms: while not part of the President’s 1963 tax
proposals, the depreciation reforms put into effect last year have
been of notable benefit to farm taxpayers. According to Treasury
Department estimates, the annual tax saving to farmers from liberal-
ized depreciation rules approximates $90 million.

Education and manpower development: interdependence in the
American economy is such that all measures designed to promote
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faster growth in general will be reflected, in the long run, by ad-
vantages to agriculture. But two proposals in the President’s Eco-
nomic Report are of especial significance.

Improving educational opportunities by measures to insure a more
adequate flow of resources into education are of particular concern
to rural areas. In much of rural America there is great need for
greater educational opportunity, for both children and adults.

The proportionate number of people needed in farming is steadily
declining. Underemployment prevails in our depressed rural areas.
Technical and vocational training is needed to provide nonfarm op-
portunities for many who cannot find opportunity in agriculture to
earn an adequate living.

The President’s recommendation of a Youth Employment Oppor-
tunities- Act, to develop the potential of untrained and inexperienced
youth and to provide useful work experience is.one in which we are
also especially concerned. Farm youth, as well as young people in
the cities, will gain from increaseg opportunities to qualify for and
to find constructive employment.

I might add, there is almost unlimited opportunity for constructive
and sensible investment in the Nation’s forests, of which 186 million
acres are within the jurisdiction of the Department of Agriculture,
and a lot of which we would like to get to work on.

Probably the most significant benefit to agriculture is that flowing
from the general economic stimulation this tax reduction will produce.
Each year a large number of farm people, many of them youths just
entering the labor market, go into nonfarm occupations.

The nonfarm-economy benefits from this influx of trained and pro-
ductive workers, agriculture benefits from reduction in underemploy-
ment and unemployment in that sector, and all workers, farm and
nonfarm, benefit in being able to earn more satisfactory income.

A lagging economy, with large-scale unemployment, can make only
limited use of the workers an increasingly efficient and productive
agricultural sector is making available. By stimulating economic
activity throughout the country, this tax reduction can open up jobs
for farm youth, aid in the development and revitalization of the local
economy of rural areas, and enlarge part-time employment opportuni-
ties off the farm.

Agriculture and international trade: I would like to call your atten-
tion to the recognition given to the role of agriculture in international
trade by the Council of Economic Advisers, particularly in chapter 4
of its report. USDA’s program to promote the export of agricultural
products and commodities is noted. Support is given to the position
this Nation has taken to try to keep open the market for our farm
groducts in the EEC. Its importance is indicated by this paragraph

rom the CEA report.

How the community implements its common agricultural policy will deter-
mine, more than anything else, how the nations of the free world develop their
agricultural policies—whether these policies are internationally or nationally
oriented, whether they promote efficient production and competitive trade or
lead to protected national and regional markets in which resources are used
inefficiently. The community’s agricultural policy will also affect the entire
course of free world commercial policy. Industrial and agricultural trade are
closely interrelated and it would be difficult and shortsighted to try to maintain
highly protective barriers in one and free competition in the other.
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(The unread portion of the statement of Secretary Freeman is as

follows:)
Seeorric CouNTY ILLUSTRATIONS

The close relationship between farmers and Main Street is illustrated by the
following developments which occurred in 1961 as compared with 1960 in selected
farm-oriented counties in different types of farming areas distributed around
the Nation.

Cash farm income on representative dairy farms in Sullivan County, N.Y.,
increased 2 percent in 1961 over 1960 ; retail sales in that county over the same
period increased 1 percent.

On typical dairy and hog farms in Dodge County, Minn., cash income was up 6
percent ; county retail sales up 3 percent.

Cash income on typical egg farms in Cumberland County, N.J., was up 1 percent
from 1960 to 1961 ; county retail sales moved fractionally higher.

In Desha County, Ark., cash income on typical cotton farms rose 15 percent;
retail sales were up 2 percent in the county.

Cash income on typical sheep and cattle ranches in Greenlee County, Ariz.,
was up 16 percent in 1961 over 1960 ; retail sales were 13 percent higher.

On representative cattle ranches in Johnson County, Wyo., cash income rose
38 percent; retail sales rose 2 percent in that county.

Cash income on representative hog fattening and beef raising farms in Linn
County, Mo., was up 11 percent; retail sales in the county were up 2 percent.

On typical hog and dairy farms in Clayton County, Iowa, cash income rose
14 percent ; county retail sales were about 2 percent higher.

Cash income on typical cash grain farms in Jasper County, IlL, rose 8 percent ;
retail sales were up 4 percent in that county.

On representative tobacco farms in Jones County, N.C., cash income increased
5 percent ; retail sales went up 3 percent.

In Early County, Ga., on typical peanut and cotton farms, cash income went up
11 percent ; retail sales in the area rose 3 percent.

But the relationshlp also works the other way. That is, a decline in farm
income diminishes trade.

On typical wheat and small grain and livestock farms in Bottineau County,
N. Dak., cash income dropped 49 percent due to drought conditions; retail sales
in the county declined 4 percent from 1960 to 1961.

Cash income on typical wheat and corn and livestock farms in Dickey County,
N. Dak., was down 5 percent; county retail sales were also down 5 percent.

In Lincoln County, Wash., on typical wheat and fallow farms, cash income was
down 2 percent ; retail sales in the county dropped about 5 percent.

In the Winter wheat area, cash income on typical farms in Rawlins County,
E%l(l)s., dropped 3 percent; retail sales in the county were down 2 percent from

to 1961.

How and where farmers spent their additional income in 1962 (increases of
expenditures by farmers, by item and by gize of place where purchases were

made)
[In miltions of dollars]
Estimated expenditures in towns with
population of—
Expense item Total increase
1960-62
Under 5,000 | 5,000-20,009 | 30,000 and
over

Feed 438 337 88 13
Tractors. .. 131 86 34 1
Automobiles. 185 98 57 30
Fertilizer, lime, and pesticides 63 47 13 3
New construc 133 96 31 6
Repair and operation of buildings. - caceecaacen 152 109 35 8
330 234 76 21
Clothtnz 160 67 56 37
Household furnishings 95 55 29 1
Subtotal 1,687 1,129 418 140

Other and savings, 802

Total... 2,579
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Chairman Doveras. Thank you, Mr. Freeman. I want to commend
you for coming without a bevy of assistants and associates at your
elbow and being willing to face this committee, simply equipped with
your knowledge and information.

I am going to ask Congressman Reuss to begin the questioning.

Representative Reuss. Thank you, Mr. Chairman.

Mr. Secretary, I want to congratulate you on the forthright and
aggressive job you have been doing in connection with the last point
you mentioned, maintaining and trying to expand our agricultural
exports.

You have said many times, in Brussels and other places, in the last

ear and a half, how vital this is, and I think your performance

fore various international bodies could well be a model for other
representatives of the United States, even though so far, as who knows
better than you, you have not—

Secretary FREEMAN. Moved mountains.

Representative ReEuss. You have not been able to bring back the

acon.

I would like to ask you this: Under Secretary Murphy testified be-
fore a subcommittee of the Joint Economic Committee in December,
last month, on just this question—the impact of the proposed Common
Market variable levies on our U.S. exports. His testimony was to
the effect that the ultimate imposition of those levies in their most
exclusionary form, particularly if the Common Market were ex-
panded, could have an almost catastrophic impact on our farm exports.
A figure as large as half a billion dollars a year was mentioned as a
possible loss in our present export level.

I% ) tha?t substantially your estimate of the magnitude of the

rooliem ¢
P Secretary FreemaN. If you combine the fees with the establishment
of a high internal price structure, which would encourage additional
production, it would have exactly that effect.

Representative Reuss. And much of the production, as the Eco-
nomic Report points out, would be not only close to disastrous for
this country’s agricultural picture and balance-of-payments situation.
In the long run, it would be bad for the very countries that were
attempting it, because it would divert workers from doing that which
they can do most productively to doing that which they do relatively
inefficiently.

Isn’t that an additional point?

Secretary Freeman. Yes, sir; I certainly think it is. In a number
of the countries where the agriculture is based on small and generally
inefficient units, and where they face at the same time a literal labor
shortage and are actively recruiting labor from outside countries, it
seems to be economically unsound to continue this kind of relationship
and to exclude more efficient agricultural production which could
come inat a lower cost.

Representative Reuss. Let me ask you this question. Fortunately,
you are a lawyer, and since this question is——

Secretary Freeman. Did you say “fortunately”? o

Representative Reuss. Since this question is somewhat legalistic,
the Common Market was allowed to be set up under a section of the
General Agreement on Tariffs and Trade which says that a customs
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union or free trade area is permissible when, and only when, its
tariffs and other arrangements after the union has been set up are no
more restrictive than was the situation beforehand.

Secretary Freeman. Right.

Representative Reuss. That is article 24 of GATT.

Now, in fact, if the Common Market starts reducing agricultural
imports from the rest of the world, including the United States, in
any way so as to disadvantage this country or any other signatory
country in GATT, below the 1957 level when the Common Market was
set up, this constitutes a violation of the GATT agreement itself,
does it not ?

Secretary Freeman. I think it does; yes.

Representative Reuss. I am glad to hear you say that, because that
is the way I read the agreement, too.

So far, you have not actually tried to press that point.

You have sort of thrown yourself on the mercy of the Common
Market members.

Secretary Freeman. That is not, Congressman, completely accurate.
As a matter of fact, one of the reasons why the President insisted,
before the 24-6 agreements were signed, that there should be a
standby agreement, which we have, which Mr. Murphy went to
Europe to negotiate before that was closed which provides that our
rights in the variable fee items as of September 1960 are continued,
and those entitlements remain.

Now as you know, the question of comparing compensation and
rights under GATT rules is an extraordinarily complicated affair
and there will be quite a problem of trying to define precisely what
they are.

We have tried initially to impress upon the Commission and the
Six as a whole that, first, in the case of poultry, their fees should be
kept to a reasonable minimum ; second, to urge that the application of
the gate prices they have applied is, we think, illegal under GATT
rules as well, and to urge a moderation in the application of these fees
where poultry is concerned, and a number of things have been done,
and some little things have been accomplished.

Where the grains are concerned, we have felt that our first target
ought to be to try to urge upon them the establishment of a reasonable
common internal price. This is vital because an arbitrarily high
price will obviously encourage more production. These have been
our initial points for pressing reasonable action on them.

We have also, at all times, reserved our legal rights. They don’t
necessarily agree as to the extent of those rights and this may very
well be a matter of actual litigation, as we plan our course of action in
the days immediately ahead.

Representative Reuss. T am delighted to hear you say that, not that
I want to suborn litigation, but I think it should be recognized that
here we are talking about a matter of legal rights. We are some-
thing more than just a suppliant at the mercy of our bargaining
partners.

One more question on this whole matter of agricultural exports,
again, a very general question, I am afraid. By and large, recogniz-
ing the differences that prevail between various commodities and hav-
ing determined that we must see to it that the farm community of this
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country is not too far disadvantaged with respect to the rest of the com-
munity, we would do better, in our exg)o_rts, would we not, by a farm
program which supplements farmers’ incomes by production pay-
ments direct to the farmer rather than by a system of high price sup-
ports, or price supports of any sort?

I realize that this isn’t an either-or question, but do the best you
can with it.

Secretary FreemaN. I would rather respond to that question more
in terms of particular commodities, I think, and might I preface my
answer by saying I would like the record here to show, and I think the
committee is aware of this fact, that in terms of its agriculture, we are
a free-trade nation as compared to most nations of the world.

The restrictions on agricultural imports that we have are nominal
as compared to most nations.

There are only a very few commodities where we have other than
fairly low tariffs and those are ones where we do have price supports
which necessitate some kind of internal protections, or we would be
flooded from outside. As I say, most countries have many more pro-
tections and many more restrictions than we do.

Representative Reuss. If I may interrugt you at this point, Mr.
Secretary, Would you furnish for the record at this point a summary
of the U.S. restrictions on agricultural products compared with that
of other leading agricultural countries ¢

Secretary Freeman. I would be very pleased to, because this is a
point that 1s not generally recognized and it has been thought that we
were highly protective by many people who are generally well in-
formed 1n the economical realm, and now as we are seeking to nego-
tiate with some other countries, it becomes important that this is
understood. It is always, of course, important.

I would also like to make the point that what we are talking about
in terms of our markets are two things:

First, our ability to compete in other markets on a price basis, where
generally we can compete very well. This is not true of every com-
modity. Then, there, in the Common Market, we are not talking
about price at all, we are talking about access to market, because the
items we are having difficulty with in the Common Market are the
items they produce themselves. In this instance, their internal prices
are higher than ours. If we had access to that market on a competi-
tive basis, why, we would be in clover.

Now to come to your other question, I would say: Yes; this recog-
nizes some of the very practical proiolems of putting into effect a
production payment program and we now see in our Federal grain
program where there are other payments and where there has been,
nor have we a need to have any export subsidy program under this
arrangement.

We on the other hand, to take wheat for a moment, do have. But
under the proposed program, the program called for in the wheat
referendum, we would be moving toward a world price through, in
this case, a two-price system.

Actually, the purpose of all farm programs is to bring about a
fair balance between supply and demand so the farmer will get a
fair price in the marketplace, not to give him any subsidy as such,
but to give him some tools with which he can work as do other seg-
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ments of our economy, so that he can balance out his supply in relation
to demand, because there is a more inelastic demand for agricultural
products than almost anything else.

If you wish, while you can have 10 houses and 10 cars and 10 lake
places and 10 motorboats, but if you eat 10 meals a day, you are not
long for this world.

So there is a very real difference. Therefore, when we seek to
establish this balance and do it throuﬁh only the medium of a price
support without any adjustment mechanism by way of production,
this is where we then find the Government takin%lon substantial stocks
of commodities, because we have not accomplished the real purpose,
which is to bring about an effective balance between supply and de-
mand, which generally is done by other prime suppliers in our free
enterprise economy.

Representative Reuss. Thank you, Mr. Chairman,

(The following was later received for the record :)

DEPARTMENT OF AGRICULTURE,
OFFICE OF THE SECRETARY,
Washington, February 4, 1963.
Hon. PAUL H. DoUGLAS,
Chairman, Joint Bconomic Committee,
Congress of the United States, Washington, D.C.

DrAR SENATOR DouaLAs : Enclosed is the material which I promised to furnish
in response to a question by Representative Henry S. Reuss at the hearing on
January 29, 1963. It shows a comparison of U.S. import restrictions on agri-
cultural products and those maintained by certain foreign countries. We have
limited the comparison to the restrictions maintained by the EEC since it is the
policies of the EEC that are currently causing us the most serious concern. This
Department is preparing a more complete summary which will be ready at the
end of next week and which I will be glad to send you at that time.

Our sales of agricultural products to the EEC amount to $1.1 billion annually
and account for almost one-third of our total commercial dollar exports of
agricultural products. The policies of such a great trading bloc are, therefore,
of major concern to us and will be the most important single factor in determining
the direction which trade policies take. It will be difficult to move forward
under a more liberal and open trading policy if the BEC insists on surrounding
its agricultural industry with a high wall of protectionism. We could not bar-
gain away further reductions in our own tariffs on industrial imports if at the
same time we are denied access to major markets for our agricultural exports.

There are disturbing indications that the EEC is developing its agricultural
policies along lines that maximize self-sufficiency and insulate her farmers from
import competition. In the last round of tariff negotiations concluded with the
BEC in March 1962 the EEC refused to give fixed tariff bindings on most imports
that compete with its own production. These included products such as wheat,
feed grains, rice, and poultry, in which the United States has a major export
interest, as well as beef, pork, and dairy products. On all of these items the
EEC plans to apply variable levies on minimum import prices. Regulations
for several products have already been issued. The effects of these regulations
are to make foreign producers residual suppliers. Producers within the BEC
will be assured guaranteed prices. The variable levy simply provides that
imports will always be priced above the like product of domestic origin. If
world prices fall the competitive position of foreign suppliers is not improved.
The variable levy will simply increase. Producers within the EEC will thus
haive unlimited opportunity to supply the domestic market at the guaranteed
price.

The United States by contrast follows a fairly liberal policy with respect to
agricultural imports. In past tariff negotiations conducted under the GATT,
the United States has exposed its agricultural industry to a substantial volume
of competitive agricultural imports. In these negotiations we have reduced
tariff barriers on competitive agricultural imports into the United States often
in exchange for concessions other countries gave us on industrial exports. About
$2 billion of competitive imports enter the United States each year. These in-
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clude fresh and frozen beef and lamb, pork, a large variety of canned meat prod-
ucts, vegetable oils, fruits and vegetables, tobacco, and feed grains. These
products are permitted unrestricted entry into the United States and are generally
subject only to moderate tariffs,

Section 22 of the Agricultural Adjustment Act, as amended, authorizes the
establishment of import quotas where imports render or tend to render in-
effective or materially interfere with a price support or other program relating
to agricultural commodities.

There is a general misconception with respect to the restrictions imposed on
agricultural imports under section 22, Only our imports of peanuts, cotton,
wheat, and certain dairy products are now subject to import limitations under
section 22 and on these products, except dairy, we also limit our domestic produc-
tion and marketing. Sugar imports are limited by quotas under the Sugar Act.
The United States obtained a waiver under the GATT, allowing it to invoke
section 22 upon proper notification of the GATT contracting parties. As a
practical matter, however, this waiver is at present needed only for dairy prod-
ucts. Article XI of the GATT allows any contracting party to impose import con-
trols if domestic production of the item in question is limited. Import re-
strictions on cotton, sugar, peanuts, and wheat are thus permitted under article
XTI of the GATT.

Even where section 22 controls are applied, these imports cannot be restricted
to less than half of the quantities which entered during a recent representative
period. Existing quotas in many cases provide for entry of more than 100 percent
of trade during a representative period. Even on our dairy products, which are
extremely sensitive political items, our controls permit the entry of certain
cheeses in quantities in as much as 400 percent of the base period. All U.S.
cheese imports now are 50 percent larger than 10 years ago. There is enclosed
the latest report on section 22 operations dated July 1962, showing a comparison
between base period quotas and actual import quotas for each product under
section 22 restrictions.

Problems of dairy surpluses plague almost every country of the world, in-
cluding the EEC. The United States is not and never has been a major importer
of dairy products. In fact, we still have significant commercial exports of some
products such as eanned milk and dry whole milk,

The variable fee system of the EEC contrasts sharply with the liberal import
policy practiced by the United States under section 22. Under the EEC system,
third country exporters would have no assurance of continued access to their
former markets in the EEC. Indeed, the very purpose of the variable levy
system is to assure that consumption will be supplied exclusively by domestic
producers if they can do so at the established internal price level. Clearly,
under the EEC system there would be no imports of a commodity that was in
domestic surplus.

If the United States were to substitute for section 22 restrictions an EEC-type
of variable levy system, our imports of section 22 commodities would in most
years be completely eliminated.

For other commodities, the United States has consistently maintained a liberal
trade policy—characterized by the absence of quantitative restrietions on imports,
reductions in duties for most of the items over the past several years, and increas-
ing volumes of imports. This policy contrasts sharply with that adopted—or
planned—by the EEC.

For example, in past tariff negotiations, U.S. import duties on beef and veal,
the major meat items imported, have been reduced to 3 cents per pound—Iless
than 10 percent ad valorem—and half the 1930 rate. No quantitative restrictions
are imposed on imports. U.S. imports of beef and veal have grown steadily over
the past 10 years. In the past 3, they have averaged 6.5 percent of domestic
production, compared with an average of 2.5 percent 10 years ago. In contrast,
the EEC is planning to establish a minimum import price—to which duties will
be added—to insulate the EEC market from the effects of world meat price levels.

For feed grains, U.S. import duties now are at half or less than half of their
1930 levels, depending on the grain. Imports are negligible in relation to total
supplies, but at present are not subject to barriers other than the duties. In con-
trast, the EEC has established support prices averaging roughly three-quarters
above the level of prices to U.S. growers and maintains these with variable levies.

The United States, by legislation, reserves 41 percent of its sugar consumption
requirements to be supplied by foreign producers. The EEC, in contrast, gives
first priority to domestic producers, making foreign producers residual suppliers.
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The EEC is nearly self-sufficient in sugar production. The United States also
could achieve self-sufficiency if all restraints were removed and domestic pro-
ducers were freely allowed to expand production.

Fixed duties are levied on U.8, imports of fruits and vegetables, with no quan-
titative restrictions. In the EEC countries, practically all fruit and vegetable
items produced in the member countries are protected by quantitative restrictions.
In apples, for example, the U.S. duty of 121% cents per bushel is about 38 or 4
percent ad valorem and half of its 1930 level, with no quantitative restrictions
on imports. U.S. apple imports have remained relatively stable over the past
decade. France, Belgium, and West Germany continue to prohibit imports from
third countries of fresh apples each season until local supplies are largely sold.
Even after they remove their “prohibition,” they allow imports only if prices in
local markets are at “satisfying” levels. Although these countries now allow
“extra quality” apples to be admitted from their EEC partners, they authorize
imports from third countries only when shortages appear at home.

For wines, the largest EEC agricultural export to the United States, the policies
of the United States and the EEC sharply differ. The United States has cut its
tariffs consistently since 1930 until they now range from about 20 to 40 percent
of their 1930 levels. No other barriers to trade exist. EEC exports of wines to
the United States have increased steadily. In contrast, the EEC solves its trade
problems by prohibiting imports of U.S. wines.

Sincerely yours,
ORvVILLE L. FREEMAN, Secretary.

ANNEX D

IMPORT CONTROLS UNDER SECTION 22 OF THE AGRICULTURAL ADJUSTMENT ACT,
A8 AMENDED

(U.S. Department of Agriculture Foreign Agricultural Service Import Staff,
January 1963)

CONTENTS

Section 22:

Authority.

History.
Commodities currently under control :

Cotton, cotton waste and certain cotton products.

‘Wheat and wheat products.

Specified dairy products.

Peanuts.
Section 22, Agricultural Adjustment Act, as amended, reenacted, and extended.

Authority

Section 22 of the Agricultural Adjustment Act, as amended, directs the Sec-
retary of Agriculture to advise the President whenever he has reason to believe
that any article or articles are being imported under such conditions and in such
quantities so as to render or tend to render ineffective or materially interfere
with any price support or other program, relating to agricultural commodities,
undertaken by the Department of Agriculture, or to reduce substantially the
amount of any product processed in the United States from any agricultural
commodity or product thereof with respect to which any such program or opera-
tion is being undertaken. If the President agrees there is reason for such
belief, he directs the Tariff Commission to conduct an investigation including
a public hearing, and to submit a report to him of its findings and recommenda-
tions. The President is authorized, based on such findings, to impose such fees
or quotas in addition to the basic duty as he shall determine necessary. The
additional fees may not exceed 50 percent ad valorem and the quotas proclaimed
may not be less than 50 percent of the quantity imported during a previous rep-
resentative period, as determined by the President. Furthermore, the President
may designate the affected article or articles by physical gualities, value, use,
or upon such other basis as he shall determine.

‘Whenever the Secretary of Agriculture reports to the President that a condi-
tion exists requiring emergency treatment, the President may take action with-
out awaiting the report of the Tariff Commission. Any such action by the Presi-
dent shall continue in effect pending the report and recommendations of the
Tariff Commission and action thereon by the President.

No trade agreement or other international agreement entered into at any time
by the United States may be applied in a manner inconsistent with the require-
ments of section 22.

93762—63—pt. 1——10
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The import quotas on specified dairy products and certain grain products,
as explained further in this bullefin, are administered by the Import Staff,
Foreign Agricultural Service, U.S. Department of Agriculture, Washington 25,
D.C., through the issuance of import licenses and special permits. The import
quotas for dairy products are prorated among, and import licenses are issued
to, eligible applicants who had imported the commodity during a specified period.
Import regulation 1, revision 2, issued by the Department of Agriculture, gov-
erns the granting of the import licenses. Quotas on the other commodities not
requiring import licenses or special permits are administered by the Bureau of
Customs, U.S. Treasury Department, Washington 25, D.C, on a first-come,
first-served basis. The authority to import commodities under section 22 does
not relieve the importer from compliance with other applicable laws and
regulations.

History

Section 22 was originally added to the Agricultural Adjustment Act of 1933
by the act of August 24, 1935, It has been amended several times and was
revised in its entirety by section 3 of the Agricultural Act of 1948 and again by
section 3 of the act of June 28, 1950. It was further amended by sections 8(b)
and 104 of the Trade Agreements Extension Acts of 1951 and 1953, respectively.

Since the section was enacted, import controls have been imposed with respect
to 11 different commeodities or groups of commodities. These include: (1)
wheat and wheat flour; (2) cotton, certain cotton wastes, and cotton products;
(3) specified dairy products; (4) rye, rye flour, and rye meal; (5) barley,
hulled or unhulled, including rolled, ground, and barley malt; (6) oats, hulled
or unhulled and unhulled ground oats; (7) shelled almonds; (8) shelled fil-
berts; (9) peanuts and peanut oil; (10) tung nuts and tung oil; and (11)
flaxseed and linseed oil. All or a part of nine of these commodities or groups
of commodities have been removed from import controls. These are, by type
of control and effective date, as follows:

Commodity Type of Effoctive date
control

(6] I{iarsh 311' rough cotton less than 34 inches in staple | Quota...] Sept. 20, 1946-Jan. 28, 1958.
enj .

) Cai;'ldl strips made from cotton 131¢ inches or more |.._do_..__ Sept. 20, 193¢-Mar. 31, 1942,

(3) Barleyn%ulled or unhulled, lncluding rolled bar- {.__do..... Oct. 1, 1954-Sept. 30, 1955.

%\round barley, and barley mal
4 Oats, ulled or unhulled and unhulled ground |...do..... Do.
5 Shelled almonds, and blanched, roasted, or other- | Fee.....| Oct. 1, 1951-8ept. 30, 1955; Oct. 23, 1957-
wise prepared oz':_ ;;reserved almonds (not includ- Sept 30, 1958.
(6) Shlgfed ﬂlberts, whether or not blanched do. Ocqt lt 1:?052—Sept 30, 1953; Oct. 1, 1954
Hep
(7) Peanut oil. w.-do.....| July 1, 1953—-Apr 5, 1961,
()] Tung nuts and tnng oil:
Tung oi Quota...| Sept. 9, 1957-May 1, 1962.

(b) Tungnuts (oil equlvalent) ................ ---.do....| Apr. 28 1958—May1 1962,
(9) Flaxseed and linseed oil Fee_....| July 1, 1053 -Apr. 5, 1961.
(19) Rye, rye flour, and rye meal Quota...| Apr. 1 1954-June 30 1961,
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Commodities currently under control

The commodities currently under control and the dates on which the initial
controls were imposed are discussed in the following sections I through IV.

I. COTTON, CERTAIN COTTON WASTE, AND COTTON PRODUCTS

Nonlicensed country quotas on long-staple and short-staple cotton and on
cotton waste were imposed on September 20, 1939. Cotton having a staple length
of 111/16 inches or more was removed from the long-staple cotton quota on De-
cember 19, 1940, but was again included effective August 1, 1958, at which time
this quota was subdivided on the basis of staple length. The country quota
on long-staple cotton was changed to a global quota on July 29, 1952. The global
quota on certain cotton products became effective on September 11, 1961.

Annual country and global quotas currently in effect are as follows:

A. Global quotas
{In pounds]

Representa~
tive period
perpge 8o | Quota | Anoual guota
ual imports perio
July 1, 1928~
June 30, 1933

1. Long-staple cotton (138 inch or longer) . _._.._.__. 68,085,885 { 145,656,420 | Aug. 1-July 31.
Subdivided as follows:
(a) 134 inch or longer. 39, 590, 778 Do.
(b) 134 inch or more but less than 13§ inch._._. 6,065, 642
Provided that of the 6,065,642 pounds,
not more than 1,500,000 pounds shall

consist of harsh or rough cotton (ex-

cept cotton of perished staple, grab-

bots, and cotton pickings), white in

color and having & staple of 1542

inch or more in length, and not

more than 4,565,642 pounds shall

consist of other cotton.

Jean, 1, 1940~
Deec. 31, 1953

2. Cotton products produced in any stage preceding the @ 31,000 | Sept. 11-Sept. 10.
spinning into yarn (except cotton wastes).

1 67.1 percent of base period.

2 The exact quantity is unknown but adjudged to have been less than 1,000 pounds. See Tariff Com-
mission Report to the President on ““Certain Cotton Product,” TC Publication 31, of September 1961.

3100 percent of base period.
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B. Country quotas
[In pounds]
Representa-
tive period
average an- Quota Annual quota
nusl imports period
July 1, 1928~
June 30, 1933
1. Short-staple cotton (less than 114 inches) 15,504,403 | 114,516,882 | Sept. 20-Sept. 19.
Subdivided as follows:
Country:
Egypt and the Sudan. - 783, 816
s USRI FOSOUIP 247,952
India and Pakistan (first come, first
served) - - 003,
China (Taiwan).. - . 1,370,791
Mexico. [ SR, 883, 250
Brazil . 618,723
USSR 475,124
Argentina.._. , 203
Haiti 237
Ecuador . - 9,333
Hondur: 752
Paraguay. 871
Colombia. - 124
Iraq 195
British East Africa.. 2,240
Netherlands East Indies 71,388
British West Indies (other than Bar-
bados, Bermuda, Jamaica, Trinidad,
and ToDAZO) . - .o e eeicmem | ommm e aaae 21,321
British West Adfrica, (other than Gold
Coast and Nigeria) —————— 16,004
Nigeria. 5,377
French Afrira (other than Algeria, Tu-
nisia, and Madag )] _—— €89
14, 516, 882
2. Cotton waste (card strips made from cotton under @) 35,482, Do.
134¢-inch comber waste, lap waste, sliver waste,
roving waste).
Subd1v1ded as follows:
Country:
United Kingdom - 4, 323,457
Canada. 239,
France 5,420
India and Pakistan (first come, first |-.-ccee .. 69, 627
served).
Netherlands. . ceononeomiemcncanee 68,240
Switzerland ——- 44,388
Belgium. .. 559
Japan. 341, 535
China (Taiwan).... 17,322
Egypt 8,135
Cuba.... 8, 544
Germany.__ 76,329
Ttaly ... 21,263
Total_._. 5,482, 509
193.6 percent of base period.

3 The annual average imports of 23,173,884 pounds of various types of cotton wastes during the repre-
sentative period included receipts of waste types which were not put under quota.
types of waste are not available.

3 Not more than 33}4 percent shall be filled by cotton wastes other than comber waste made from cotton
of 1346 inches or more in staple length in the case of United Kingdom, France, the Netherlands, Switzer-
land, Belgium, Germany, and Italy,
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II. WHEAT AND WHEAT PRODUCTS

Importations of wheat and specified wheat products, with the exceptions listed,
are subject to nonlicensed quota controls. The quotas were instituted by Presi-
dential proclamation dated May 28, 1941. The basic quotas have not been
changed, although certain exceptions were made during World War II1.

Annual country quotas are currently in effect as follows:

Representa-
tive period
average an- Quota Annusl quota
nual imports period
Jan. 1, 1920-
Dec. 31, 1933
1. Wheat_ 125,023 1800,000 | May 29-May 28.9
2. Wheat products 237,137 34,000,000 | May 29-May 28.¢
‘Wheat ‘Wheat
(bushels) roducts
pounds)
Subdivided as follows:
Country of origin:
Canada. . 795, 000 3,815,000
China (Taiwan) 24,000
Hungary.-. 13,000
Hong Kong. . 13,000
Japan_.. 8,000
United Kingdom. ..o _{occncoaaao o 100 75,000
Australia 1,000
Germany 100 5,000
Syria. . 100 5,000
bﬂrw Zealand .- 1,000
Chile 1,000
Netherlands 100 1,000
Argentina_ . 2,000 14,000
Italy... 100 2,000
Cuba. 12,000
France_.__ 1,000 1,000
Greece__ 1,000
Mexico.. 100 1,000
Panama. 1,000
Uruguay. .. 1,000
Poland and Danzig. ———— 1,000
Sweden. . . 1,000
Yugoslavia. 1,000
Norway. . 1,000
Canary Islands_._....._.__ 1,000
Rumania.
Guatemala. . .
Brazil __
USSR
Belgium
Total
t Bushels.
23,086.1 percent of base period.
3 Pounds.
4 1,686.8 percent of base period.

‘Wheat, wheat flour, semolina, crushed or cracked wheat, or similar wheat
products, classified as “unfit for human consumption” are not subject to import
quota. controls. Likewise, samples of wheat or specified wheat products in lots
of 10 pounds or less and certified or registered seed wheat in lots of 100 bushels
or less are not subject to import quota controls. Wheat or specified wheat
products in lots of 10 pounds or more for experimental purposes and certified
or registered seed wheat in lots of more than 100 bushels for seeding and crop
improvement purposes may be imported ex-quota if the importer requests such
import authority from the Secretary of Agriculture and if written approval
is granted by the Secretary. Such requests should be addressed to the Import
Staff, Foreign Agricultural Service, U.S. Department of Agriculture, Washing-
ton 25, D.C.

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



144 ECONOMIC REPORT OF THE PRESIDENT

III. SPECIFIED DAIRY PRODUCTS

Import controls under section 22 became effective July 1, 1953, for the dairy
products Nos. 1-10, as listed below. The annual quota period for these com-
modities is from July 1 through June 80. The Import Staff, Foreign Agri-
cultural Service, U.S. Department of Agriculture, Washington 25, D.C., issues
import licenses to individual importers. The quotas are apportioned generally
on the basis of the proportionate share of total imports imported by each
individual importer from supplying countries during a representative base
period when no restrictions were in effect.

Quota controls on items 11 (a) and (b) became effective April 16 and August
7, 1957, respectively. The quota year for item 11(a) is the calendar year and
the quota is administered by the Bureau of Customs, U.S. Treasury Department,
Washington 25, D.C. on a first-come, first-served basis. Butterfat as defined in
11(b) may not be imported. Importations not in excess of 100 pounds in the
aggregate of the listed dairy commodities may be authorized ex-quota for
display and sampling at trade fairs and for research, provided application is
made to and written approval is granted by the Secretary of Agriculture. Such
applications should be filed with the Import Staff, Foreign Agricultural Service,
U.S. Department of Agriculture, Washington 25, D.C.

The following table shows a comparison of current quotas with importations
during the representative periods. The representative periods are as indicated
in parentheses. Effective July 1, 1960, the President’s proclamation increased
the annual quota for Edam and Gouda cheese from 4,600,200 to 9,200,400 pounds
and on Italian-type cheese from 9,200,100 to 11,500,100 pounds.

Representative Quota as
period average Quota percent of
annual imports (pounds) base
(pounds)
1. Butter. 1,411,525 (1930-34) 707,000 5.1
2. Dried whole milk. 13,055 (1948-50) 7,000 53.8
3. Dried buttermilk. , 1948~50 496, 000 50.0
4. Dried cream._._ 1948-50) 500 100.0
5. Dried skimmed milk 3,613, 279 (1948-50) 1, 807, 000 50.0
6. Malted milk, and compounds or mixtures of or
substitutes for milk or eream.... oo oaeo. 11,418 (1948-50) 6, 000 52.5
7. Cheddar cheese and cheese and substitutes for
cheese contained or processed from Cheddar
cheese 5,490, 262 (1948-50) 2, 780, 100 50. 6
8. Edam and Gouda cheese, 1,831,085 (1948-50) 9, 200, 400 502.5
9. Blue-mold cheese (except Stilton) and cheese and
substitutes for cheese containing, or processed
from blue-mold ch 2,066,000 (1948-50)| 25,016,999 242.8
10, Italian- cheese made from cow’s milk, orlglnal
loaves (Romano made from cow’s m:llk
giano, Parmesano, Provolone, Provolette, a.nd
Sbrinz) 8,121,987 (1948-50)| 11, 500, 100 141.6
11. Articles with 45 percent or more butterfat:
(a) Butter substitutes, including butteroil
456 percent or more butterfat..| 1,800,000 31, 200, 000 66.7
(V) All artlcles containing 45 percent or more
of butterfat, except those articles already
subject to quotas, cheese, evaporated
and condensed mﬂk, and products im-
ported in retail packages. . ccoocvecacuee ® (138 O

1 Lesg th
Inereased from 4,167,000 by Pregidential Proclamation 3460, Mar. 30, 1962,
' u(t)ta ?1!1.3 cﬁlendar year 1957 only, set at 1,800,000 pounds.
ot av! .

IV. PEANUTS

Nonlicensed import controls were instituted July 1, 1953. The quota on pea-
nuts is the same as that initially imposed. The ad valorem fee of 25 percent on
imports of peanut oil in excess of 80 million pounds was terminated on April 5,
1961.

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



ECONOMIC REPORT OF THE PRESIDENT 145

Annual global quotas are in effect as follows:

Representa-
tive period
average
annuoal Quota Annual quota
imports period
Jan, 1, 1936~
Dee. 31, 1939
(pounds)
Peanuts: whether shelled, not shelled, blanched 3,417,812 | 1,709,000 pounds | Aug. 1-July 31.!
salted, prepared, or preserved (including roasted peanuts in the
peanuts but not including peanut butter). shell charged
against this
quota on basis
of 76 pounds for
each 100 pounds
of inshell
peanuts.

150 percent of base.

SECTION 22 OF THE AGRICULTUBAL ADJUSTMENT AcCT (OF 1933), AS REENACTED AND
AMENDED (A8 oF DECEMBER 15, 1959)

“Sec. 22 (a) Whenever the Secretary of Agriculture has reason to believe
that any article or articles are being or are practically certain to be imported
into the United States under such conditions and in such quantities as to render
or tend to render ineffective or materially interfere with, any program or
operation undertaken under this title or the Soil Conservation and Domestic
Allotment Act, as amended, or section 32, Public Law No. 320, Seventy-fourth
Congress, approved August 24, 1935, as amended, or any loan, purchase, or
other program or operation undertaken by the Department of Agriculture, or
any agency operating under its direction, with respect to any agricultural
commodity or product thereof, or to reduce substantially the amount of any
product processed in the United States from any agricultural commodity or
product thereof with respect to which any such program or operation is being
undertaken, he shall so advise the President, and, if the President agrees that
there is reason for such belief, the President shall cause an immediate investi-
gation to be made by the United States Tariff Commission, which shall give
precedence to investigations under this section to determine such facts. Such
investigation shall be made after due notice and opportunity for hearing to
interested parties, and shall be conducted subject to such regulations as the
President shall specify (7 U.8.C. 624(a)).

“(b) If, on the basis of such investigation and report to him of findings and
recommendations made in connection therewith, the President finds the existence
of such facts, he shall by proclamation impose such fees not in excess of 50
per centum ad valorem or such quantitative limitations on any article or articles
which may be entered, or withdrawn from warehouse, for consumption as he
finds and declares shown by such investigation to be necessary in order that
the entry of such article or articles will not render or tend to render ineffective,
or materially interfere with, any program or operation referred to in sub-
section (a) of this section, or reduce substantially the amount of any product
processed in the United States from any such agricultural commodity or product
thereof with respect to which any such program or operation is being undertaken:
Provided, That no proclamation under this section shall impose any limitation
on the total quantity of any article or articles which may be entered, or with-
drawn from warehouse, for consumption which reduces such permissible total
quantity to proportionately less than 50 per centum of the total quantity of
such article or articles which was entered, or withdrawn from warehouse, for
consumption during a representative period as determined by the President:
And provided further, That in designating any article or articles, the President
may describe them. by physical qualities, value, use, or upon such other bases
as he shall determine.

“In any case where the Secretary of Agriculture determines and reports to
the President with regard to any article or articles that a condition exists re-
quiring emergency treatment, the President may take immediate action under
this section without awaiting the recommendations of the Tariff Commission,
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such action to continue in effect pending the report and recommendations of
the Tariff Commission and action thereon by the President (7 U.S.C. 624(b)).

“(e¢) The fees and limitations imposed by the President by proclamation under
this section and any revocation, suspension, or modification thereof, shall become
effective on such date as shall be therein specified, and such fees shall be treated
for administrative purposes and for the purposes of section 32 of Public Law
No. 320, Seventy-fourth Congress, approved August 24, 1935, as amended, as
duties imposed by the Tariff Act of 1930, but such fees shall not be considered as
duties for the purpose of granting any preferential concession under any inter-
national obligation of the United States (7 U.S.C. 624 (¢)).

“(d) After investigation, report, findings, and declaration in the manner pro-
vided in the case of a proclamation issued pursuant to subsection (b) of this
section, any proclamation or provision of such proclamation may be suspended
or terminated by the President whenever he finds and proclaims that the circum-
stances requiring the proclamation or provision thereof no longer exist or may be
modified by the President whenever he finds and proclaims that changed circum-
stances require such modification to carry out the purposes of this section
(7U0.8.C.624(d)).

“(e) Any decision of the President as to facts under this section shall be final
(7U0.8.C.624(e)).

“(f) No trade agreement or other international agreement heretofore or here-
after entered into by the United States shall be applied in a manner inconsistent
with the requirements of this section (7 U.S.C.624(f)).

Chairman Doueras. Senator Proxmire? )

Senator Proxmire. Mr. Secretary, you may not appreciate it fully,
but I have admired you for a long, long time for your eloquent pleas
for the farmer. . .

I know I have caused you a lot of distress by my difference from
your viewpoint on details of agriculture legislation. But I don’t know
anybody who has worked harder or done a finer job of representing the
interests of the American farmer, who has been Secretary of Agri-
culture.

You have done a great job. ) . .

This presentation you have today is so typical, because you point
out how very important. the farmer is to our economy, and I think
this is terribly neglected by Members of Congress as well as by the
general public. L . .

However, I would once again differ with you on a few things and
I would like to ask you about these points of difference.

As a loyal member of the administration, you have made a fine case
showing the benefits to the farmer directly from tax reduction. I
contend that the farmer probably gets the least benefit of any group
in our societv—maybe the retired people get less.

But Mr. Patton of the Farmers Union last year argued that about
80 to 85 nercent of our farmers pay no income tax at all.

Now, it is true that when farmers sell their farms, many of them
would come under the somewhat more relaxed capital gains pro-
visions of the law, but recognizing this, it would seem to me that the
direct effect. beneficial effect to the farmer, most farmers, would be
verv small from this method of trving to increase and improve na-
tional income as compared to a method of directly trying to improve
and increase farm income.

Secretary Freeman. May I respond, Senator, to that by pointing
out that it is an old saw that farmers don’t pay any income tax.

Senator Proxmire. I know they pay the taxes they should pay.

I am just saying their income is so low that the income tax they
pay is nil in most cases, and small for the rest.
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I don’t question the fi you have here, $114 billion in Federal
income taxes, but I say tﬁere are an awful lot of farmers who don’t
pay any income taxes at all, although some of the rich farmers do pay
income taxes.

Secretary Freeman. This might be true. I think it would be worth
putting into the record a statement on this. I thought the question
might come up and I asked them to pull something together.

Completeness of income tax reporting by farmers: dgomparison of
reports published by IRS with statistics on farm income suggests
that in recent years more than 90 percent of all cash receipts from
farm marketings show up on income tax returns.

In 1958, for example, farm business receipts reported on tax re-
turns amounted to $31.6 billion. This was 91.6 percent of the year’s
total of $34.5 billion in cash receipts from farm marketings. Not
all the missing $2.9 billion necessarily represents underreporting
of income on tax returns. A substantial part can be accounted for
by the income to farmers who individually had gross incomes below
the filing requirement and to farmers who were legally subject to
filing but who had net incomes so low as not to be taxable. Rough
estimates based on the census of agriculture suggests that about 214
million farmers fall in these two categories. Gross value of marketings
from these farms exceeded $4 billion.

If gross income is substantially fully reported, there is reason to
believe the same is true of net farm income. The missing gross in-
come is probably largely offset by operating expenses that are not
fully reported.

Operating expenses are disproportionately heavy on the low pro-
duction farms where reporting is likely to be weakest. There is evi-
dence, moreover, that inadequate bookkeeping leads many farmers
to underclaim their operating expenses.

Senator Proxmire. I understand. And then of the farmers who
do pay a tax, you pointed out in your statement that farmers’ income
is about 60 percent less than off-the-farm income.

So I think the assumption would be that as far as the income tax
is concerned, and I stress income, that the taxes they pay would be
much less than most because their income is less.

However, the property taxes the farmers pay, on the basis of my
own experience in Wisconsin, is very heavy and this is the big tax
a farmer has to cope with.

Secretary FreeMaN. No question about that. This is the tax that
finances local government. But the depreciation schedules are a very
important consideration, because a farmer has a great deal of equip-
ment, and under new depreciation schedules, if he can write off a piece
of equipment in 3 years instead of in 7 years, this means a significant
difference.

Senator Proxmire. Now, I am also somewhat concerned. I sug-
gested to Senator Douglas that we ask you to testify before us be-
cause—for many reasons, but partly because I was concerned by the
import of the President’s very brief dealing with the whole farm
problem in his Economic Report. I consider the farm problem one of
our top economic problems, perhaps one of the two or three along with
unemployment.
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The report does deal with that briefly on pages 10 and 11 in this
foreign trade area, which has just been discussed so well by you
and Mr. Reuss.

In other areas, as compared to what the Economic Report did last
year, it seems to me there just isn’t very much and there is no follow-
u£) on the failure to achieve objectives which is set forth on page 9
of the 1962 Economic Report as follows:

Objectives of agricultural policy as it develops in the future should encompass
both (1) continuation of agriculture’s historic role as a major contributor to
national economic growth and (2) equitable distribution of gains in agricultural
productivity between farmers and consumers. Achievement of these two objec-
tives will require continued rapid transfers of labor from the farm to the
nonfarm sector and reduction in resources devoted to the production, storage,
and disposition of surplus production.

The fact is, you chose 1960 and 1962 in describing farm incomes. If
you chose 1961 and 1962 for the comparisons of farm income, it
appears on the basis of statistics I have, that there was no increase in
income last year.

Now, the fourth quarter was a better quarter than the other three.
But in aggregate, 1962 was not any better than 1961. It was about the
same.

Secretary Freeman. The aggregate net was quite comparable. The
gross was up, but the per c:i:plta net was up between 1962 and 1961.

Senator ProxMIre. Yes; farmersare tending to leave the farm. But
we still have, I think you might agree, failed dismally to achieve this
second objective of equitable distribution of gains in agricultural
productivity between farmer and consumer.

Secretary FreeMan. We have a long, long way to go and I hope we
can continue the progress we have made until we get there.

Senator Proxmrre. This morning, Mr. Gordon pointed out that we
are going to have stability in nondefense and nonspace Federal spend-
ing and this was largely because of the cut in spending in the agri-
cultural area.

I am wondering what proposals you have, very briefly, to improve
agricultural income in the coming year or two.

Secretary Freeman. Again, we %et to a commodity by commodity
appraisal and programming here. 1am hopeful and I know you share
this, that we can gevelop a program, particularly in dairy, that will
bring about an increase in dairy farmers’ income. The overwhelming
majority of dairy farmers are those who are very efficient operators.

Their per-hour return is very, very low indeed.

Specifically what recommendations the administration will make
are a matter yet of some debate and not necessarily because of the
economics of it, Senator, but because of the politics with which it
can pass through the Congress of the United States.

Senator Proxmrre. The concern that I have is that the %roposals
I have heard about—I am not saying you will come up with any of
these—but the proposals I have heard about would stabilize income,
Serhaps increase it a bit, but would have its primary thrust at re-

ucing the cost of supporting dairy farm income—would cut it.
Farm income would remain about what it is now. Now, I would
say that the first test of any agricultural legislation today ought
to be, does it improve farm income.

Secretary Freeman. I would agree with you wholeheartedly.
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Senator Proxumire. If it doesn’t do that, it is no good, regardless
of the other advantages it may have.

Secretary Frerman. I agree, but I would emphasize the point that
I think a sound farm program will do both, increase farm income
and reduce Government cost, because its main point is providing
some mechanisms so that there can be a fair re%)ationship between
supply and demand.

The farmers’ main problem has always been he has no bargaining
power in the marketplace. Other producers do. He sells in a sellers’
market, buys in a buyers’ market. In every country in the history
of the world, the farmer has been low man on the totem pole. That
is one reason why we have so many restrictions in other types of farm
progmms around the world. So we are not dealing with a new
problem. But fundamentally, this is a sound program that would
provide this, as we see it, in some commodities now. In some com-
modities, the functioning of market orders, which are self-help, farm-
er-administered programs, are returning a reasonable return to the
producers at a fair price to the consumer and at no cost to the tax-
payer. Thisisthe goal we seek to reach.

enator Proxmire. I enthusiastically support the notion of getting
the farmers’ income in the marketplace, because with his diminishin
political influence, it is the only long-term hope for the farmer, an:
I just hope and pray we can work out some method, as you say,
of self-help organization so that the farmer can achieve this end,
which he deserves so richly in view of his contribution.

My time is up but I might say that you have many times argued
this, and I think it ought to be stressed once again on the record, the
fact that the farmer is the No. 1 economic success story in this country,
and for that matter, in the world.

The American farmer’s contribution to our prosperity is perfectly
enormous. As you have said, as I understand it, the average family
now spends 20 percent of their income on food, whereas 10 years ago
they spent 26 percent. The food-for-peace program, demonstrating
our marvelous agricultural capacity compared to the dismal failures
of Communists in country after country—communism goes in, hunger
follows—is, I think, one of the great reasons for our successes, to the
extent we have had successes in foreign policy.

This is something I think people somehow have to be reminded of
because it is terribly hard, as you know better than I, to get this story
told broadly so the American public appreciates it.

Secretary FrReemaN. The Senator states it very well and I would
be happy to add to that 20-percent figure and state our latest economic
analysis shows it is now 19 percent, and this compares with 30 to 40
percent in Western Europe; to 50 to 60 percent that the take-home
pay goes for food in Russia; 80 to 90 percent in developing countries
around the world ; that fewer than 8 percent of the American people
are involved in agriculture; that 1 farmer feeds 27 people; that fewer
than 8 percent provide the food and fiber for this country, and they
do it at the relative price, which actually, in terms of our diet of 25
years ago, would be about 12 percent of our take-home pay.

So it is a phenomenal, extraordinary accomplishment.

Senator Proxmire. They have made their contribution to the in-
creased standard of living—people are freed that much income that
they can spend on other things.
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Chairman Douveras. Mr. Curtis?

Representative Curtis. There is great economic growth in this
area. AmInotright?

Secretary FreemaN. Tremendous increase in productivity on a per
capita basis; yes, sir.

Representative Curtis. Are you familiar, Mr. Secretary, with the
administration’s economic gap theory ¢

Secretary FreemaN. I am not sure what the Congressman means
by the “gap theory.”

Representative Curris. That is the term Dr. Heller and others use,
saying that we are not meeting the economic potential in our society.

It 1s based upon our idle plant and idle manpower. They have
used the term “tired blood” to describe it.

Secretary Frerman. I have not heard that description, but it is
very descriptive.

Representative Curris. You think it is? Do you think that is
descriptive of the agriculture sector, then ?

Secretary FreemaN. I did not say that, I think.

Representative Curtis. I hope not, because we have just agreed
that the growth has been dramatic, and we have had a lot of adjectives
to describe it.

I agree with you. It is just the reverse of tired blood. The problems
you have in agriculture are, to a large extent, the result of growing
pains.

For example, in the agriculture sector, there is a tremendous idle
plant. In faet, it is Government policy, not only under this admin-
istration but also the previous one, to try to make more of the plant
idle. Am I notcorrect?

Secretary FreemaN. No; Congressman, you are not, really, and this
is a common misunderstanding. The policy of this administration is
ot to idle acres but to use them.

Representative Curris. What are you doing when you put them
aside? Let’s don’t get into semantics. We want to retire these acres
and get them out of production.

Secretary Freeman. Well, we want—what is production ?

Representative Corris. That is right. We are talking about pro-
duction of money crops, because this i1s a money economy. I happen to
agree with the retirement program; do not misunderstand me. But,
if we had to produce more wheat, corn, or cotton, we would be doing
the reverse, would we not, of retiring lands that are perfectly capable
of growing these crops. What do you put them into, by the way—
grasslands or scenic parks?

Secretary FreemaN. I would suggest, and I am not trying to be in
any way argumentative or facetious about it, but fundamentally, what
we are really trying to do is to accomplish an adjustment to make an
economic use of land which is not being used economically if it is pro-
ducing food and fiber for which we have no need.

Representative Courtrs. That is right.

Secretary Freeman. As such, then, it is actually the converse of
productive.

Representative Curris. That is true.

Secretary FreemaN. Now, what are those other uses?
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Representative Curtis. Let me ask another question. Are these
other uses money producing ?

Secretary FreemaN. They may well be.

I am reminded of the rancher at our Land and People Conference
in Denver who told me he made $2,500 running cattle and $17,000 off
the elk hunters.

Representative Curtis. Well, recreation, all right. If we are going
to get into recreation, that is a good diversion. But let me pick up the
next point of this so-called gap theory and tired blood theory ; namely,
idle manpower. If there ever is a place where we have people moving
out of an area, it is in farming and agriculture; is that not so?

Secretary FreemaN. That is correct, yes, sir.

Representative Curtis. In fact, I have often said that I think com-
mercial agriculture is doing all right, but because it is doing so well, we
have created a very serious problem of rural unemployment.

People who used to be able to depend on agriculture for their liveli-
hood hl;ld they can no longer, so we have idle manpower.

Now I come to the key point. The administration’s policy that has
been presented to this committee and the Congress is that the way to
take care of idle plant and idle manpower is to increase consumer
purchasing power. Consumer purchasing power would then increase
demand in the agricultural sector, I suppose, along with the others.

Now, let me ask you, do you think such a basic po%icy is going to help
the idle manpower in agriculture and the idle plant, or, rather, the
excess produce that we have?

Is it going to make a dent or even any impression ?

Secretary FreEmaNn. No. 1, as I said earlier, the demand for food
is highly inelastic.

Representative Corris. That is right.

Secretary FrReEEMAN. Assuch, increased income will not reflect itself
very heavily in terms of increased consumption of food in this
country.

Representative Corrrs. That is right.

Secretary FreemaN. On the other hand, a full employment economy
will obvious}iy make much easier the adjustments in agriculture that
does not need as much manpower as that previously did.

Representative Curtis. Well, the adjustment is going out of agri-
culture. In other words, all I am trying to point out, is that the
administration’s program to hit at the problems of economy is cer-
tainly not going to help the problems in agriculture.

If anything, 1t is going to aggravate them, because you are puttin
more effort—and I am glad we are, by the way—into research an
development to develop the efficiency in agriculture. But I think
it is about time that we recognized that by encouraging this kind of
healthy economic growth, we are creating problems in our economic
system in another way.

But let’s not look for solutions to those problems on the theo
that it is tired blood. We are experiencing growing pains and I thnllz'
the agriculture sector demonstrates this more clearly than any other
I can think of.

Would you comment on that Mr. Secretary, because this is the
theory that the administration is following and the base on which
they are saying to the Congress that we must cut taxes—not expendi-
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tures. The administration wants to hold expenditures to the 1963
level in nondefense areas, thus creating bigger deficits. This, they
say, is necessary to increase what they describe as a lagging consumer
demand.

But you have just said in agriculture it is inelastic.

Secretary FrReemaN. Well. I have addressed myself to the question
of agriculture, and there will be, there would be an expanding market
with an increase of dollars in the pocket, because the choice of foods
would probably involve those that were more processed and con-
ceivl?lbly more expensive, but certainly no solution to the agriculture
problem.

On the other hand, the solution would rest or would be significantly
helped in terms of an expanding industry producing a number of
things for which people would have demand, a part of which would
involve the location of new plants in rural areas to which people not
needed to produce food and fiber would find employment.

Representative Curtis. I think that part iscorrect. In other words,
the shift of people retraining out of agriculture, which to me is the
key to this thing, and——

retary FreemanN. I thought you said out of agriculture and not
out of the country.

Representative Curtis. I should say not out of the country, but
rather out of agriculture.

I think one of the significant factors in the agricultural sector is in
our economic indicators which reveal that the farmer, and I guess
the definition is still one who derives 51 percent of his income
agriculture, obtains over 30 percent of his income from nonagricul-
tural sources.

Secretary FreeMAN. An increasing amount of it is, yes.

Representative Curris. Yes; and I think I developed that point
the way I wanted the record to show it.

Now, let me ask about expenditure side, which to me is a very
disturbing aspect. The budget indicates that we are to cut $1 billion
from agricultural expenditures in 1964 over 1963, is that not correct?

Secretary Freeman. That is correct.

Representative Curtis. Actually, that’s not quite true, is it?

We are spending $1.5 billion more, but we are going to pick up about
$2.5 billion from the sale of Commodity Credit Corporation assets.
Isn’t that the real picture?

Secretary Freeman. Some percentage of it is accounting, yes, sir.

Representative Curtis. Well, it is in the budget. The arithmetic
is done. The entry of $2.5 billion ought to be, I think, in the receipts
from the public side and the entry of an increase of $1.5 billion in
payments to the public. But the two do produce a minus $1 billion.
This is an important distinction to make, because the Commodity
Credit Corporation is, in effect, somewhat in the nature of capital
assets.

Secretary Freeman. Yes, sir.

Representative Curtis. But we turn over to the real budget which
Congress has no control over. We have already voted the authoriza-
tion to spend. The President has complete control over this sector of
payments to the public and receipts from the public. The only thing
the Congress has to say is on page 40 of the budget, under new
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obligational authority by agency. There we see an entirely different
picture for agriculture.

The estimates for new obligational authority in 1963 were $6.7
billion. In the request for fiscal 1964, they are $8.1 billion—an in-
crease of $1.4 billion. I assume this is going to be a recurring ex-
penditure, not the nonrecurring type.

So actually, agriculture expenditures are not being held at any 1963
level as far as the Congress is concerned, because once we turn this
authority over to the Executive, he can spend it at any rate he chooses.

Now, I wonder if you would comment on why the statements of the
President and other governmental officials to the public and Con,
have been creating the impression that we are cutting back in i-
culture in light of these hard figures, when you are actually asking
an increase of $1.4 billion to spend in fiscal 1964 ¢

Secretary Freeman. Well, I do not have before me the budget
figures and had not reviewed them for several weeks.

Representative Curtis. Let me show them to you, because I am
very interested in what you might say about them.

Secretary Freeman. The budget message that the President sent
to the Congress was based upon the cash budgets and on cash ex-
penditures. What he would have said in relation to the NOA budget,
I don’t know.

Representative Curtis. But look. The budget you present to the
Congress is for the Congress to act upon and the only thing we have to
act upon is new obligational authority. The expenditures are com-
pletely within the control of the President and that is only a report
to us, not a request.

The budget request is in new obligational authority and the Depart-
ment of Agriculture is requesting a $1.4 billion increase for 1964.

Do not the figures reveal that?

Secretary Freeman. The comments that the President sent up were
commenting upon the cash budget, as I have said earlier, and I have
not seen any comments of the President on the NOA bud§et.

Representative Corris. Well, what are your comments? T see my
time has run out, but please answer my question.

Secretary Freeman. The items—I would need to go down here.
We in Agriculture are in the process of making a series of very basic
adjustments as we are moving from the holding of a very significant
surplus, items in a number of commodities to what we consider neces-
sary security and stabilization reserves. I refer now to the Com-
modity Credit Corporation.

Let me finish now.

Representative Curtis. But I want to ask would that not show a
less amount than the other?

Secretary FreemaN. No. What is involved here again is equally
the kind of accounting which you pointed to a moment ago in dep-
recating the cut in the cash budget.

Representative Curris. That is right. .

Secretary Freeman. This is to restore to the Commodity Credit
Corporation losses, a substantial amount of which was for the food for
peace program, which had been incurred in previous years. In other
words, money that was expended in 1962 is included in these NOA esti-
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mates for 1964 to replenish the capital of the Commodity Credit
Corporation.

So as such, the NOA estimate does not involve new expenditures,
it involves expenditures or actually losses, already incurred, and is to
replenish the capital of the corporation. :

epresentative Cortis. If you are replenishing, though, you are not
cutting back.

Secretary FrReEemaN. But we are certainly not spending more, Con-
gressman. I think you would have to agree with me on that if you are
not going to be dealing in dialectics.

Representative Curtis. You have raised it $1.4 billion, Mr. Free-
man.

Secretary Freeman. This is money that has already been spent, in
1962, Congressman.

Representative Cortis. No.

Chairman Doueras. Mrs. Griffith ¢

Representative GrirrrTas. No questions, Mr. Chairman.

Chairman Douvgras. Mr. Kilburn ¢

Representative KiLurn. Iam from New York State, and I am sorry
to keep the questioning on a local level for a minute, but our economy,
of course, is part of the national economy.

We are interested in the whole economy. I have had a great many
letters from New York State and I just want to read one short one
and ask you about it.

It says:

New York farmers have been discriminated against by the artificial corn
pricing schedule recently announced by the Secretary of Agriculture. This
schedule permits corn users in 12 Mid-Atlantic and Southern States to purchase
CCC-owned corn at lower than market prices, thus adding to the competition
alrefads; created by unrealistic Government programs which New York farmers
are 1acing.

The an%munced purpose of the plan is to keep the market price of corn from
advancing in those States. This is the rankest kind of discrimination. We
prefer less tinkering by the Government.

Now, Mr. Secretary, it has seemed to me that the Agricultural De-
partment for years has discriminated against the dairy farmers of New
York State, who comprise a large economic force in our State. Why
doyoudoit?

Secretary Freeman. Well, may I say, Congressman, that I served
as Governor of the State of Minnesota for 6 years and one of the
things I repeated from one end of the country to the other is that in
all our policies, why, Minnesota’s dairy farmers were discriminated
against in favor of the dairy farmers from New York State.

Representative Krusurn. That does not answer my question.

Secretary Freeman. Let me try to answer your question.

The letter, I am sure, is a very honest and sincere letter, but it is
based on misinformation. The feed grain program of 1962 now in
effect, and we will not have this problem with the program that is in
effect in this 1963 crop year, involved the Government selling substan-
tial amounts of corn at various times and places in both 1961 and
1962. T think I can say honestly and with some pride, we did a very
skillful job, because there was a more stable price for corn, by and
large, around the country and feed grains, than there had been 1n the
history of the country. However, in certain places, there have been
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dislocations. For example, there would be a very heavy signup in a
deficit area, and therefore not much production in that area. Then,
if the relationship between prices got way out of line, let us say, and
instead of corn selling at agout, let’s say, $1.20, it went up to $1.65,
disturbing its historic relationship with, let us say, prices in the Mid-
west, why, then, we moved in and sold limited amounts in order to
prevent hoarding and speculation and to maintain the same historical
relationship based on a Midwest base pricing point.

Now, this has happened three times. It happened early in the
program in the West, in Oregon, and we sent some corn out to Oregon
to prevent that getting arbitrarily high there.

therwise, it happened last year and again is happening this year
again in the Southeast. It has not happened in the Northwest.

If you check the historic relationship between the prices in the
Northeast as compared to the base points in the Midwest and in the
Southeast and the Far West, you will find that that relationship is a
constant one, and that the reason that very small sales are now being
made or were shorted in the Southeast 1s because there the prices
soared way up in the air.

This was not true in the Northeast and I would want you to know
that if you can make the case, which we have carefully reviewed, that
prices have become arbitrarily high in the Northeast, the Department
1s prepared to act in the Northeast as we have recently in the South-
east.

Representative KiLsur~. I am glad to know that. Iam nota farmer
myself, but we have some awfully good farmers up there——

Secretary FreemaN. I would certainly agree with you on that.

Representative KiLBUrRN (continuing). Who feel that you and other
Secretaries of Agriculture discriminate against the farmers of New
York State because you all want to keep farm prices up for the people
in the Midwest.

Secretary Freeman. I can only comment that when I was Governor
of Minnesota, I would feel the same thing in connection with practices
in the Northeast where milk was concerned. My perspective on it
has been broadened as Secretary of Agriculture.

Representative KinsurN. That is all, Mr. Chairman.

Chairman Douveras. Mr. Widnall ¢

Representative WipNarLL. In your statement, you say that:

This is a significant average increase of over 11 percent, raising the average
income of $3,075 per farm in 1960 to an average of $3,525 in 1962,

Wl@lat about the difference in the number of farms between 1960 and
19627

Secretary FrReemaN. I am just estimating now. I do not have that
number at my fingertips, but we have had about 200,000 fewer farms
a year over the last 10 years.

Representative WipNaLr. So that means 400,000 farms fewer, when
you consider income per farm ¢

Secretary FrReemaN. That is correct.

Representative WinNaLL. So actually, the income per farm is going
up, because it is more concentrated income——

Secretary Freeman. Well, it is both, the total net income of agri-
cug};}r_e as compared to 1960-61 and 1960-62 is up about a little over
a billion.

98762—68—~—pt. 1—=11
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That is a total net. There are fewer farms, so when you go on a
per capita farm basis, you have a greater increase, because there are
fewer to average it into.

Representative WipNaLL. I have in front of me a USDA issue of
Current Business, December 1962,

Under an article entitled “Agricultural Production and Adjust-
ment,” by L. J. Atkinson, it says:

In contrast to the rise in nonfarm economy, farm production, and income
in 1962 are about even with 1961, but the average incomes on a per capita or
per farm basis have shown a considerable rise in the past few years due to
declining trends in the number of farms and farm population.

Would you like to comment on that ?

Secretary FrReemaN. Yes. I would say—this is what I thought I
would say earlier—two things.

Between 1961 and 1962, as Senator Proxmire brought out, the total
net farm income remained about constant. Per capita farm income
increased because there were fewer farmers,

In 1961, total net farm income went up in excess of $1 billion.

Representative WmNALL. Does this not indicate that the practices
of the Department of Agriculture are forcing small farmers out of
business and forcing into production large corporate farms who get
all the tax benefits, who get all the large subsidies that we are passing
out in the agricultural sector of our economy ?

Secretary Freeman. No; it does not. The truth of the matter is
that the number of family farms has increased proportionately. The
number of large farms, sometimes described as corporate farms, and
the number of small farms have decreased. The number of family
commercial farms pro¥ortionately have increased. In other words,
the size of the family farm is increasing significantly, but it remains
a family operation and the percentage of our farms in that category
has significantly increased over the last 10 years. So over the last
10 years, the policies of the U.S. Department of Agriculture have had,
in the overalf: the desirable effect o¥ increasing the family farm com-
mercial structure.

There are—some of the changes that have taken place have resulted
in fewer small farms and fewer larger farms.

Representative WipnarL. Well, now, we are going back 10 years.
While, in your statement, you are taking 1960 as against 1962, in
some other areas—what would the relationship be between 1960 and
1962 in connection with the statement you just made, if you did not
just go back the last 10 years?

Secretary Freeman. Well, the general trend has been pretty con-
stant in terms of these adjustments going forward. The real ques-
tion is, as we look into the future, is that i1f agriculture does not have
an increased income, whether this rather healthy trend of increasing
the percentage of commercial family farms will continue, because this
is the economic mainstay of agriculture and that there are great ad-
justments taking place in rural America that one need only ride in
the countryside to observe.

Representative WionaLL. May I ask as a nonfarmer, How do you
describe a commercial family farm today ¢

Is it one of 50 acres, 100 acres, 1,000 acres, 2,000 acres.
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How does it become a commercial family farm—is it an individual
name or a corporate name ?

Secretary Freeman. That would make no difference as to whether
or not it was incorporated. There are a number of descriptions that
are slippery if one 1s not precise in how he uses those descriptions.

First of all, you have to relate it to the area and the nature of the
farm. A 250-acre family farm in Minnesota today would probably
have been 160 5 years ago. A wheat farm in western Minnesota, the
Dakotas, or Montana would today be 1,200 or 1,500 acres.

1t depends on what you are talking about. ) .

Generally speaking, I suppose the most constant national definition
would be an operation that grosses more than $10,000 a year and
where the labor of the famify itself provides most of the human
manpower.

In other words, outside labor does not exceed that provided by
the family. This is generally considered the definition of a family
farm.

Representative WipnaLr. As I understand what you have just said
there has been an increase in family farms.

Secretary Freeman, There has been an increase in the percentage
of family farms as related to, let us say, the so-called big corporate
farm.

Representative Wip~narL. I am interested in your statement where
you say:

We estimate that the 3-year reduction in tax rates will reduce the tax liability
of farm people by $250 to $300 million, or about 20 percent, with a correspond-
ing increase in the amount of income after taxes that the farmers have at
their disposal.

As I understand that new tax bill—and I am not on the Ways and
Means Committee, so I haven’t gotten the first look at the proposals,
nor do I have the staff to research it—the Government is going to take
away some of the deductions that farmers have had in connection
with interests on their mortgages, interest on their debt, and taxes
which they are paying, which in my own area the small farmers find
the most burdensome.

How are they going to benefit if on one hand you give them a
so-called reduction in rate and at the same time take away the
deductions they have had ?

They are paying more and more taxes in my State primarily for
support of schools. How is it going to benefit the small farmer?
The corporate farm is going to benefit.

Secretary Freeman. I will only say that the drop in rates for the
family that pays an income tax on the farm will be commensurate,
if they have an income, and the point was made here earlier that
there are maybe 2 million farmers that do not have an income—why,
if they are not paying any tax now, obviously they are not going
tobe benefited by the tax bill.

The figures you have before you are our estimate under the tax
bill of the tax savings to agriculture and to farmers in this country.

Representative WimnarL. But then some of the small farmers who
aren’t paying taxes now will be paying taxes after you get through
with the new tax bill.

Secretary FrReemaw. I do not think so.
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Representative WmNaLL. You are §oing to be bringing into income
certain things that today are not included in income.

Secretary Freeman. On balance, I think if you analyze the tax
bill carefully, you will find that is not the case.

Representative WnNarL. I am sure I am going to do that, and I
am sure everyone else will also.

‘There are some things that puzzle me about our whole agricul-
tural economy. We are constantly forcing out of production some
of the finest soil in the United States.

We are taking it up sometimes for recreational purposes, and at the
same time we are spending millions and millions of dollars in areas
of the United States to bring into production what would be called
foul land or less than average land by pouring in every kind of an
agricultural incentive, chemical and other things, to grow products.

I am trying to personalize it as far as New Jersey is concerned.
We are watching the farms vanish from New Jersey.

I realize in all fairness that part of this is due to the local tax
problem, local taxes. But at the same time, I just do not understand
why we do not get an overall picture in order to keep in production
throughout the United States—not only in selected areas—farmland
that is suited already by nature for production, that produces well
without spending millions and millions.

Secretary Freeman. We are doing that, Congressman. First of
all, I know you would agree that we have a kind of society where

roperty is privately owned and that is the way we want it, and a
armer or landowner is free to develop that land for the most economic
purposes to his own use.

The result is, we do not always have a completely economic maxi-
mum usage of land everywhere around the United States of America.

‘We are not putting land, generally speaking, into production which
is foul land, as you express it. Quite the contrary. We are develop-
ing over the long run what we believe to be in a free property system
a systematic effort to utilize the best land located in a place where
it can produce the most efficiently, rather than to bring into production
land which you describe as foul land.

Lots of land in many places today, certainly in New Jersey, which
is a highly industrialized and growing State, is put into much more
economic use, related even to a recreation or a public purpose, or an
industrial expansion or a highway or whatever you might name, and
some place else, in the Midwest or the Far West, with our modern
transportation, can more efficiently and cheaply service the consumer
needs for food and fiber of that State.

This is one of the great things of our country, that we can inter-
change in this fashion.

There is no policy to bring into groduction more land, except as
individual people in their own land see fit to want to develop for
a purpose, which I do not have the power, nor do I seek that, to tell
them what they can do with their land.

Representative WionarLr. Mr. Chairman, I understand my time is
up. I would like to follow up this line of questioning a little bit
further.

Chairman Doucras. Certainly.
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Representative WipNaLL. I just cannot follow your answer on that,
when I know that under the present program, even under the program
that occurred during the Eisenhower administration, wonderful soil
is being taken out of production in our area, with %ayments from the
Government, while we are still spending money to bring into produc-
tion areas that cannot produce.

Also, I do not follow your argument that with improved trans-
portation between States you can cover at less cost the transportation
of fruits and vegetables and other things between the States. As
cost of transportation goes up, I think we are going to be very unhappy
to find that we become dependent on two or three major sources in
the United States for our fruits and vegetables rather than some more
localized sources.

I think we are making a great mistake when we go into just green
acres for recreation purposes rather than keeping a lot of those green
acres for production of fruits and vegetables and things that can
be transported immediately fresh to the neighboring areas, and then
become dependent on two or three major areas.

Secretary Freeman. I do not know of any land, Congressman, in
New Jersey that is being paid to be taken out of production that is as
productive as you indicate. If there were and it could be producing
fruits and vegetables as efficiently as you say, it would be producing
them.

If it is not, it is because the landholder has not seen fit to grow the
commodity in question, and make a profit that is adequate in relation
to the outlay in the return he can get on his capital. The Government
has nothing to do with that.

Representative WipnarL. I think the Government subsidy in our
area has a lot to do with that, with alternative crops and everything
that goes with it in the agricultural economy.

In the current report, there are around $360 million for reclama-
tion. This is going to be tied in with bringing new land into pro-
duction. At the same time, we are taking good land out of production
and paying people for taking it out.

I think T am right.

Chairman Doveras. If my good friend would yield——

Representative WipnaLr. Itis $100 million over 1962.

Chairman Dovcras. If my friend will yield, this is due to the
political power of the 17 irrigation States and the 34 Senators that
they have.

This is a result of the action of Congress and cuts across both parties,
particularly in the Mountain States. They insist on these reclamation
projects at a high cost per acre. But I don’t think you should charge
this up against the Secretary. That comes out of the American
political system.

Representative WipNarLr. Mr. Chairman, I can only charge against
the Secretary a continuance of a policy which existed before.

I am not charging it as against one political party. But I think
it is dead wrong, it is using our natural resources the wrong way.
‘We can better use that money in other directions.

Secretary FreemanN. Might I add in all fairness to some of the West-
ern States and to the so-called reclamation projects, water on those
projects is generally not used for any commodities that we have in
surplus supply anywhere and it is so stated in the law.
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Therefore, if the land to which you refer, Congressman, in New
Jersey, is as effective, and could make a profit in the marketplace, it
would continue to do so. There is no surplus in fruits and vegetables.
These are perishables. There is no support program. There is no
Government program, except as we seek to serve the economy by
extensive research and marketing.

This has been a great contribution to the agriculture business com-
munity and to the people of this country.

But there is no kind of support program for these commodities at
all.

Chairman Doucras. I may extend an invitation to my good friend,
Congressman Widnall. The Western States have a conference, with
a secretariat, both Republican and Democratic Senators, and some
Representatives, and they work for irrigation appropriations.

1p would be very glad to join the Congressman in an invitation for
the nonirrigation States to have a conference.

Senator Proxmire. I would be happy to apply for membership in
that group.

Secretary FreemaN. Iam glad I do not qualify.

Chairman Dougras. Because it is perfectly true that as a result of
the policy of the Congress and both administrations and both political
parties high cost lang at high altitudes have been brought into culti-
vation at great expense to the taxpayer, and even though not directly
competing with land in the Middle West and the vegetable belts, it is
indirectly competing with such land.

So, Congressman, will you sign a joint appeal ?

Representative Wonarr. I will join you.

Chairman Doueras. Then we have the nucleus of a bloc.

Representative WmoNaLrL. Mr. Chairman, one more question. Mr.
Curtis received an answer to a question of his that the $1.4 billion that
was going back in this new budget was for money that had been spent

rior to this administration. Then I think it was qualified at the
ast by the fact that some of it was spent in 1960.

How much of that was in 1960 and how much was in 1961 and 1962?

Secretary Freeman. I would have to check and I would submit
that for the record. I am obviously calling on my memory, but the
system of financing of the Commodity Credit Corporation is to re-
glenish the capital stock of the Corporation and it lags 2 or 3 years

ehind in doing that.

This system is adjusted from Congress to Congress and on occasion,
there was the desire expressed by the Appropriation Committees to
go on a current basis and to make an appropriation, which I welcome.
Then, in the last Congress—I am calling on my memory now—why,
this was not done, so we are kind of caught in a squeeze here, where
you get a double-up of replenishment for previous years that makes
the NOA budget look, as gongressman Curtis pointed out, like it is a
walloping increase, when actually, it is a replenishment to try to get
back for expenditures long since authorized.

(See p. 169.)

Chairman Douceras. Mr. Secretary, doesn’t a large part of the
trouble which we have in agriculture come from a fact that you have
already alluded to; namely, that the demand for farm products is
highly inelastic?
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Secretary FREEMAN. Yes, sir.

Chairman Doucras. So that an increase of 5 percent in the total
quantity of products produced will cause a reduction in the unit
price, whether in bushels or pounds, not of 5 percent, but of 10 per-
cent, 15 percent, or 20 percent, and you have the situation in which,
if the farmers produce a larger total output, they receive a smaller
total gross income and a still smaller total net income.

And this very fact of inelastic demand means that advancing tech-
nology may be a fine thing for the consumer or the middleman, but
it works havoc upon the farmer. Furthermore, is it not true that
if you were to allow the impersonal forces of the market to operate
fully, the result would be a disastrous fall in farm prices, farm in-
comes, and instead of 200,000 farm families leaving the farm each
year, the number would run up to half a million or a million. Isn’t
that true?

Secretary FreemaN. The Senator has stated it very well indeed.

Chairman Dovueras. And this is what has been behind the farm
policies of the last 30 years, really.

Secretary FreemaN. Yes, sir.

Chairman Doueras. Now, let me ask you another question.

In the feed grain proposals which you advanced last year, for
which I voted, you were charged with trying to regiment American
agriculture in determining how much they should produce. As I read
your bill, you were not trying to do this, you were going to give the
farmers the choice as to whether they wanted a completely free mar-
ket or whether they wanted a market in which acreage, at least, would
be controlled.

You took the position that you could not go along in the future
half free and half nonfree, so to speak, that the farmers themselves
should choose whichever program they wanted. Is that correct?

Secretary Freeman. That is correct.

Chairman Doveras. How do you account for the misrepresenta-
tion which was given to your program ¢

Secretary Freeman. Well, the misrepresentation sometimes accom-
panies the effort to present a position and a program. It would ap-
pear to me obvious on the face of it that if two-thirds of the farmers
see fit to vote for a program, this is a pretty democratic procedure
and that they should have that opportunity. Certainly to me it could
not be described as an effort to regiment or to dictate to them.

Chairman Doueras. If more than one-third voted against the
program, you would have had a so-called completely free market with
no control over production and no support for prices; is that not
correct ?

Secretary Freeman. That is correct, and that is the situation now
in wheat.

Chairman Doueras. My good friend, Thomas Curtis, says yes, that
ig true but that you had the threat to dump. Is it not true that the
bill had a provision that any surpluses would be disposed of in an
orderly fashion?

Secretary Freeman. That is correct ; and furthermore, the question
would remain what we should do in connection with what were very
substantial surpluses. As a very practical matter, you are either
going to destroy them or you are going to try very carefully to work
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them into the marketplaces or continue to pay to hold them and store
them. So we are stucg with this.

T would merely point out to this committee the situation, if I may,
with a little pride, that today there are several hundred million fewer
bushels of surplus grain in Government hands, and in this budget there
are $250 to $300 million less than we would be spending if it had not
been for the cutback in surpluses of both wheat and feed grains.

Further, there would have been an additional hundreds of millions
of dollars 1f we had continued under legislation that was on the books
when I became Secretary in 1961, because, under the laws then the
surplus would have continued to climb very rapidly.

Now, it has been an expensive program to attempt to bring these
surpluses into balance; but, I believe, at the end of this crop year, we
shall have eliminated a surplus in feed grains. If the signup is what
we expect it to be, we shall have dropped from about 87 million tons
to 45 or 50 million tons of feed grains on hand, which we, in the De-
partment, believe to be essential security and stabilization reserves. If
the wheat program goes into effect following the referendum, within
3 years we shall have the wheat reserves from 1,200 million bushels
down to about 6 million bushels, which we consider necessary reserves.

So although this program has been expensive, actually it has been
more successful than we expected it to be, and we are pleased with the
response of the American farmers to it.

hairman Doueras. That raises a question. In your statement, I
did not find any outline of the new farm legislation which presumably
Congress will be asked to pass. Does this mean that you have not yet
made up your mind what type of a bill you are going to suggest to
Congress?

Secretary Freeman. Yes, it does, Senator; in the sense that I have
been trying very carefully to consult with Members of Congress in
connection with, as a very practical matter, what this Congress is
willing to entertain. I do not contemplate submitting an omnibus
bill as we have before, but seeking, now that we have made some sig-
nificant progress, to submit specific commodity programs at the proper
time. I think there is a strong likelihood that, in the near future, the
President will submit a general farm message, setting out the broad
outlines he thinks we ought to follow in connection with particular
programs, and I still have some more consulting to do in connection
with specific commodity programs.

Chairman Doucras. Mr. Secretary, since you have made this very
fine statement, may I say that if you consult with congressional leaders
and follow their advice, you are likely to come out with a program
which will protect cotton and wheat, but which will leave the feed
grains in the lurch, because there is a close alliance in Congress, as
you well know, between cotton and wheat, which operates over a wide
spectrum, in which the representatives of wheat customarily vote on
civil rights with the defenders of cotton, and when the kissing takes
place under the mistletoe, corn is never there.

Mr. Widnall has made a very eloquent plea for fruits and vegetables
of New Jersey. I simply ask you not to forget the corn of the
Mississippi Valley. We have been sold down the river a great many
times. I know you do not want to do that yourself, but you some-
times get caught 1n a political bind.

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



ECONOMIC REPORT OF THE PRESIDENT 163

Paraphrasing Winston Churchill, “I did not become a U.S. Senator
to witness the liquidation of the corn democracy of the Middle West.”

Senator Proxmire?

Senator Proxmire. I was not going to get into the specifics until the
chairman pushed us into them, but since we are talking about feed
grains, I would like to ask you a couple of things about it for the
record.

No. 1, you talked about the improvement in the feed grain picture
that was effected without the proposal which was turned down by the
Congress last year, which I opposed and you proposed.

Secretary Freeman. That 1s right. 'We hope it will be. 'We do not
know how this program will work yet.

Senator Proxmire. The program which was actually in operation
was the Kennedy-Freeman program for 1961, which was an excellent
proposal and which did, for the first time in a long time, reduce the
feed grain surplus.

Secretary FREEMAN. Yes, sir.

Senator ProxMire. In the third place, there is considerable question
on the part of certainly many polling experts, Sam Lubell being one
example, and there being others I have seen, that the feed grain refer-
endum could not have succeeded in view of the fact that 80 percent or
so of the farmers growing feed grains feed them on the farm and do
not sell them off the farm. Therefore the farmer would be faced with
a referendum in which he would vote for reducing his production of
what he would feed to his own animals, without being able to see any
direct or immediate benefit that he would get.

This would be especially true with the dairy farmer, inasmuch as
dairy farmers grow feed grain, as you know as well as I do, as a Min-
nesota Governor; they grow these feed grains and feed them on the
farm, and the reduced feed grain production could not and would
not increase the price of dairy produects, firmly anchored at 75 percent
of parity. So he would be voting against his interest if he voted for
this bill, inasmuch as he would reduce his own production of feed
grain and he would not get any greater income.

I can see the great benefits of your proposal if it worked out. It has
a lot of merit. But the danger of submitting this to the farmers and
not getting a two-thirds vote, and having no program at all if they
voted no, it seems to me, was a terrible risk and would have resulted
in disaster in our feed grains. That is why I voted against it.

Secretary FreemaN. I can only comment that the Senator won the
contest. The bill did not pass.

Senator Proxmire. Here in your statement you talk about the 3-year
reduction in tax rates, saying that it will “reduce the tax liability of
farm people by $250-$300 million or about 20 percent, with a corre-
sponding increase in the amount of income, after taxes, that farmers
have at their disposal.”

Since it is an $11.1 billion tax cut, this would give the 8 percent
of our population which are now on farms only 2.5 percent, roughly, of
the tax cut. So in other words, they would get far less than a pro rata
per capita share.

Secretary Freeman. I think that is right, because the income of
agriculture is substantially less than the income of nonfarming seg-
ments.
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Senator Proxymire. However, you would agree with me that they

pay heavy taxes in other areas, and these would not be cut ?
ecretary Freeman. They pay property taxes and local taxes, which
would not be cut, and these are the heavy taxes which the farmer pays.

Senator ProxmIre. And the farmer is a debtor. We learned that
farxil income has remained the same and interest charges have almost
tripled.

Secretary Freeman. Yes, sir.

Senator Proxmire. If we follow a policy, which seems to be ad-
vocated by many, of a loose fiscal policy—in other words, spending
more than we take in—and tight money, high interest rates, to restrain
inflation, in your judgment would not this adversely affect the farmer,
inasmuch as he would not get much benefit from the tax cut and
would be really on the paying end of higher interest rates?

Secretary Freeman. I am not an economist, nor am I testifying as
one. But I think a tight money policy, so-called tends to run con-
trary to the farmers’ interest. Because as you pointed out, he normal-
Iy uses credit heavily and pays very heavy interest charges.

Senator Proxmire. I am going to ask you a question which I would
not ask if you were not so capable, and today I think you are doing
even better than I have ever seen you do before. I think you are do-
ing a superb job.

Chairman Doucras. Be careful, now.

Senator Proxmire. I have the budget for 1964, page 48.

Page 48 shows that the Defense Department decreased the number
of employees, will decrease them in the coming year. Other depart-
ments increased them, and the Agriculture Department increases its
number of employees more than any other department of the govern-
ment, with the exception of HEW, which increases about 5,900, and
the Post Office, 9,600. The Post Office, of course, is far bigger.

Now, I can understand the difficulties in arriving at an agreement on
increased spending in agriculture on the basis of the administrative
budget, the cash budget, the obligational budget.

But here it seems is irrefutable evidence of an increase in the Agri-
cultural Department bureaucracy, with 1963 having 116,268 employees
and in 1964, 121,583 employees. What is the answer?

Secretary Freemawn. I am glad you asked that question, Senator, be-
cause we shall show in our on-going programs, for example in our
stabilization programs, by and large, a reduction in personnel and
the application, I think, of as many and as effective administrative im-
provements and the use of modern data processing equipment and
various modern administrative methods as any department in the
Government, and I think as any private corporation in the country.

Our increases come simply in a program expansion in, particularly,
our forests and our soil conservation programs.

Senator Proxmire. Why do you have an expansion here, in view of
the fact that we have just argued and you seemed to concur, that we
have had income disaster on the part of our farmer from the programs
of the Department of Agriculture which have promoted research in
soil conservation, and many of these other very instructive things.

I can see why we have to have them, but why expand them ?

Secretary Freeman. First of all, the Nation’s forests, we have 186
million acres of national forests.
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Senator Proxmire. How much of this increase is in forests?

Secretary Freeman. Of 10,000, I would guess 6,000 is in forests. I
would guess another 3,000 is in soil conservation, and I would guess
that the remaining 1,000 is in agricultural research for staffing of
laboratories which have been in the course of construction for some
time, and go into the utilization research that Congressman Curtis
referred to a moment ago.

Senator Proxmire. The 10,000 increase between fiscal 1962 and fiscal
1964 ?

Secretary Freeman. Yes. We have had, since I have been Secre-
tary of Agriculture, a number of visits by people, for recreational
purposes, to the Nation’s forests; it has jumped from about 70 million
to 110 million. It has been going up by leaps and bounds.

Senator Proxmire. How about conservation? Why is that?

Secretary FreemaN. Because there have been going through this
Congress many local watershed programs—in Illinois, all around the
country—to prevent erosion. These take a long time.

First there is planning, and these are coordinated into upstream
water control, prevention of erosion, and flood control on the stream
beginnings. Now, a number of these programs that have been planned
over the years now are reaching the culmination where Congress is
acting on them and authorizing their construction.

We have a 10-year forestry program which involves an increase in
expenditure to try to update these forests, to build roads into them, to
make them available for both recreation and industrial purposes, to
protect them in fire and all the rest of this, which involves a sub-
stantial capital investment.

This is the kind of thing, when you move dirt and when you need
technicians and when you need people.

In terms of our on-going programs, I would want to repeat, I
would be happy to submit an analysis, the number of personnel in-
volved has been substantially decreased.

Senator Proxmire. Is any of this paid for by a trust fund? In
other words, do you charge farmers for improvement in their land ?

Secretary FreEeman. This is not farmers; this would be a local
conservation, a local soil conservation district, and they enter into
cost-sharing as a part of it. But in the forests, we have the situation
where—and I am just recalling now—a net of $175 million a year from
receipts in timber goes into the general revenue account, and the
?udget will show an item of $350 million worth of expenditures for

orests.

By the same token, in Agricultural Marketing Service, you will
have an item—again I have forgotten precisely—of $50 to $100 million
for research, where half of it or more is paid for in fees, which goes
into the general revenue account, but for which the Agriculture De-
partment is charged as if it were a total outlay.

Senator Proxmire. What percentage of this cost for personnel
will be paid for in charges to the public or beneficiaries?

Secretary Freemawn. Virtually none, in terms of additional
personnel.

This pattern repeats itself. In this budget, you will find REA
loans, maybe $400 million authorized; we shall have paid back this
year $350 million in REA loans. That will not even show in our
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budget. That will go into the general account and we will be charged
with those loans.

We do now have a revolving account in REA which we can draw
on so the budget item no longer shows up. But the average increase
in employees 1s within the goil Conservation Service, the Forestry
Service, for staffing, laboratories, research, long since authorized and
just now coming into use.

Senator Proxmire. A couple of other quick things I would like to
ask about.

On page 28 of the Economic Indicators, it shows that indexes of
prices received by the farmers have dropped catastrophically since
1952, but have remained about the same steadily since 1957-59. But
the prices paid by farmers—interest, wages, tax rates, all items—
have gone up regularly and in a very consistent way from 1952 to
date. This seems to me to imply that any inflationary bias of the
economic policies of this administration—that is, if the tax cut re-
sults in higher prices, whereas the farmer would not benefit very
much from the tax cut because his income is low—he would be hit
hard by the increase in prices, because he has to buy so much just to
operate his farm, he has to spend so much.

Inflation hits him harder, perhaps than any other group in our
economy.

Secretary FReEeMaN. You are absolutely right, and, of course, the
economic fact of life is that we live in a highly-organized society,
whether it be the business community, whether it be those who process
and distribute, or whether it be labor; there are organized groups
t-hla;t have some muscle in connection with their percentage of the
take.

Farmers have been not only an unorganized group, but as such,
they have been low men on the totem pole because they cannot stand
up a(,ild exercise the kind of muscle needed to get what they are en-
titled to.

So increased costs are passed off on them, and their increased pro-
duction tends to have a depressive effect on prices, so their situation
tends to become progressively worse.

Unless some kind of machinery is developed, and I emphasize, not
necessarily government machinery—preferably self-help machinery
that farmers can operate themselves so they can have comparable
economic muscle in the marketplace, that will happen.

Senator Proxmire. I heard that the Department of Agriculture
might have plans for distribution of our surplus, including the dairy
surplus, widely in case of atomic attack; special packaging and so
forth, so it would be available to our people if we had an atomic
attack. This would take it out of commercial channels and, to some
extent, prevent the price depressing surplus overhang, in a very
constructive way, in view of the terrible situation we would be in
just for food, in an atomic attack.

Can anything be said about this now ?

Secretary Freeman. Yes, there will be proposals made to the Con-
gress, and I think there is a good deal of discussion of this in
the Congress, for the strategic location of both processed and semi-
processed foods which would be relatively inexpensive in terms of
increasing the pipelines that now go to the school lunch programs and
other appropriations.
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Also, to try to place at strategic places around the country wheat
and feed grains in deficit areas. This we are beginning in a modest
way, and we are trying to administer and handle the Commodity
Credit stocks in such a way that they will be located, so far as we can,
consistent with sound business management, in places where they
would be needed in the event of an emergency.

I would want the Senator to know that I think, as I was encouraged
to discover in some depth at the time of the Cuban episode, we have
quite a civil defense organization in agriculture. I have always
believed in its importance, and we are prepared, I think, to meet any
emergency.

Senator Proxmrre. That is very encouraging. It will be a help,
too, from the economic standpoint.

The only other question I have is why can’t we have more dairy in
our food-for-peace programs? It is my understanding that 32 per-
cent of our wheat marketings goes into food for peace, and over 1
E:rcent of our dairy marketings, although dairy is something that can

packaged as dried milk, and so forth, and can be used so con-
structively overseas.

Secretary Freeman. A good deal more is and should be used. The
problem is a mechanical one, it is a very practical one, because the use
of dry milk is something that many people are not familiar with and
do not actually know how to use. %Ve have to have the means to
distribute and to get it where it is needed. When people sometimes,
I think—what they do not stop to realize is that every country in the
world has a commercial system of distribution. Almost no country
has a concessiona] system of distribution. The net result is that it is
a real challenge to get the food to the people who really need it without
disrupting the economy of the country in question and without
extensive amounts being diverted to misuse and black market and
other places.

But the program has been substantially stepped up. The payment-
in-kind program for work projects, the school lunch program for
children, has been increased by 10 million children that are being
reached. Today, over 90 countries around the world are receiving in
one form or another American food. I think that there is going
to be a substantial expansion where dairy is concerned, but it is a
problem of teaching people how to use it.

Senator PRoxMIRE. Tgank you very much.

Chairman Doucras. If our Republican friends would agree, 1
would suggest that they confine their questioning of Secretary Free-
man to 10 additional minutes.

Representative Curris. Each?

Chairman Doucras. Well,now——

Representative WmNarLL. I donot want that much.

Representative Curtis. I have some questions here, Mr. Secretary.

Secretary Freeman. I am worried about you, the way you have been
studying this budget.

Representative Curtis. The only way I know to go at these things
isto get to the details, Mr. Secretary.

While you were talking about IVf};restry service, I am aware of the
need for expansion here. Forestry service is an item that has a net
cut from 1963 to 1964. Not much, but it goes from
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Secretary Freeman. Well, Congressman, if you would take a look
at the emergency Eublic works program in there, you would find that
there have been about $20 million that have gone to the forests, and
we have put unemployed people to work around the country building
forest roads and trails and putting into practice some forestry man-
agement principles, and that gets to Senator Proxmire’s question.

It is true that the 10-year forestry program that would have called
for about a $20 million a year increase has been cut back and that
we are not maintaining that level of expansion. The only increase
that has been allowed has been the increase for forest roads and trails
which was related to the economic condition of parts of the lumbering
industry in the West, and the need to be able to get into these places
to reach the timber.

Representative Curtis. That goes up $5 million and access roads
goes down $2 million.

b gecretary Freeman. I do not want to dispute those figures in that
budget.

Representative Curtis. It is your own budget. One is on page 170,
and page 171 is where Forestry Service starts.

Secretary Freeman. These must show someplace else then, because
T am quite—

Representative Curris. It shows a $5 million increase of forest
roads and trails from $80 to $85 million. Then just right below it,
it shows access roads cut by $2 million. And the total for the Forestry
Service is not very much less, but it is a minus figure, —$244,000 less
than your previous budget.

Now, going on over, we can find out somewhere——

Secretary Freeman. I am sure the Congressman does not object
to cutting the budget.

Representative Curtis. No; I am simply trying to follow your
figures, because you have told us where the increases were. I know
where the increases were. I am going to come to them.

One of them, of course, is the Farm Home Administration, where
increased salaries and expenses go up 20 percent—that is page 168—
toa figure of almost $40 million.

Secretary FrReeman. With an increased volume of loans of over 200
percent.

Representative Cortis. No. As a matter of fact, it is not. You
have a $50 million authorization to expend from debt receipts and
that is eliminated. In place of that, you have your program of $100
million, so it goes up 100 percent.

Secretary FreemaN. Supplemented by $300 million of repayments
which you will find someplace else in this document.

Representative Curris. It does not show here. I know the expense
isthere.

But now I want to get to the real items that bring your new obliga-
tional authority up by $1.4 billion. That shows on page 166 in the
total Commodity Credit Corporation fund for $428 million. Actually,
the breakdown of that is on page 164, and it does relate to price sup-
ports and related programs in special bills. The big item is $520 mil-
lion. Here is your notation : “Request is to cover 1962 realized losses.
Decrease in expenditures caused largely by reduction of unusually
large volume of cotton placed under price supports in 1963.”
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But there is your item of $428 million. It is really $520 million
and it is from 1962.

Now, then, let us go over to the biggest item, which is really Public
Law 480 funds. This is on page 163, at the bottom—“Foreign assist-
ance programs, Public Law 480,” an increase of $879 million. Let
me read the note on this: “Appropriations made to cover estimated
CCClosses.”

It does not say anything about 1960. It says “estimated.”

Expenditures for these purposes included a part which will be reim-
bursed to cover CCC later and are summarized in explanation under
CCC below. But those are your two big items which, together, total
about $1.8 billion.

We shall leave the record open, though, Mr. Secretary, so that any
further explanation of this you would like to make I would be glad
to receive.

(The following was later received for the record:)

The programs of the Commodity Credit Corporation are financed currently
through use of the Corporation’s borrowing authorization of $14.5 billion. Cur-
rent expenditures are made from funds borrowed under this authorization and
not from appropriations to the Corporation. Appropriations to restore the im-
pairment of the Corporation’s capital, resulting from losses incurred, are made
(and, with minor exceptions, have been made for many years) 2 years after
the year in which the losses were incurred. The 1964 budget includes a request
for an appropriation of $2,799 million for the fiscal year 1964 to reimburse
the Corporation for losses incurred under the price support and related pro-
grams in the fiscal year 1962. Because of the 2-year lag in these appropria-
tions, the appropriation requested for 1964 does not in any sense represent a
measure of the estimated expenditures or losses of the Corporation in the fiscal
year 1964.

A similar situation is also involved in connection with the items shown in the
budget under the heading “Foreign Assistance Programs.” These include
the Public Law 480 activities, the International Wheat Agreement, and the
barter program. The basic laws which authorize these programs also author-
ize the use of CCC funds to finance them. In the beginning these programs
were financed entirely from CCC funds and appropriations to restore the cost
to CCC were made 2 years after the cost was incurred. For the past several
vears, in view of the need to relieve the Corporation’s financial resources as
much as possible of the burden of carrying the cost of the foreign assistance
programs, appropriations have been provided on the basis of including (a¢) an
amount to be applied to the current cost of the programs and (b) an amount to
reimburse CCC for unrecovered costs of the prior year’s programs. The 1964
NOA estimate for the foreign assistance programs includes $563 million rep-
resenting estimated unrecovered prior year costs.

Of the total increase of $1.4 billion in NOA for 1964 for the Department of
Agriculture, $1.3 billion relates to appropriations to restore losses on prior year
CCC activities and appropriations for the foreign assistance programs.

Secretary FreemaN. Thank you very much.

You will note the item of $1 billion which is called sale of com-
modities for foreign currencies. You will notice the item of $1,560
million. This is a restoration for sales that were contracted for a year
ago.

Representative Curtis. Your note says made to cover estimated
CCC losses.

Secretary Freeman. This is——

Representative Cortis. If they were incurred, they would not be
estimated. They would be real. You see, I do not think we can
escape the fact that——
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Secretary FrReEMaN. Estimated losses. I think this use in this docu-
ment of “estimated losses” refers, you see, to sales under title I, which
are estimated losses. Theoretically, we have acquired soft currencies
for these sales at 1 day, and their value we can only conjecture
about. But the replenishment of the capital stock of the Commodity
Credit Corporation, it is my best recollection, reaches back to 1960.
1 would be glad to give the committee a breakdown on this.

Representative glURTIS That is all I want, Mr. Secretary, so that
we can understand this.

Secretary Freeman. Very well. It will be a good review for me.
Every time Congress jiggles with it, we end up with something a little
different.

Representative Curris. I never quite understood what accounting
procedures you followed. In fact, I have been critical, as you know,
of the procedure followed here in entering a minus $1 billion item
instead of a $2.5 billion receipts from the public for the sale, and then
a $1.5 billion increased expenditures to give you that minus $1 billion
net. Would you explain the accounting procedures that you actually
do follow?

Secretary Frezaan. I shall try to do that, and if I might be pre-
sumptuous enough to make a suggestion, and I make it in all serious-
ness, this is a complicated business and dongress has had their reasons
for doing it, and 1f you have had occasion to bump into the chairman
of the Subcommittee on Agricultural Appropriations, I think he will
give you a pretty good picture of what really happened.

Representative Curtis. I know they are frustrated, Mr, Secretary,
because I have talked to them. That is why I take this opportunity
to go directly to you to ask this. I can assure you that Congress does
not know what is going on here, or does not feel satisfied, Decause I
}ilalvie talked to the people who were supposed to try to follow these

ollars.

Secretary FrReEMAN. Let me get a narrative in connection with what
has happened over the Fa,st 4 years in the Commodity Credit Corpora-
tion Act and submit it for your perusal.

Representative Curtis. If you would, Mr. Secretary; thank you
very much.

I have no more questions, Mr. Chairman.

Chariman Doveras. Mr. Widnall?

Representative WioNaLL. I have one more thing to say. I remem-
ber last session, when the agriculture bill came up and was finally
passed in whatever form it was finally passed, some questions were
asked about the city consumer, whether support prices were going to
hit the city consumer, and there was a denial of this.

I would like for the record to say that in the metropolitan area
where I live, around New York, they have just increased the price
of bread 2 cents a loaf. I hope the administration will crack down in
this case the way it did in steel. This affects the consumer.

Secretary FREEMAN., May I comment on that, that this is a very odd
situation, because the price support for wheat in 1961, or the 1962 crop

ear, was $2 a bushel. The current support price for wheat is $1.82 a
ushel. In other words, as it now stands, the price of wheat, as far as
Government support is concerned, is less. That being the case, there
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could not conceivably be attributable to the administration program
that there is an increase in the cost of bread in your area.

Representative WipnarL. I hope thisis right.

Secretary Freeman. There is absolutely, in terms of any change in
price, no justification whatsoever for the increase in bread price.

Representative Wip~NaLL. Have you seen the announcement of the
price increase ?

Secretary Freeman. No.

Representative WmwNarr. I think it would be a very interesting
thing for the Department.

Senator Proxmrre. Will you yield on that?

Representative WipNarL. Yes. Ihave nomore questions.

Senator Proxmire. Could I ask how much of the 2-cent increase in
a loaf of bread, how much in the total cost of a loaf of bread does the
farmer get ?

Secretary FReEeman. If that loaf of bread were selling for 23 or 25
cents, he would get 2.5 cents.

Senator ProxMire. So you would have to double what the farmer
receives in order to justify this on the basis of a support price?

Secretary FrReeman. Yes.

Chairman Doucras. If there are no further questions, we want to
thank you, Mr. Secretary.

Secretary Freeman. Thank you, Mr. Chairman and members of the
committee.

(Whereupon, at 4:06 p.m., the committee recessed, to reconvene
at 10 a.m. on Wednesday, January 30, 1963.)
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WEDNESDAY, JANUARY 30, 1963

Concress oF THE UNITED STATES,
Joint Economrc CoMMITTEE,
Washington, D.C.

The committee met at 10 a.m., pursuant to recess, in room AE-1,
the Capitol, Senator Paul H. Douglas (chairman of the joint com-
mittee) presiding.

Present : Senators Douglas, Proxmire, Pell, and Miller; Representa-
tives Reuss, Griffiths, and Curtis.

Also present : William Summers Johnson, executive director; John
R. Stark, clerk; James W. Knowles, senior economist; and Roy E.
Moor and Donald A. Webster, economists.

Chairman Doueras. The hour of 10 o’clock having arrived, the
committee will come to order.

We are very glad to welcome Mr. Willard Wirtz, the Secretary
of Labor. We are very proud of Mr. Wirtz in the State of Illinois.
We are proud indeed that we have furnished two successive Secretaries
of Labor to the Cabinet.

STATEMENT OF HON. W. WILLARD WIRTZ, SECRETARY OF LABOR;
ACCOMPANIED BY SEYMOUR L. WOLFBEIN, DIRECTOR, OFFICE
OF MANPOWER, AUTOMATION, AND TRAINING, AND STANLEY
RUTTENBERG, SPECIAL ASSISTANT FOR ECONOMIC AFFAIRS, U.S.
DEPARTMENT OF LABOR

Secretary Wirrz. Mr. Chairman, you know how very real and
personal a pleasure it is to participate in the affairs of this committee
under your chairmanship, sir. I am very grateful for this opportunity
to meet with this committee.

I have submitted a statement and I should propose to follow that
statement to a considerable extent, and yet I think perhaps in the
interest of time it will be possible to shorten it a little bit.

I shall take that liberty, if it is all right with you, Mr. Chairman.

Chairman Douagras. The statement as a whole will be printed and
then any off-the-cuff remarks which you make will be added at the
appropriate time.

The statement referred to follows:)

TESTIMONY OF W. WILLARD WIRTZ, SECRETARY OF LABOR, BEFORE THE JOINT
EconoMIc COMMITTEE ON THE PRESIDENT'S HCONOMIC REPORT, JANUARY 30, 1963

I

I am very grateful for the opportunity to meet with this committee to discuss
the country’s economic future. I am especially gratified because the Economic
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Report of the President which you are currently considering is, in my opinion,
a notably frank, courageous, and able public document.

The report records the significant economic progress we made in 1962. This
was reflected, so far as the manpower figures are concerned, by an increase in
nonfarm employment of 114 million, reaching by yearend a level 1.7 million
above the best totals prior to 1961. The fraction of labor time lost through
unemployment and part-time work has dropped from 8 percent in 1961 to about
6.7 percent in 1962, The number of major labor market areas with heavy un-
employment fell from 76 in January 1961 to 41 in December 1962. These gains
have been especially notable because they have been achieved without inflation
and with a substantial improvement in our balance of payments position.

Yet, instead of complacently describing the underlying economic strengths,
the report refuses to gloss over our economic shortcomings, and expresses dis-
satisfaction with the differences between where our economy is and where it
can and should be. Instead of boasting about the role of the Government, it
recognizes that the Government’s tax system has been in effect a major factor
in our inability to achieve a greater degree of economic well-being for a large
number of our citizens.

This frankness comes not from despair but from strength and from the
knowledge that a vigorous, well-though-out program of tax reduction and reform
can give us the dynamic prosperity which no amount of exhortation could
provide.

‘We have large numbers of workers without jobs, mainly because producers
do not have markets; and producers do not have markets because purchasing
power is too small, incentives for investment are inadequate, and the rate of
operation is too low to permit the full benefits of our newest techniques and
machinery to be reflected in competitive pricing. 'We have struck an equilibrium
well below where it could be. A carefully conceived change in the tax strue-
ture will result in a higher level of business and personal purchasing power,
adding incentives for risk taking and personal effort which will in turn enlarge
the circle by providing new jobs and generating still larger markets and further
investment.

My testimony here today will be set in the context of my own responsibilities.
These relate principally, so far as the subject of the committee’s central inter-
est is concerned, to the subject of manpower. It is appropriate to point out in
this connection that, as prescribed in the Manpower Development and Train-
ing Act which Congress passed last year, the President will shortly present to
Congress the First Annual Manpower Report. That report will bring together
for the first time the great variety of statistics and analytical information
available on our manpower requirements, resources, and utilization. Some of
what is touched on in my present statement, relating especially to the basic
relationship between our economic growth and our manpower problems, will in
all likelihood be the subject of more definitive development in the manpower

report.
II

I note, as meriting the committee’s attention and consideration, the relationship
between the general economic condition, particularly as it affects the job situation
and outlook, and the currently much publicized subject of labor-management
disputes. This relationship involves more than the fairly obvious fact that
wage raises are given most readily when business is good and when the job
market is tight. I refer rather to the fact that today the lack of that adequate
long-term growth which has characterized our economy in recent years is intensi-
fying labor-management problems and is creating a new issue, job security,
which is potentially as troublesome as the “rising cost of living” once was.

This issue is sometimes misconceived as a difference in attitudes toward the
developments we describe, too roughly, as automation. It is not this. All
Americans—businessmen and workers, economists, and the man in the street—
have accepted new methods, new machines, new products as major factors con-
tributing to our rapidly improving levels of living. They have recognized the
historical fact that rising productivity brings with it more and better jobs
than it takes away.

The difficulty is rather that improved technology accomplishes its whole pur-
pose only when the economy is expanding strongly. The American workingman
feels safe only when jobs are available and when incomes reflect his increasing
value to the economy. When business is unable to expand, however, it cannot
furnish new job opportunities for those affected by improved technology, much
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less for new jobseekers. Furthermore, when business is unable to expand, it
cannot provide the increased incomes which are both the real fruit of rising
productivity and the source of further demand. In an economy which is not
sufficiently dynamie, business operates too near the break-even point and work-
ers—particularly those who have become permanently attached to a particular
occupation, industry, area, and even firm—fail to receive the security and to
enjoy the rising standards of living which are the measure of a healthy economy.
Another result is that the major emphasis of business investment is placed on
labor-saving rather than expansion of capacity.

III

We face the fact today that a slowing up of the rate of growth in the economy
in recent years has meant reduced opportunity for people to find and keep jobs.

I have just received from the Department of Labor’s Office of Manpower,
Automation, and Training, and am releasing today, a report on industrial em-
ployment since World War II. It makes the recent retardation of growth acutely
clear.

This report confirms the general realization that job opportunities are declin-
ing significantly in certain major industries. Agriculture, for instance, is employ-
ing 3 million fewer workers now than in 1947; an average annual decline of
200,000. Mining employment is also declining steadily, and is now 300,000 below
the 1947 levels. But what is not so well known; employment in contract coan-
struction, which advanced sharply until 1956-57, has since then fallen by
300,000 ; and the same trend, including the same numerical decline, has appeared
in the transportation and public utilities group.

In manufacturing there has been a net loss of 425,000 jobs in the past 5 years,
as contrasted with a gain of 1.6 million jobs in the previous decade. This job
loss was entirely among production workers, whose number declined by 775,000.

Employment in the trade sector, which had also risen rapidly until about
1957, has advanced recently at a relatively slow pace. The rate of growth in
the finance, insurance, and real estate industry has also slackened since 1957.
Only in the service sector, of all the private nonfarm groups, has the rate of
expansion in the past 5 years matched the earlier postwar rate.

Another exception to this disturbing picture of slackening growth is the public
sector, While the rate of growth has slowed down in the Federal sector, there
has been a sharp increase at the State and local level, largely in school systems,
at an annual rate of 312,000 jobs a year since 1957, or about 100,000 more per
year than in the previous decade.

Summarizing these figures, the stern fact emerges that the number of persons
on nonfarm payrolls has been expanding in the past 5 years at barely half the
rate of the first postwar decade even while the number of workers potentially
available has been increasing more rapidly. The annual rate of increase in the
last 5 years was only 0.9 percent, as contrasted with an annual rate of 1.9 per-
cent between 1947 and 1957. In actual numbers, there were less than half a
million new nonfarm jobs added to payrolls each year of the past 5, compared
with 900,000 per year earlier. The contrast would be even sharper if we were
to remove the Government employment figures and consider only the private
nonfarm sector.

As a result of the reduction in the number of jobs available in our major
industrial activities, the proportion of all workers in goods-producing industries
has fallen from 51 percent in 1947 to 46 percent in 1957, and to 42 percent in
1962. In fact, there were actually 1.5 million fewer workers in the goods-produc-
ing industries—agriculture, manufacuring, construction, and mining—in 1962
than in 1947,

Along with this shift has come a change in the number of blue-collar or manual
jobs available. In 1956, for the first time, there were more white-collar workers
than blue-collar workers. In 1962 the number of manual workers was only 3
percent greater than in 1947, Within this group, skilled craftsmen were the
only occupational group to experience an increase, although even this category
has been growing at a rate slower than that for the economy as a whole.

Looking at job totals by industry, or by occupation, does not tell the whole
story. Growth in service-type employment has been accompanied by a slow-
down in the expansion of full-time scheduled jobs. In the private, nonfarm
group as a whole, virtually the entire increase in employment since 1957 is
accounted for by a rise in part-time employment, chiefly in the trade and service
industries.
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Small wonder, then, that we cannot be satisfied with our present rate of
economic expansion. Small wonder, then, that increased productivity—the essen-
tial ingredient in our dynamic, competitive economy—has become a major com-
plicating factor at our bargaining tables.

One of the byproducts of the slow growth in job opportunities and in incomes
is the tendency to seek a shorter standard workweek as a solution. The common
aim of current proposals is to spread existing employment opportunities among
a larger number of persons, without reducing regular weekly earnings.

It is not hard to understand, with 4 million men and women unemployed, the
reasons for proposing shorter hours of work. But merely distributing currently
available man-hours of work among all members of the labor force is no solu-
tion. The additional costs resulting from reducing hours without reducing weekly
wages would lead to higher prices, reducing real wages, and making more diffi-
cult the attainment of other economic objectives, including the improvement of
the Nation’s balance of payments. The infinitely preferable policy is to en-
courage the greater effective demand which will create jobs for unemployed
workers. Many of those advocating the principle of a shorter workweek
apparently prefer, in fact, expansionary fiscal and monetary policies to reduce
unemployment, but they apparently believe that adequate policies to expand
output either cannot or will not be applied.

I note, too, that any legislative advancement of the shorter workweek prin-
ciple would have the defeet that it would represent a program for the economy
as a whole and would not take account of the diversity of economic conditions
among firms and industries as well as the differing preferences for work sched-
ules among employees. There has, of course, been a long-term trend resulting in
a steady decline in the total time individuals spend at work. Gradual changes
in working time reached through collective bargaining, whether in the form of a
shorter scheduled workweek or more time off through longer vacations and more
holidays, have been occurring for many years and have had an important beneficial
effect both for workers and for the general economy. However, major abrupt
changes which would have a serious impact on unit labor costs would be neither
in the best interests of the parties nor helpful to the economy. The implementa-
tion of the President’s tax program will greatly reduce pressures for working
hours to spread employment. It will place the issue of shorter working time in
proper perspective. v

I

I need not repeat here the details on the other side of the manpower ledger—
unemployment. The President’s Economic Report has made clear the heavy
social costs, the damage to the individual and the family, and the irretrievable
waste of manpower, all of which would be reduced immensely if the economy
were to move upward at a faster pace.

I note, however, the implications of the fact that the unemployment rate of
5.6 percent in 1962—a nonrecession year—was exactly the same as in 1954—a
recession year. There is no warrant for complacency in the face of the fact that
the economy now leaves as much joblessness in a good year as it did not very long
ago in a recession year.

BEqually disquieting is the fact of a rise in the degree of joblessness which
must be considered long-term unemployment. In 1957, out of every 100 jobless
workers, 19 had been out of work 15 weeks or longer. In 1962, the ratio of
long-term jobseekers had risen to 28 per 100.

The increase in long-term unemployment raises a serious question as to the
adequacy of resources to tide jobless workers over their emergency. Studies
by the Department of Labor of beneficiaries of the Temporary Extended Unem-
ployment Compensation Act of 1961 (who were the long-term unemployed)
showed that two-thirds were the sole or primary support of a household, two-
thirds were between 25 and 54 years of age, and three-fourths had been in the
labor force during every month of the 3 years preceding their first claim.

The President, in his Economic Report, has recognized that the Nation has
a special responsibility to these people, most of whom are paying the price,
not for their own inadequacy, but for the general failure to provide a sufficiently
dynamic economy. We need an updated unemployment insurance system which
will extend coverage to more workers, which will encourage the States to provide
more adequate and equitable benefits, and which will extend the duration of
unemployment benefits in recognition of the fact that the economy is not
providing the opportunities for finding jobs which it is capable of providing.
It will, at best, take time for a major push in employment to gain sufficient
momentum to reduce long-term unemployment significantly.
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Among the most serious, persistent, and intractable unemployment problems
are those facing young people. In the past, the high rate of unemployment
among young people has too often been accepted as inevitable. Joblessness is
always higher among them than among adults, because they include a high
proportion of new labor market entrants and job changers and because young
people starting on their working careers tend to be more vulnerable to layoffs.
But more recently the unemployment problems of young persons have become
increasingly urgent. The number of unskilled and semiskilled jobs—those which
frequently provide the first opportunities for new young workers—has been
declining at an accelerating rate. The forthcoming manpower report will carry
projections of future occupational needs which will demonstrate the growing
demand for skilled, well-educated workers.

The rate of unemployment is especially high for youngsters who drop out
of high school. Some 27 percent of the dropouts who left school in 1961 were
unemployed in October of that year, as compared with 18 percent of the high
school graduates.

There is urgent need for specific legislation intended to provide employment
opportunities for the youths who are now or are in danger of being left out
of the mainstream of employment. Last October there were 600,000 youths age
16 to 21 out of school and out of work. Out-of-school youth were 7 percent
of our labor force—but 18 percent of our unemployed. They are a major
problem today—and the problem can become steadily worse from year to year
unless we lend them a hand. Constructive work opportunities are essential
to give them a sense of belonging, a sense of responsibility, and the incentive to
seek further education and training.

The Youth Employment Act can help provide opportunities to do neces-
sary and meaningful work, both outdoors and in community facilities, such as
hospitals and recreation centers. Serious needs exist, and these youngsters
can be used constructively.

Passage of a Youth Employment ‘Act in this session could well be an important
companion piece to a tax bill. The latter would open new job vistas and the
former would show discouraged and disillusioned youngsters that they, too,
have a share in the burgeoning prosperity.

v

If a review of the past 5 years offers only incomplete reason for satisfaction,
it is plain that the next 5 years will test our mettle more sternly. Let me put
the problem in the plainest terms—mnot in GNP, not in unemployment rates, and
not in goals—but simply in terms of the jobs needed and our efficiency in fur-
nishing them.

Between 1957 and 1962, our total labor force increased by 3.8 million. Over
the same 5 years, output per man-hour in the total economy rose a total of 12.5
percent. In order to avoid any net displacement resulting from the rise in
productivity, 7.5 million job opportunities had to develop either in the same
shops—in the form of increased output—or elsewhere in the economy. Thus,
it was necessary for the economy to produce 11.3 million new jobs or job equiv-
alents. It fell short of that task by 1.1 million jobs—the increase in unemploy-
ment—or 10 percent. In other words, the economy furnished 90 percent of the
new jobs or the new job equivalents which were necessary simply to keep unem-
ployment from rising above the 4.3 percent rate of 1957.

The 90-percent rate of achievement is probably too high a figure. Had the
demand been adequate, the labor force would have risen by a larger amount than
it actually did because more housewives would have taken jobs to supplement
the family income and fewer older workers would have left the labor force
because of inability to get jobs. In addition, a faster rate of growth would have
brought with it economies of scale and incentives to modernize, which would
have increased output per man-hour.

‘What does even the inadequate 90 percent mean for the future?

Between 1962 and 1967, the labor force will increase by an estimated 6.5 mil-
lion. If productivity in the total economy rises at the postwar average of 2.7
percent a year—a very conservative rate—some 9.6 million new jobs or job equiv-
alents will have to be provided to meet the effects of this increased productivity.
This means a total need for 16.1 million new jobs—just to stay even.

A 90-percent rate of efficiency in meeting this need (the 1957-62 experience)
would result in an increase of 1.6 million in unemployment. Total unemploy-
ment would, therefore, rise from the present 4 to 5.6 million—or to more than
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7 percent of the 1967 labor force. This would be the intolerable price of just
moving along as we have been.

One other aspect of this prospect for the future: Between 1950 and 1960 the
labor force aged 14 to 24 increased by less than 400,000. Between 1960 and 1970,
this group will increase by more than 6 million. The big push will occur around
1965. We have only 2 years to find the answer, and to get it working. Never
before has this country had to train and provide jobs for so many youngsters
in so short a time.

I cannot urge too strongly upon this committee the view, developed from what
I recognize as an intensive, perhaps almost obsessive, preoccupation with the
manpower supply and demand factors in the economy, that this situation makes
it imperative that this economy be reinvigorated and strengthened by the adop-
tion of the tax program which the Pregident has placed before the Congress. I
have presented this point of view in terms of statistics. I think of the need in
terms of the human values of which these figures are only a cold reflection.

VI

I would not leave, with this committee, however, the impression that I find
the total answer to our needs for new growth and full employment in an im-
proved tax system, a better unemployment insurance system, and a Youth Em-
ployment Opportunities Act. The remaining factor, recognized by the President
in his Economic Report, is the need, in this increasingly complex and rapidly
changing economy for fuller assistance to workers in making the transition from
declining to new industries, from contracting to expanding occupations, and from
labor market areas in which job openings are being reduced to those of rising
job opportunities.

In 1961, with the passage of the Area Redevelopment Act, the concept of
Federal retraining for the unemployed came into being. This was followed, in
1962, by the Manpower Development and Training Act, which substantially
broadened Federal activity in the field of occupational training and retraining.
In addition, this 1962 statute laid the basis for a unified comprehensive man-
power research program, designed to investigate the factors associated with
unemployment and to develop methods for eliminating its causes and ameliorat-
ing its effects.

The Manpower Development and Training Act program has been in effect only
a short time, but certain implications concerning its direction can be drawn from
the record of the more than 500 projects which were approved between Septem-
ber 1962, when training operations under the act were begun, and January 24
1963, the latest week for which information is available.

Projects have now been approved in 50 States covering more than 20,000
workers. Training courses have been approved for well over 100 occupations,
falling into all major occupational categories, predominantly white-collar and
skilled occupations. This concentration reflects the prevailing shifts in our econ-
omy from goods producing to service industries, from blue-collar to white-collar
occupations, and from less skilled to more skilled jobs which I have already
described. Over a third of the trainees were enrolled in courses leading to pro-
fessional, managerial, clerical, and sales jobs; over 16 percent were in training
for such skilled service occupations as motor vehicle mechanics and repairmen.

‘Workers are trained only in occupations for which vacancies are available;
even in areas of relatively substantial unemployment, 7 out of 10 of the persons
in training are enrolled in courses leading to skilled occupations. Retraining
programs can be fully effective only when a sufficient number of job opportunities
are created.

VII

If I have dealt disproportionately here with what may seem the data of diffi-
culty, the statistics of shortecomings, it is because the only possibility I see of
default in the American economy is that we will underestimate the full pro-
portions of the task and the opportunities at hand.

If most of the figures which I have used here seem large, it is an appropriate
reminder that they have to do with only the 5- to 10-percent fringe of potential
failure. The worst risk is that when so many are doing so well, grevious burdens
on a comparative few will be overlooked.

I see every unemployed person in this country today not so much as a prob-
lem but rather as a wasted asset, a potential contributor to the productive force
which would be pressed to its limit to meet presently unmet needs in this country
and in the world.
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My report to this committee is that we have the full capacity and competence
to meet every problem which exists in the manpower field, and are dependent
only upon the decisions to do it.

Secretary Wirtz. I am especially glad to have this opportunity to
comment on the Economic Report of the President because I count it
very frankly a courageous, and I think, a very able public document,
anI(iYI would hope very much to keep my remarks in the pattern of the
approach which is taken by the President in his report.

comments will be put very largely in the context of my par-
ticu]};r responsibilities which are in the manpower area. I shall not
attempt to cover those matters which have been covered in previous
testimony before the committee.

I point, therefore, in the beginning at the remarkable progress, the
economic progress, which has been made recently in terms of the
manpower figures as we have them. This progress is reflected in the
fact that there was an increase in nonfarm employment last year of
114 million.

It is reflected in the fact that the fraction of the labor-force time
lost through unemgloyment and part-time work has dropped from 8
percent in 1961 to about 6.7 percent in 1962.

Just as one other index of the same progress, I note that the num-
ber of major labor market areas with heavy unemployment fell from
76 in January 1961 to 41 in December of 1962.

Chairman Doueras. I want to start off by congratulating you in
your willingness to use the figure which includes time lost within em-
ployment ; that is, part-time work, as well as time lost through com-
plete unemployment. I never expected to find a government which
would be willing to do this because it makes the figures worse. It is
always advanced by the outs as a criticism of the ins. I have done
that myself. I am very happy to see that you come out very frankly
on this issue.

Secretary Wirtz. You well know, sir, that is in large measure a
result of your own stimulus in this direction. We appreciate the
emphasis which has been placed on that.

This testimony will again, in the pattern of the Economic Report,
be related to the very large emphasis which we place on the importance
of a change in the tax system and in the tax structure. We have a
very large number of workers in this country without jobs today.
We think that this is mainly because the producers do not have the
markets which are required and the producers do not have those mar-
kets because the purchasing power is too small.

We feel that we have struck an equilibrium which is well below
where it ought to be. We feel a very carefully conceived change in
the tax structure will result in a higher level of business and personal
purchasing power. It will add incentives for risk taking and personal
effort which will in turn enlarge the circle by providing new jobs and
still enlarging the markets and further investment. It is to that
possibility that I address particularly this testimony about the man-
power aspects of this Problem.

I call the committee’s attention to the fact that the President will in
accordance with the terms of the Manpower Development and Train-
ing Act be filing the First Annual Manpower Report in about 5 weeks
and some of what I suggest here will be the subject of more definitive
development in the manpower report.
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I start in terms of particulars by noting the relationship between
the general economic condition today, particularly as it affects the job
situation and outlook, and the currently, much publicized subject of
labor-management disputes. Too many of my hours recently, frankly,
have been devoted to the working with some of these major labor dis-
putes and controversies, a common characteristic of which is the
emphasis today upon the manpower utilization and the job security
problems. We would not have had a dock strike in this country this
winter if it had not been for the problem of manpower utilization and
job security which proved so difficult for those parties.

That same problem underlies a number of the other major disputes
which have been the subject of so much attention in this country.

The issue which is involved here is sometimes misconceived as a dif-
ference in attitudes toward the development which we describe all
too roughly as automation. There is developing something of a feel-
ing that there is a position of labor of opposition to automation as
distinguished from a different position on the part of industry.

This is not the case at all. We find in these major labor disputes
a common attitude on the part of the working man and the manager, a
common attitude which recognizes the essentiality of technological
improvement.

The real problem is that under a situation where the economy is not
expanding at a sufficiently fast rate, the whole fruits, the whole value
of technological development cannot be realized, and there is created
instead a pressure on the situation. When a business is unable to ex-
pand it cannot furnish new job opportunities for those affected by im-
proved technology and much less for new jobseekers.

Then, of course, another result of this situation is that the major
emphasis of business investment is placed on labor saving rather than
on the expansion of capacity. We face the fact today that a slowing
up of the rate of growth in the economy in recent years has meant
substantially reduced opportunity for people to find and to keep jobs.

I have just received, Mr. Chairman, and Mr. Reuss, from the De-
partment of Labor’s Office of Manpower, Automation, and Training,
and I am releasing today, a report on industrial employment since
World War II. It makes the recent retardation of growth acutely
and ominously clear. This report confirms the general realization that
job opportunities are declining significantly in certain major
industries.

A griculture, for instance, is employing today 8 million fewer work-
ers now than in 1947. That is an average annual decline of 200,000.

Mining employment is also declining steadily and is now 360,000
below the 1947 level.

But there are some other things appearing in this report which are
not so well known. Employment in contract construction which ad-
vanced very sharply until 1956 and 1957 has since that time fallen by
about 300,000, and this same trend including the same numerical de-
cline has appeared in the transportation and the publie utilities group.

Chairman Douveras. Mr. Secretary, I wonder if you or one of your
ass]istants could give the figures for transportation and for public
utilities.

Secretary Wirrz. Yes. There has been distributed to the commit-
tee, Mr. Chairman, I think the copies of this Manpower Report No. 5.

Chairman Doueras. I am going to ask that this be made a part of
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the record at the conclusion of your remarks. I wondered if we could
get these facts in the record at this point. ) .

Secretary Wirrz. The specific answer to your question, Mr. Chair-
man, appears on page 9 of this report in table No. 4, the item of con-
tract construction appearing about two-thirds of the way down that
sheet, and the change between 1947 and 1957 and the change between
1957 and 1962 is shown both in absolute figures and in percentage
figures.

gll?or contract construction this table would show that between 1947
and 1957 the annual employment change for contract construction
was an increase of 4 percent a year. That is reflected in an absolute
figure of 94,000. That since 1957 and for the last 5 years the annual
rate of change has been —1.6 percent, with a resultant reflection in
absolute figures of 45,000 workers.

Chairman Doueras. On transportation, I notice a decrease of only
about 240,000.

Secretary Wirtz. That would be about right.

Chairman Doucras. That is during this time. I assume that the
decrease on the railways was much greater than this. Does this in-
clude taxi drivers?

Secretary Wirrz. Mr. Chairman, may I introduce Dr. Seymour
Wolfbein, the Director of our Office of Manpower, Automation, and
Training; and accompanying me, too, Mr. Stanley Ruttenberg, Special
Assistant to the Secretary for Economic Affairs. Dr. Wolfbein has
been largely responsible for the preparation of Manpower Report
No. 5 and would address himself to that question speciigzally.

Chairman Doucgras. I asked if it included taxi drivers. Did you
say it included airline operatives?

Mr. WorrBeiN. Yes, sir; it includes all forms of transportation,
buslines.

Chairman Doucras. Would it include taxi drivers?

Mr. WorrBEIN. Yes, sir. Also this is a broad group which includes
all the public utilities, Senator Douglas, as you know.

Chairman Doueras. The decrease on the railways and electric lines
has not been compensated for in this major brancﬁ by an increase in
airlines, buses, or taxi drivers.

Mr. WorreeIN. No, sir.

Secretary Wirrz. The same results, Mr. Chairman, are shown
graphically in the chart which follows table No. 4, and you will notice
with respect to transportation and public utilities with the bars ap-
pearing in about the middle of the chart there is reflected 0.2 percent
annual increase from 1947 to 1957 as far as transportation andp public
utilities are concerned, and following that in the shaded area the drop
of 1.5 percent per year since 1957.

Looking at manufacturing in terms of this same comparison there
has been a net loss of 425,000 jobs in the past 5 years. at contrasts
with a gain of 1.6 million jobs in the previous decade. This job loss
u;{as entirely among production workers. Their number declined by
775,000.

Employment in the trade sector which had also risen rapidly until
about 1957 has advanced recently at a relatively slow pace.

The rate of growth in the finance, insurance, and real estate industry
has also slackened since 1957. Only in the service sector of all the
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private nonfarm groups has the rate of expansion in the past 5 years
matched the earlier postwar rate.

There is another exception to this picture and that is in the public
sector. While the rate of growth has slowed down in the Federal
sector, there has been a sharp increase at the State and local level,
largely in the school systems at an annual rate of 312,000 jobs a year
Einced1957 , and that is about 100,000 more per year than in the previous

ecade.

Chairman Dovucras. Your figure shows a percentage increase for
Federal employment from 1947 to 1957 of 1.6 percent; State and local,
4.2 percent; 1957-62, an annual rate of increase of 1.1 percent Federal
employment; State and local, 4.8 percent.

Secretary Wirrz. That is correct.

Summarizing these figures, this very stern fact emerges. The
number of persons on nonfarm payrolls has been expanding in the
past 5 years at barely half the rate of the first postwar decade, and
that is even while the number of workers potentially available has
been increasing more rapidly.

The annual rate of increase in the last 5 years was only 0.9 percent,
as contrasted with an annual rate of 1.9 percent between 1947 and
1957. In actual numbers, there were less than half a million new
nonfarm jobs added to payrolls each year of the past 5, compared with
900,000 per year earlier.

I point out that that contrast would be even sharper if we were to
remove the Government employment figures and consider only the
private nonfarm sector. As a result of the reduction in the number
of jobs available in our major industrial activities, the proportion
of all workers in goods-producing industries has fallen from 51 per-
cent in 1947 to 46 percent in 1957 and now down to 42 percent in 1962.
In fact, there were actually a million and a half fewer workers in the
goods-producing industries—agriculture, manufacturing, construec-
tion, and mining—in 1962 than in 1947.

Along with this shift there has come a change in the number of
blue-collar or manual jobs available. In 1956, for the first time, there
were more white-collar workers than blue-collar workers. In 1962,
the number of manual workers was only 3 percent greater than in
1947. Within this group, skilled craftsmen were the only occupational
group to experience an increase, although even this category has been
growing at a rate slower than that for the economy as a whole.

Looking at the job totals by industry or by occupation does not
tell the whole story. ‘Growth in service-type emgloyment has been
gc&gmpa.nied by a slowdown in the expansion of full-time scheduled
jobs.

I come here most pointedly to the fact to which you referred earlier,
Mr. Chairman—in the private nonfarm group as a whole, virtually
the entire increase in employment since 1957 is accounted for by a
rise in part-time employment, chiefly in the trade and service in(fllls-
tries. You will find in the Manpower Report No. 5 a fuller develop-
ment of that particular fact.

So we suggest that it is small wonder that we can’t be satisfied with
our present rate of economic expansion. It is small wonder that
increased productivity, the essential ingredient in our dynamic com-
petitive economy, has become a major complicating fact at our
bargaining tables.
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I say although this point is developed here in terms of cold statistics,
this is the point which has been causing us the most trouble in connec-
tion with these major industrywide critical emergency disputes which
we have been facing.

A byproduct of the slow growth in job opportunities and in incomes
is this tendency to seek a shorter standart? workweek as a solution.
The common aim of current proposals is to spread existing employ-
ment opportunities among a larger number of persons, without reduc-
ing regular weekly earnings. It is not hard to understand, with 4
million men and women unemployed, the reasons for proposing
shorter hours of work. Yet merely distributing currently available
man-hours of work among all members of the labor force is in our
judgment no solution. The additional costs resulting from reducing
hours without reducing weekly wages would lead to higher prices,
reducing real wages, and making more difficult the attainment of
other economic objectives, including the improvement of the Nation’s
balance of payments.

The infinitely preferable policy is to encourage the greater effective
demand which will create jobs gor unemployed workers. I think it
is true from my conversations that a great many of those advocating
the principle of a shorter workweek apparently prefer, in fact, ex-
pansionary fiscal and monetary policies to reduce unemployment.
They apparently believe, though, that adequate policies to expand
output either cannot or will not be applied.

Chairman DoueLas. I wonder if we could go into the arithmetic of
the 35-hour week, Mr. Secretary.

Secretary Wirtz. Yes, sir.

Chairman Doueras. Assume hourly rates of $2.50 an hour, and full-
time weekly earnings at 40 hours of a hundred dollars a week?

Secretary Wirrz. Your assumption was at what rate per hour?

Chairman Doucras. $2.50 an hour. And full-time weekly rates,
therefore, of a hundred dollars. In the 35-hour week, in order to get
a hundred dollars, the hourly rate according to my computations, which
I have not checked, would have to go up to approximately $2.86.
Would someone check that ?

Secretary Wirrz. It should be in that area, $2.86.

Chairman Doucras. That would be an increase of 36 cents an hour
or slightly over 14 percent?

Secretary Wirtz. Yes, sir.

Chairman Doucras. Fourteen-plus percent ?

Secretary Wirrz. That is right, sir.

Chairman Doucras. It would be the reciprocal of the reduction in
hours. Would you think American manufacturing industry could
stand this increase of 14 percent ?

Secretary Wirtz. The answer to that in general would be “no,” Mr.
Chairman, but I would respect the impossibility of a general answer.
In that connection I should say to you that within the past 10 days
we have asked the Bureau of Labor Statistics to make for us a com-
plete, as far as the presently available information permits, study of
the effects of a shorter workweek if it were established in different
areas.

There would be some industries in which it could be absorbed a good
deal more easily than others. There would be involved the question of
the degree of international competition which is involved.
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I don’t mean to fuzzy-up the answer to your question. It would
be my judgment that in the general form in which the question is put
the general answer would be “no,” given the present state of the
economy.

Chairman Doucras. President Roosevelt faced this same demand
early in his administration when the high unemployment led to the
demand for a 30-hour week with no reduction in weekly earnings,
which would have meant an increase of 40 percent in hourly rates.
He tried to head this off by the NRA rather than to raise hourly costs.
I happen to think that the NRA was an incorrect answer. It was a
device or an attempt to expand employment which I think was largely
unsuccessful.

Secretary Wirrz. This is a problem with which we are familiar in
general as a result of the changes in the Fair Labor Standards Act.
I am obligated by law to report to the Congress, I think tomorrow
or the next day, what evidence it has been possible to collect as to the
effect of the last change in the Fair Labor Standards Act. I feel no
restraint or constraint by saying to you that the results of that study
would indicate that that degree of change in this area has not had a
negative effect on the economy to any identifiable extent.

I would point out, too, just summarizing really the next point in
my testimony, that we recognize that there has been a long-term
definite trend toward a reduction in the workweek. We point out, too,
the fact that there is going on in private collective bargaining today in
connection with the paid holidays, the vacation, the workweek, the
overtime provisions, a further development of that trend. That would
seem to have in a good many cases an affirmative effect both in terms
of the economics and in terms of the human values of the situation.

So it would be in my judgment a mistake to take any position of
broad negative opposition to any further consideration or fluctuation
of the workweek. It is not that simple. But if we were talking, as
these proposals do, about reducing the workweek from 40 to 35 hours
by legislation at one point, the case against it seems to me almost
overpowering.

I have summarized the next part of the testimony and would there-
fore turn now to the other side of the manpower ledger and suggest
to the committee those figures which seem most significant with re-
spect to the unemployment problem.

The President’s Economic Report has already gone into this. To
the extent that any repetition of detail here would be unwarranted and
inappropriate, I point to only two or three additional factors.

ne, I note the implications of the fact that the unemployment rate
of 5.6 percent in 1962, which was a nonrecession year, was exactly the
same as the unemployment rate in 1954 which we considered at that
point a recession year. I suggest that there is no warrant for com-
placency in the face of the fact that the economy now leaves as much
joblessness in a good year as it did not very long ago in a recession

ear.
Equally disquieting is the fact of a rise in the degree of joblessness
which must be consi(fered long-term unemployment. In 1957, out of
every 100 jobless workers, 19 had been out of work 15 weeks or longer.
In 1962, the ratio of long-term jobseekers had risen to 28 per 100.
This increase in long-term unemployment raises a serious question
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as to the adequacy of resources—present resources—to tide jobless
workers over their emergency.

I want to make it perfectly clear that in general these long-term
unemployed are responsible people with the closest attachment to
the work force. Two-thirds, as nearly as our studies suggest, of these
peo%l:, are the sole or primary support of a household. Two-thirds
are between 25 and 54 years of age. Three-fourths have been in the
l%llb_or force during every month of the 3 years preceding their first
claim.

Those figures are based on our analysis of the results of the admin-
istration of the Temporary Extended Unemployment Compensation
Act. We feel very strongly that we need an updated employment
insurance system. The President has covered this matter in his
Economic Report in general terms, and there will be submitted to the
Congress, for its consideration, the proposals of the administration
In this area.

I point next to the exceedingly serious persistent and intractable
unemployment problem that today faces young people. In the past,
the high rate of unemployment in young people has too often been
accepted as inevitable. I don’t think it is. The number of unskilled
and semiskilled jobs, however, those which frequently provide the
first opportunities for new workers, have been declining at an ac-
celerating rate, and we recognize and emphasize the impact of that
development upon the problem of the untrained child, youngster,
leaving school.

The rate of unemployment is especially high today for youngsters
who drop out of high school. SSPome 27 percent of the dropouts,
although I should like to say, Mr. Chairman, that is a phrase which
bothers me terribly, the dropout phrase. We had reference yesterday
to the pushouts. I am inclined to think, sometimes, it is as much one
as it is the other. I say that against the background of 20 years or
more of teaching.

Representative Curtis. What do you mean by “pushouts”?

Secretary Wirrz. I mean, Congressman Curtis, that we are a little
inclined to view this problem today in terms of shortcomings of the
individual students and it is high time that we look very seriously
at the question of whether the educational structure is such that there
is an element of pushout on that side as well as dropout on the side
of the individual.

Representative Curtis. Do you think it ismotivation ¢

Secretary Wimtz. I think it is lack of motivation on the part of the
individual. I think it is lack of proper direction in some cases on
the part of the educational system. But I don’t like the dropout
phrase anyway.

Some 27 percent of these students who left school in 1961 were
unemployed in October of that same year, and that compares with
only 18 percent of those who are high school graduates. There is an
urgent need, in our judgment, for specific legislation intended to
provide employment opportunities for the youths who are now or are
1n_danger of being left out of the mainstream of employment.

Last October, there were 600,000 youths, ages 16 to 21, out of school
and out of work.

Chairman Doucras. Mr. Wirtz, Dr. James Conant in the book
which he published last year, which was based upon several years of
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inquiry, estimated the number of youths in this age group who were
neither in school nor at work at approximately a million. Your figure
is somewhat lower than this,

Secretary Wirrz. Yes, it is for a different period. There is not a
precise reconciliation of the figures. The figure that I have here is
for last October. Dr. Conant’s book covered a different period. We
could furnish you a reconciliation of that to the fullest extent possible,
Mr. Chairman, if that is appropriate.

Chairman Dovueras. If it is not too much trouble, it may be ap-
pended to your testimony.

Secretary WirTz. Surely.

(The information referred to follows:)

The number of unemployed youth, aged 16 to 21, who were not in school was
600,000 in October 1962, a month when unemployment is generally low. This
group of unemployed youth ranged from 600,000 to 800,000 (except during the
summer months), and averaged 700,000 in 1962.

It is my impression that Dr. Conant’s figure of 1 million out-of-school un-
employed youth refers to the ages 16 to 24, the number the Bureau of Labor
Statistics reported for October 1961.

Senator ProxMIre. It seemsto me the age range was 14 to 19.

Secretary Wirrz. We have tried to break this down in as many
different ways as possible. We understand that question was raised
here on Monday of this week. These figures would vary depending
on what age group you took. But the general impact remains starkly
clear. Theyare ta]Zm g a beating.

So we are very much interested this year in the advancement by
the administration of the Youth Employment Opportunities Act to
which we attach very real significance in terms of meeting this par-
ticular part of the problems. We think the passage of the Youth
Employment Act at this session is a very important companion piece
to the tax bill.

Now talking about the past, if a review of the past 5 years offers
surely most incomplete reason for satisfaction, it is even plainer that
the next 5 years is going to test our national mettle even more sternly.

Let me put this problem in the plainest possible terms, not gross
national product, not unemployment rates, but simply in terms of
the jobs &at are going to be needed and our efficiency in furnishing
them. I apologize for the intricacy of these figures which follow,
but it is the best way we know to develop a picture of this situation.

Between 1957 and 1962, our total labor force increased in this
country by 3.8 million. Over that same 5 years, output per man-hour
in the total economy rose a total of 12.5 percent. In order to avoid
any net displacement resulting from the rise in productivity 7.5 mil-
lion job opportunities had to develop either in the same shops in the
form of increased output, or elsewhere in the economy.

So it was necessary for the economy to produce during that period
11.3 million new jobs, or job equivalents, to cover both the additional
entries into the work force and the results of increased roductivity.

We fell short of that task by 1.1 million jobs. That is between 1957
and 1962. That was the increase in unemployment. It amounted
to 10 percent. In other words, the economy furnished 90 percent
of the new jobs or job equivalents which were necessary simply to
keep unemployment from rising above the 4.3-percent rate of 1957.

Now that 90-percent rate of achievement is probably too high a
figure, for had the demand been adequate the labor force would un-
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doubtedly have risen by a larger amount than it actually did because
more housewives would have taken jobs to supplement the family
income, fewer older workers would have left the labor force because
of inability to get jobs.

In addition, a faster rate of growth would have brought with it
economies of skill and incentives to modernize which would have
increased output per man-hour.

‘What does this inadequate 90 percent mean for the future? Be-
tween 1962 and 1967 the labor force would increase by an estimated.
6.5 million. If productivity in the total economy rises at the postwar
average of 2.7 percent a year, and that is a very conservative rate,
some 9.6 million new jobs or job equivalents will have to be provided
to meet the effects of this increased productivity. This means a total
need in the next 5 years of 16.1 million new jobs just to stay even.

Now a 90-percent rate of efficiency in meeting this need, that is
the 1957-62 experience, would result in an increase of 1.6 million
in unemployment. Total unemployment would therefore rise from
the present 4 million to 5.6 million, or to more than 7 percent of the:
1967 labor force. This would be the intolerable price of just moving
along as we have been.

There is one other aspect to this prospect for the future. Between
1950 and 1960 the labor force, aged 14 to 24 group, increased.by less
than 400,000. Between 1960 and 1970 this group will increase by
more than 6 million. v

Chairman Douceras. Mr., Wirtz, this is due to the low birth rates
of the thirties and the high birth rates of the forties?

Secretary Wirtz. That is right; immediately following the war.-

Chairman Doueras. Even before the war?

Secretary Wirrz. That is correct. The big push will come about
1965.

Representative Curtis. In order to get that in context, the rate is
now declining from this high peak.

Secretary Wirrz. Has there been a decline?

Representative Curris. The birth rate has been going down for the
past 3 or4 years. So maybe we are dealing with a hump.

Secretary Wirrz. I will check that, éongressman. It would not
square with my general impression.

Representative Curtis. Iam sureI am correct.

Secretary Wirrz. I don’t believe it has gone down, Congressman
Curtis. It has fluctuated a good deal.

Representative Curtrs. I think you will see in the past 8 or 4 years
it has. There has been comment on this. I will get the statistics,
so go ahead.

Representative Reuss. I have a question on this. By the labor
force ien the 1950-60 period, you mean those who were in the age
group ?

Secretary Wirtz. That is correct.

Representative Reuss. You don’t mean those who were actually
working or anything of the sort ?

Secretary Wirrz. I mean those who were in that age group either
working or looking for work.

. Representative Curtis. If I may interrupt, this is Health, Educa-
tion, and Welfare Indicators, January 1963. QOur rates, beginning
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in the fifties—they don’t show the forties—were 24 percent, and they
have now gone down to 23 percent. It was 24.1 percent in 1939, 23.7
percent in 1960, 23.3 percent in 1961. In other words, it looks as if
there isa curve. Wedon’t know for sure. .

Chairman Doucras. We all hope the problems will be less in the
1990%s.

Secretary Wirtz. That covers most of the specific figures. I am
sorry there are so many of them. Yet I simply cannot urge too strong-
ly on this committee the view which develops, I know, from what is an
intensive, almost obsessive, predccupation with this manpower supply
and demand situation in the economy. I cannot urge too strongly the’
view that this situation makes it imperative that the economy needs to
be reinvigorated and strengthened by the adoption of the tax pro-
gram which the President has placed before the Congress.

I always feel apologetic for presenting a view of this sort in terms
of statistics. I know that you will realize that my thinking about the
views as yours is much more in terms of the human values of which
these figures are readily only a very cold reflection.

There is one other point. I won’t leave this committee with the
impression that I find the total answer to our needs for new growth
and full employment in an improved tax system or better unemploy-
ment insurance system or Youth Employment Opportunities Act.
There is a very, very important remaining factor. It was recognized
by the President in his Economic Report. It has been the subject of
special attention by some of the members of this committee. Ii is a
matter of very great concern in the administration of the affairs of
the Department of Labor: It is this need in this increasingly complex
and rapidly changing economy for fuller assistance to workers in
making the transition from declining to new industries, from contract-
ing to expanding occupations, and from labor market areas in which
job openings are being reduced to those of rising job opportunities.

'We are developing an experience in this area which started with the
Area Redevelopment Act of 1961, followed by the enactment in 1962
of the Manpower Development and Training Act, and there are pro-
visions now, too, in the same area in the Trade Expansion ‘Act of
1962. '

I mention it just briefly because this will be the subject of a much
fuller report in the manpower report in Matrch including our starting
experience with the manpower development and training program.

We have approved now in conjunction with the Department of
Health, Education, and Welfare and working with the State agencies
some 500 projects. This is under the Manpower Development and
Training Act. That program started in September. The latest figures
are for January 24, 1963. We have approved new projects in all- 50
States. They cover 20,000 workers.

Chairman Doveras. Are those workers actually under training, or
afx%e th?ose workers who would be trained when the programs went into
effect ¢

Secretary Wirrz. It is the latter. The number of people actually in
training so far is about 8,000, Mr. Chairman. The approved programs
are about 20,000. Then there is another substantially even larger
grouplbf projedts which are in the pipeline. and will be subject to ap-
proval.
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The total figures are these: The projects approved are about 20,000.
The workers who are in training now or have been trained are.about
8,000. We have so far about 1.800 alumni who have completed their
training program.

These traming programs have been approved for over a hundred
occupations. They cover a wide gamut of work types.

I point to the fact that the workers are trained only in occupations
for which there is reason to believe that vacancies will be available.
This is a very truncated report. on this act. .\s I say, there will be a
much fuller development in the forthcoming manpower report.

Now, in conclusion, Mr. Chairman and members of the committee,
just a word of reorientation for myself, and perhaps for you, of what
I have said.

I have a strong feeling of having dealt here disproportionately
with what may seem to be the data of difficulty and statistics of short-
coming. That is only because the one possibility I see of default in the
American economy 1s that we may underestimate the full proportiens
of the task and of the opportunity which is at hand. Most of the
figures which 1 have used here sound large, and yet it is an appropriate
reminder that they have to do with only the 5- to 10-percent fringe of
potential failure in the economy. I point out that the worst risk is
that when so many in this country are doing so well, grievous burdens
on a comparatively few may be overlooked.

Chairman Doveras. T am glad you used the verb “may” rather than
the verb “will,” which is in your manuscript. '

Secretary Wirrz. May the record stand as “may.”

I approach this matter in terms of concern, Mr. Chairman, but
complete confidence. I see every unemployed person in this country
today, not really as a problem, but really asa wasted asset and a poten-
tial contributor to the productive foree that would be pressed to its
very limit if we were to meet the presently unmet needs in this country
and the world.

So my report to this committee is that we have the full capacity and
the full competence to meet every single problem twhich exists in the
manpower field, and we are dependent only upan our decision to do it.

Thank you.

(Manpower Report No. 5 follows:)

[Manpower Repotrt No. 5, Jan. 30, 1963]
INDUSTRY EMPLOYMENT GROWTH SINCE WoRLD War II

A high rate of employment growth is a fundamental requnirement if. the
American economy is to provide jobs for its increasing population and also
continue o raise the standard of living ¢of its workers.- The growth of American
industry in the past has heen one of the sources of American strength, but the
growth in the past 5 years. has raised questions regarding its adequacy. More-
over, the growth which has taken place has led to changes in the structure of
?ull)plog(linent which pose a challenge to workers seeking to adapt to industry’s
ob needs. ,

Between 1947 and mid-19062, the number of nonfarm workers in the United
States increased hy more than one-fourth, with the addition of 11.4 million jobs
to the economy. The gross national product rose by -two-thirds in real dollars.
Earnipngs of factory workers rose from gbout $50 per week in- 1847 to. close to
$100 in 1962. Even with price increases discounted, the gaing in .factory,
;w}')%;kers’ earnings were substantial, amounting to 45 percent between 1947 and
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These advances, however, were concentrated in the first decade of this 15-year
period. Industry employment growth during the past 5 years, in fact, has not
kept up with the performance of the previous 10 years, either in magnitude
or composition.

During the past 5 years, from 1957 to 1962 :

The rate of job growth slowed down appreciably in the private sector of
the economy.

Between 1947 and 1957, private nonfarm industries increased their employ-
ment by an average of 700,000 jobs, or 1.7 percent, each year; from 1957 to
mid-1962 the annual rate of gain fell to 175,000 jobs, or 0.4 percent.

Structural changes were also taking place which added to the problem
of reemployment of displaced workers.

As the rate of job growth slowed down, there was a speedup in the long-term
shift in the pattern of job growth, away from the output of goods and toward
more services. The proportion of all workers in the goods-producing indus-
tries—agriculture, manufacturing, construction, and mining—fell from 51.3 per-
cent in 1947 to 45.9 percent in 1957, and to 41.8 percent in 1962 (table 8). The
rate of decline in the latter period was t{wo-thirds greater than in the earlier
period.

a And the overall rate of economic growth and employment also moved
own.

From 1947 to 1957, the gross national product rose by 45 percent in constant
dollars, or at an annual rate of 83 percent. During the past 5 years, however,
the increase in gross national product has amounted to about 15 percent, or
an annual rate of 2.9 percent. The slowdown has occurred primarily in the
output of goods and in construction (see table 1).

An even greater slowdown in growth is reflected in employment. Between
1947 and mid-1962, the number of wage and salary workers on nonfarm payrolls
rose to 55.3 million, a gain of 11.4 million, or 26 percent. Of this rise, 21 per-
centage points were gained in the 10-year period following 1947, and 5 percentage
points in the past 5 years. The annual rate of increase in the last 5 years (0.9
percent) was only about half the rate during the previous 10 years (1.9 percent).
During the early period, an average of 900,000 new jobs (including Government)
was being added to nonfarm employment each year; during the recent period,
the yearly increase was about 485,000. Moreover, the composition of this
growth has changed radically. Between 1947 and 1957, 76 percent of the job
growth was in the private sector of the nonfarm economy, the remainder in
Government; between 1957 and 1962, only 36 percent of the job growth has
been in the private sector (see tables 2 and 4).

EMPLOYMENT DISTRIBUTION

These different rates of growth have resulted in significant changes in the
distribution of employment. As noted before, in 1947 the goods-producing indus-
tries (agriculture, manufacturing, mining, and construction) accounted for 51.3
percent of all industry employment; in 1957 they acounted for 45.9 percent;
and by 1962 the proportion had been reduced to 41.8 percent. These proportions
represent a significantly faster rate of decline from 1957 to 1962 than ‘in the
previous period. By contrast, very rapid job growth—accounting for an increas-
ing share of total employment—has been taking place in State and loeal govern-
ments, in the service industry and in finance, insurance, and real estate. The
big increase in Government employment is mainly in the school systems, reflect-
ing not only population growth, but the rising demand for a better educated
labor force.

The effect of recessions is one important explanation for the decline in growth
and the shift in industry pattern: We had two recessions during the first 10-year
period and two during the most recent 5-year period. Each recession affected
mainly the goods-producing industries. Large numbers of production workers
were laid off during each business downturn, and employment levels were never
fully restored during the subsequent recoveries as a result both of rapid changes
in technology and the lack of new gains in product demand.

However, in considering the periods as a whole, including both:the recessions
and the recoveries, it seems apparent that the private sector of the economy
during the past 5 years has not continued to provide new jobs at the same rate
as during the decade following World War II. Most of the industries which
provided the lift to the job market in the first postwar decade have either
slowed down or declined during the past 5 years. For the entire period since
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the end of World War II, the industries of major job growth in the private
economy were construction, trade, services, and finance. But in both trade and
construction the principal advances took place before 1957; since then, employ-
ment growth in trade has slackened substantially, and there has been an actual
decline in construction.

SERVICE

Only the service industry has continued to expand employment at close to
its former rate ; this industry which includes personal, business, and professional
services, has shown a total rise of more than 50 percent between 1947 and mid-
1962. In the finance, insurance, and real estate industries, where total growth
has amounted to about 60 percent since 1947, recent gains (since 1957) have
been at a slower rate.

One of the accompanying features of the growth in service-type employment
is reflected in a slowdown in the expansion of full-time scheduled jobs. While
total nonagricultural employment (wage and salary and all other) increased by
4.3 percent, or 2.5 million, between 1957 and 1961, the number of workers on full-
time schedules® increased by only 800,000, or 1.7 percent. In other words, only
one-third of the employment increase since 1957 represents work on jobs having
full-time schedules. Much of this undoubtedly represents the needs of the
workers; many of the large numbers of women entering the labor market in
recent years have been attracted by the availability of part-time jobs. However,
it is not known to what extent full-time jobs would have been filled had more
of them been available. Moreover, the nature of the increases in employment in
recent years has a bearing on the extent.of economic growth we have experienced.

GOVERNMENT

Only in the public sector of our economy has there been any increase in the
rate of job growth since 1957 as compared with the earlier period. The growth in
Government employment has been overwhelmingly at the State and local level
and primarily in the school systems. Other public services have also required
more workers as the population has expanded and our cities and urban areas
have grown.

Each year between 1947 and 1957 State and local government employment
grew by an average of 4.2 percent, accounting for 187,000 additional jobs yearly;
each year from 1957 the growth rate has averaged 4.8 percent or 287,000 addi-
tional jobs yearly.

MANUFACTURING

Rates of employment growth in the largest sector of our economy, manufac-
turing, are difficult to appraise since recessions and prosperity alike have af-
fected employment in this sector more drastically than elsewhere. However,
between 1947 and 1957, both relatively good years, the manufacturing industries
added 1.6 million new jobs, an increase of 10 percent; since 1957, the number
of workers in manufacturing has declined by 425,000 or 2.5 percent.

The net result is, that over the entire 15-year period, the proportion of manu-
facturing employment to total nonfarm payroll employment declined from
35.4 percent in 1947 to 30.3 percent in 1962, Moreover, the brunt of these lost
jobs was borne entirely by production workers; in the past 5 years alone, their
number decreased by a total of 600,000.

‘WHITE-COLLAR VERSUS BLUE-COLLAR WORKERS

During the postwar period, employment of blue-collar production workers in
manufacturing has fluctuated sharply, tending in general to decline, while the
number of white-collar jobs within this sector has continued to increase. Manu-
facturing industries, which employed 13 million production workers in 1947,
employed only 12.6 million in 1962. During the same period factory output rose
by 80 percent. One reason for this dramatic increase in output with fewer
workers lies in the equally dramatic rise in the importance of workers supporting
the production workers. These nonproduction workers—executives, office per-
sonnel, engineers, and scientists—who help develop the improved techniques mak-

2 That is, those actually working 85 hours or more per week, and those who could if
they chose to work full time. The latter are usually 1-time workers who are on part
time for noneconomic reasons. The 1961 data are used because seasonally adjusted data
are not available for 1962,

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



192 ECONOMIC REPORT OF THE PRESIDENT

ing greater production possible, have risen from 2.6 million in 1947, 16 percent
of total faétory employment, to 4.3 million, or 26 percent of the total, in 1962.
Nonproduction workers in manufacturing have increased even during the past
8- years while total manufacturing employment has declined. Ifowever, the
greatest rate of gain in nonproduction workers occurred during the 1947-57 pe-
riod, at an annual rate of 4.5 percent, while during the past § years, annual
nonproduction worker growth has slackened to about 1.7 percent.

OTHER INUDUSTRY SECITORS

The remaining major sectors of the privaté economy are primarily those which
are contracting—agriculture, which now has .37 percent fewer workers than in
1947, transportation and other utilities, which is 8 percent lower (mainly be-
cause of declines in the past 5 years), and mining, which is down by 32 percent.

TanLE 1.—Grdss national product, by major type of product, 1947-57 and 1957-62

Ontput (billlons of dollars, |  Annual rate of
X 1954 prices) increase (poreent)
Qross national product

1047, 1057 1962 1947-57 | 1057-62
Tolal GNP .ol oot oo 282.3 408. 6 471.5 3.8 2.9
QOOAS. - aitimomcee ammamamemnenn eeee o | 1633 22841 2471 3.2 2.0
Serviees.._... o e aa- 04.7 141.2 137.2 4.1 4.2
Consiruetion. ... ._........_...._....... e e ‘I 243 44.0 5.2 6.1 3.1

TanLE 2—Chenges in employment by industry sector, 1947-57 and 1957-62

Emplpyment (in thousands) Annual employment change
]
1947-57 1957-62
Tndustry segtor !
1047 1957 1962 ,
Rate | Amount Rate Amount
(pereent) | (thou- |(percent)] (thou-
sands) sands)
‘Total nonfarm employment. ... 43,881 | 52, 004 I 55.325 1.9 902 0.9 464
Industrics. of reoent job !

FROWth A 0 ieepoo| 20,238 20,738 | $L,300 ] 2.7 651 2.5 714
Prdvate. .o ocaaoaan 15,559 20,112 22,124 2.3 435 1.9 402
GovernmentL . ..oiees- 5.474 7.h26 9,185 9.4 215 3.8 312

Tederal..._...... A Lesdl 22wy 2,34 1.6 33 1.1 25

State and Toeal. ... 3.882 6,409 8,844 4.2. 183 4.8 287
k\ggs,zriaqotmenuobdepum sl e8] w166l 24018 L1 252 -9 -

friealture. o, oo 8. 6,222 5,190 -2.8 203 ~3.6 —206

1 Nonfarm employment totals are based on cstablishment payroll data; agricultural employment on
household survey data.

2 Industries of recent job growth in the private sector comprise service and miscellancous, trade and
finance, insurance and reaj gstate,

3 Industries of reoent job decline comprise rnaduficturing, mining, contract construction, transportation,
and public utilities,
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TasLE 3~—Distribution of industry employment (including agriculture), 1947,
1957, and 1962,

Industry 1947 1957 1962

Total (inclugiing agriculture):
umber (thousands)!.... 52,137 59,126 | 60, 515
Percent - . 100.0 100.0 100.0
Goods-prodycing industries. 51.3 45.9 41.8
Manufacturing 29.8 29.0 27.7
Durable goods 16.1 16.7 15.6
Nondurable goods__ _ o187 12.4 12.1
Mining, 1.8 14 1,1
Construction . N 3.8 4.9 45
Agricultare. 15.8 10.5 8.6
Bervice-producing industries 48.7 54.1 68.2
Transportation and other utilities 8.0 7.2 6.5
Trade.. 17.2 18.4 19.1
Finance, insuranee  and real estate. 3.4 4.2 4.6
Services and 9.7 1.4 12.8
Goveramment .. 10.5 12,9 15.2
Federal 3.6 3.7 3.9
State and local 6.9 9.1 11.3

1 Represents payrol] employment in nonfarm industries and fotal employmeﬁt n agricaliure.
NorE~Sum of individual items may not sdd to totals because of rounding.
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TABLE 4.—Employment changes in nonfarm indusiries and in agriculture!
19457-57 and 195762

Employment (in thousands) Annual employment change
1947-57 1957-62
Industry sector 2
1947 1957 1962 1 .
Rate | Amount| Rate | Amount
(percent) | (thou- |(percent)| (thou-
sands) sands)
Total nonfarm employ-
ment 43,881 52, 904 55,325 1.9 902 0.9 434
Manufacturing. . caceeecmameuaen 15, 545 17,174 18, 750 1.0 163 -5 -85
Durable goods_ acemcmcanann 8,385 9,856 9,443 1.6 147 -.8 —83
Ordnance and accessories.. 27 140 215 17.9 11 9.0 15
Lumber and wood prod-
ucts 845 655 607 —2.4 -19 -5 -10
Furniture and fixtures_...._ 336 374 381 1.1 4 .4 1
8tone, clay, and glass prod-
uets 537 595 572 1.0 (] -.8 -5
Primary metal industries. . 1,279 1,355 1,168 .6 8 -3.0 ~38
Fabricated metal products. 989 1,167 1,118 1.7 18 -9 —10
Machinery. ... —coecocuncan 1,376 1,586 1,459 1.4 21 =17 —25
Electrical equipment._.____ 1,035 1,344 1,528 2.7 31 2.6 37
Transportation equipment. 1,276 1,909 , 645 4.1 63 -2.9 -53
Instruments and related
roduetS. oo ococnceeeee 267 342 358 2.5 8 .9 3
iscellaneous manufactur-
ing. 421 387 393 -9 -3 .3 1
Nondurable goodS...ccceeeo-- 7,159 7,319 7,308 .2 16 ® -2
Food and kindred prod-
ucts. 1,799 1,805 1,772 ® 1 —.4 -7
Tobacco manufactures. ... 118 97 89 -19 -2 -1.5 -2
Textile-mill products....- 1,200 981 881 -2.8 —-32 ~2.1 -20
Apparel and related prod-
uets. 1,154 1,210 1,235 .5 .4 5
Paper and allied products... 465 571 602 2.1 11 1.1 6
Printing and publishing.._.. 721 870 933 1.9 15 1.4 13
Chemicals and allied prod-
uets. 649 810 850 2.2 16 1.0 8
Petroleum and related
roQUetS. —eneccmomeccnann 221 232 196 .5 1 -3.3 -7
Rubber and plastic prod-
ucts 323 372 389 1.4 5 .9 3
Leather and leather prod-
uets 412 373 361 -1.0 -4 -.6 -2
Mining. o oo eencieaen 956 828 647 -1.4 -13" —4.8 ~36
Contract construction.......... 1,982 2,023 2,696 4.0 94 -1.6 —-45
Transportation and public
utilities. 4,166 4, 241 3,925 .2 8 =15 -—63
Trade. 8, 9565 10, 886 11,571 2.0 193 1.2 137
Flnance, insurance, and real
.................. 1,764 2,477 2,793 3.5 72 2.4 63
Berviees and mi 5,050 6, 749 7,757 2.9 170 2.8 202
Government.... 5,474 7,626 9,185 3.4 215 3.8 312
Federal..._.. - 1,892 2,217 2,341 1.6 33 1.1 25
State and local 3,582 5,409 6,844 4.2 183 4.8 287
Total agricultural employment. 8,256 6,222 5,190 -2.8 -203 -3.6 —206

1 Nonfmg;l employment based on establishment payroll data, agricultural employment on household
survey da
3 Less than 0.05 percent.
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_ANNUAL RATES OF EMPLOYMENT GROWTH BY INDUSTRY
©1M7-57 AND 195782

Total ’ o e
Nonfarm | Government | Private Nonfarm Industries ]
~ Employment| . | ;
© | Federal + Service Produciy Gopds Producing
Feicinl %Ee era ’ S::;e ervice. i .

S i .laiz -
4

., :
4 l i ~ . | Ganstraction
o i fimance ‘
i

: ; Services §
+3 i :

43—-}
i

1

14

Yeansportation
and t
| Bullic !
‘.  utilities ’

&

Representative Reuss. This is a magnificent job, Mr. Wirtz, and I
am glad you did allow your emotions to invigorate your statistics,
I think this is a matter where both emotion and statistics are needed.

Secretary Wirrz. Thank you.

Representative REuss. Among the many arresting things in your
report is its observations about young people. I gather that unemploy-
ment of 18-year-olds, looking for jo%)s now, nationwide, is something
around 20 percent. You said 18 percent of high school graduates in
1961.

Secretary Wirrz. That is about right.

;

|

! !
1941 i
1457 {
1

$5.
fune 1982
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Representative Revss. If it is true for high school gradmates, the
actual figure must be something worse because that (ﬁ)resn’t include
the dropouts.

Secretary Wirrz. Let me set the specific answer in this broader
context. We have been fighting recently against the impact in the
public consciousness for which we are probably responsible in the
Department of Labor—the impact on the public consciousnéss of a
single unemployment figure of about 51% percent. That has been a
mistake which we must undo because the truth of the matter is that
we don’t have a single overall unemplovment problem. We have
principally two or three specific unemployment problems which we
have to start hitting with rifles instead of with a shotgun.

Approaching more directly the answer to your question, when we
think of unemployment in terms of 514 percent, we ought to imme-
diately think specificallv of an unemployment problem of about 12
percent for three groups. One is children. Just in round terms,
if unemployment, which I think of as the infantile paralysis of the
cconomy, the unemplovment figure for youngsters in round figures
comes to the refinements of age groups as 12 percent instead of 5
percent: the unemployment for racial minority groups is about 12
percent instead of 5 percent.: the unemployment problem for unskilled
workers is about 12 percent instead of the 5 percent.

Representative Revss. When you get a young, unskilled Negro,
then you get a little more arithmetic on those 12 percents, don’t you?

Secretary Wirrz. Tt is one out of five. We ought to face the fact
when you get into that area, one out of five in this country, in that
category, don’t have a chance.

Representative Revss. Let me ask you this: A lot of people are
going around saying, “Five or six percent unemployment; this is
tolerable. Maybe we should just pay that 5 or 6 percent unemnlov-
ment compensation. and accept this as a normal condition.” Would
vou agree with me that kind of talk is hogwash for a variety of reasons,
including the fact that young people aren’t eligible for unemployment
compensation? If they are looking for a job for the first time, as T
understand it, in many States at least, they are not entitled even though
thev are registered in an employvment office.

Secretary Wirtz. You must have work experience, T am advised, in
a good many of these situations.

Chairman Doteras. The chairman says in all States. Isthat true?

Secretary Wirtz. That is correct.

Representative Reuss. Then the result of an acceptance, and God
forbid that we should accept it. of a 5.6 average unemployment figure
means that we are condemning young people to a very much higher
unemployment figure, with no provision made for unemployment
compensation for them. We are doing this in a social system where,
due to union seniority and a lot of other built-in rigidities, you don’t
have what you used to have years ago, when emplovers would hire
a lot of younger people because there was no such thing as seniority,
and y](])u conld get younger people cheaper and put them on the
payroll.

Aren’t we in effect, by tolerating an average level of unemployment
of 5 or 6 percent, contributing greatly to a demoralizing situation
for our young people which is an important part of the juvenile de-
linquency in this country which everybody is talking about?
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Secretary Wirtz. I don’t mean to let my agreement with your ques-
tion, Congressman Reuss, stimulate my adrenalin too much, but I
frankly find it almost intolerable that the country takes with the de-
gree of acquiescence it does an unemployment situation of the kind
we presently have.

T would like to make one other comparison. I think strikes are
a waste and most unfortunate. I never mind a bit the public reaction
against strikes. But I am appalled by the realization that we lost
more potential man-hours of production in 1 year last year from un-
employment than we have in over 35 years from strikes. I can’t
help realize what we could do about unemployment if people got as
much worked up about it as they do about strikes.

With respect to the children question, I can only say that any feel-
ing anybody has about unemployment. has to be increased just 300
percent if you start thinking about the child, because that is about the
1‘e]a{,{ionship between the general unemployment and the younger
worker.

I point out only one other thing. You said, if I understood you,
we are condemning them to this situation. I would like to point out
that T think a very large part of this problem results from the fact
that we are in a period of rapidly increasing automation and tech-
nological development with a resultant diminution in the number of
unskilled jobs in the economy. It isto those jobs that a good many of
these people used to go. T think there are ways of adjusting to this
situation. I feel perhaps less self-critical than some statements
might suggest, but I do point out that if we are to take advantage or
be able to take advantage of the technological development which is
available to us and on which we depend. we are going to have to make
these human adjustments to the problem.

Six hundred thousand unemployed youths can’t be part of the price
for technological advance in this country. I think we can meet it.

Representative Reuss. Certainly one of the obvious components of
any program to deal with this situation must be, in my opinion—
and T would like your view—a great expansion of the system of voca-
tional education that some cities of this country have.

My own hometown of Milwaukee, as you know, has a particularly
fine system, and its record of preventing dropouts happens to be par-
ticularly admirable. While simply having vocational schools in and
of itself is not going to solve the problem, you would agree, I trust,
with my observation that somehow or other there ought to be evolved
a system so that all the cities of the country have at least as good a
vocational school system as the city of Milwaukee.

Secretary Wirtz. Of course. T agree completelv. I would simply
call attention for the record to the advice of the President’s panel of
consultants on Vocational Education which reported the shortcom-
ings in that area, and would supplement that only by reference to my
conversation last evening with Dr. Wolfbein in which he tells me that
in connection with the administration of the Manpower Development
and Training Act we are encounterine most immediatelv a shortage of
teachers as distinguished from facilities in this particular area, al-
théugh both shortages are pressing in upon us. We are very much
concerned about tliis shortace.

Representative Revss. Thank you, Mr. Chairman.

Chairnian Douverias. Congressman Cuartis.
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Representative Curtis. That is a happy note to end on because
there are some jobs going begging in the teaching profession. I am
very sorry you didn’t comment on the new series of statistics I under-
stand the Bureau of Labor Statistics is preparing on available jobs.
When will that be available?

Secretary Wirrz. That is correct.

When will be it available? I am advised that any definitive results
on the study areé somewhat ahead. It proceeds from the Gordon Com-
mittee last fall. It is not in a comErehensive form at the present.

Representative Curtis. Here is where we need to concentrate, in my
opinion. Actually, and study will bear this out, technological ad-
vance and automation create more jobs than they displace. But fre-
quently these new jobs are in a different geographical area from the dis-
placedy jobs. Furthermore, they are usually outside the area of
previous union jurisdiction and endeavor.

Mr. Reuss, you made the statement that certain unidentified people
were willing to accept 5 or 6 percent unemlployment as a bearable
amount. I have never heard that in the circles in which I travel and
I am wondering if the gentleman would identify who in our society
has been suggesting that a 5- or 6-percent rate is bearable.

Representative Reuss. I suggested that there is a school of thought
which says that a rather substantial level of unemployment is bear-
able and that the remedy is to pay unemployment compensation to
them. Among the holders of that view are a lot of Republicans on
the one hand and Ken Galbraith on the other. It is quite bipartisan.

Representative Curtis. That is what I want to find out. I am
aware of a school of thought, and this administration is part of it,
that says 4-percent unemployment is bearable. I happen to disagree
with that school of thought.

Representative Reuss. For the record, I think the testimony of Mr.
Heller is that 4 percent is an immediate goal to which it is sought
to reduce unemployment, but not the ultimate.

Representative Curtis. I want the gentleman to identify the school
of thought that said 5 or 6 percent was acceptable, because I frankly
have never heard anyone make such a statement. I don’t think there
is any public statement to that effect. Maybe there is. I thought the
gentlemen, having stated that as a fact, would give us the benefit of
1dentifying whom he was talking about.

Representative Reuss. My point, without reference to 5 or 6 per-
cent, was that there is a school of thought which says that a consider-
able level of unemployment can be tolerated and that the humane
remedy is to pay the unemployed endless unemployment compensa-
tion. Ihappen to differ from that.

Representative Curtis. I will let it rest, but I wanted identification
because I am always a little queasy about statements not attached to
an actual person. The figure of 5 to 6 percent was used. I am aware
of the fact that this administration takes that philosophy at 4 percent
and I happen to disagree.

Representative Reuss. I will append a list of believers.

Representative Curtis. Yes, I would be very interested in that.

Secretary Wirrz. Would you tell me, Mr. Chairman, when it is
appropriate to clear the record on the point which has just been made,
because this administration in no respects accepts the 4 percent as
acceptable, tolerable, or anything else. I don’t mean to interrupt.
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Representative Curris. You are perfectly right to interrupt to make
that statement. All 1 say is that the record has been made. It appears
in the Economic Report of the President’s Council of Economic Ad-
visers time and time again. I will let others judge whether or not
that is their conclusion. I take exception to it and I am glad the
Secretary feels that we should not be satisfied.

Secretary Wirtz. May I, Mr Chairman, note for the record, the
following statement which is taken from page 42 of the Council of
Economic Advisers’ Economic Report. The quotation is—-

Representative Curtis. Just a minute, Mr. Secretary, please let
me go on.

ecretary Wirrz. Surely.

Representative Corris. The administration has ample time to pre-
sent.its case. I have 10 minutes each day to try to put in one little
voice to point out a few different ideas.

Secretary Wirrz. Ibeg your pardon, sir.

Representative Cortis. The record is there and I think the gentle-
man 1s perfectly proper in saying that, from his standpoint, the record
does not support my position.

Chairman Doueras. This is not to be charged to the Congressman’s
time, but I will say that I made a point to allow the Congressman
generally 5 minutes more on his questioning than the rest of us have
taken and will continue to do so.

Representative Curris. The chairman has been very generous, but
in this context I think everyone should be aware of the pitiful amount
of time that the loyal opposition has in this national debate. However,
we will gain time.

Chairman Doueras. If that is so, it is only because the Republican
members have not been as assiduous in their attendance as the Demo-
cratic members.

Representative Curris. That part is a fair criticism. But it still
doesn’t get at the basic problem, and I am not blaming anyone for this.
This is the nature of the situation. When my party had the executive
department, we had a similar imbalance. Today we are interested in
the facts involved here.

Mr. Secretary, allow me to comment. You ended your testimony
on a note with which I certainly agree. But I want to turn it around
the other way so that we get agreement there, too. I don’t want to
forget the 5 percent unemployed, because we have 95 percent doing
well. But in trying to meet the problems of these 5 percent, I don’t
want to damage the success of the system that has produced the highest
standard of living that any society has achieved.

I am happy to see that there has been a great deal of attention paid
to these 5 percent. It is far from forgotten. There are people in
political life today who are certainly going to continue picking up
the problems of tﬁese 5 percent. But I do urge that while paying
attention to the 5 1E)ercent we must not damafe our basic system. From
the suggestions that have been made to help the 5 percent, I feel we
are actually damaging the basic system that has produced the good
life for the 95 percent.

I am going to conduct my interrogation in such a way as to leave
the record open for your further comments on areas needing addi-
tional study.
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One is the impact of military draft on the young people entering
the labor market. The impact of the draft hits twe ways. First, it
unsettles the employment situation of our younger people. Secondly,
and this is part of the first, the employer feels uneasy  when dealing
with a young man who is subject to the draft. - o )

The second, and equally important, factor is that a major part of the
funds for civilian vocational education i$ spent under military control.
The biggest operators of vocational education today are our military
establishments. The draft law is going to be extended. The last time
it was up for extension, nb educater or labor leader, no one in the field
of this problem, testified on its impact upon our work force—our
young people. ’

T am very hopefunl that this time there will be some intelligent review
of the impact of this method of procuring manpower for our Military
Establishment, and how it affects these problems that we are dis-
cussing. 1 am going to testify again myself and try to bring out the
same 1deas I tried to emphasize under the previous administration.
I hope a few educators will take the trouble of giving us the benefit
of their views on this subject.

T think this area should be mentioned in your original report. Cer-
tainly, when you ask for a Youth Employment Opportunities Act
without discussing or referring to this draft act, it lacks basic context.

I would like to leave the record open on that point, Mr. Secretary,
but you may make a preliminary comment.

Secretary Wirrz. It would only be this: The Office of Manpower,
Automation, and Training ix now making a study of the military
manpower aspects of this problem and it will be very easy for us to
bring this to the attention of the committee in its present form, and
I would liké to have appended to my testimony a summary of that
report.

I should also say, reflecting some of the views that you have ex-

ressed, that we'are working very closely with the Deputy Assistant
Secretary of Defense for Manpower and we are meshing our train-
ing program with theirs and are taking advantage of the large ex-
perience which there is in that area. But we will add a supplemental
statement. . : . )

Representative Ctrris. T hope HEW, which is also in this field of
vocational education, and you, in apprenticeship training, will do
a similar thing. “

Secretary Wirrz. They are working with us, Congressman, in pre-

cisely this area. ’
. Representative Curts. I personally am looking forward very much
to the manpower report which is due in. March. I am urging my
friends on the Labor and Education Committee to upgrade that report
and hold public hearings on the report. Of course, they will be doing
that in a narrow context.

Mr. Chairman, I think it would be very advisable for the Joint
Tconomic Committee, or one of our subcommittees, to hold hearings
on this forthcoming report. I share the Secretary’s view that this
problem of manpower, employment and unemployment, is one of the
most vital affécting us today.
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-Incidéntally, I also hope that-if either of tlie committees, or.both,
hold publi¢ hearings in this area, we invite State and local officials
in-this area. Iw fact, that.is where most of the work is being done.
Essentially, the Federal Government coordinates the activities of the
private sector and at the local community and State levels. We fre-
quently lose sight of -these components in our discussion here at the
Federal level.

Secretary Wirrz. You know how much we will welcome such
hearings and how glad we would be to cooperate in any way we can.

Representative Currrs. I believe that, Mr. Secretary. I have just
itemized some of the data and material that I would have liked to
have seen in this year’s Economic Report. Maybe some of it is
here, but I have not had a chance to go through it carefully. For the
record, I would like to raise a few points.

First, I would like te have the figures on the average age at which
a person now enters the labor force. Our definition of the work force
hegins at age 14. That definition goes back into the early 1900’s.
I think the average figure.is around 19 years and some months.

Mr, WorrseiN. The average American male makes his first full-
time entry into the labor force at age 18.

Representative Curtis. That is a figure that I know has changed
and 1t is continuing. to go upward. 1 am glad it is. It is natural
that it would, becanse our young people are staying in school longer.
This is the counterpart to your study and I have seen these figures.

1 would like to get both studies into the record. What is the average
length of time a person stays in school? I think our average is almost
the third year of high school. I would like those figures before 1962
Lecause I think the importance of them is to watch the trend.

T know the trend has been to increase the amount of education in
our society. At the same time, that increases the age at- which young
people enter the work force. The counterpart of this is the age of
retirement.

I would like to see those figures to see if there is a trend. AsT recall
from what I have seen and read about this, I think we have a con-
tinuing trend lowering the age. That is significant, because it bears
on the composition of the work force, and gives us a better insight
into what we might be facing in the future.

Secretary Wirrz. Both sets of figures are available, Congressman
Curtis, and I would have just one question. That would be the period
for which you would like that.

Representative Cortis. I am looking for trends.

Secretary Wirrz. Starting with what, sir?

Representative Corris. Whatever period would show a meaningful
trend. I don’t know how accurate figures are in the past.

Secretary Wirrz. They go back to 1900.

Representative Curris. It would be good to show 1900, because when
we are dealing with estimating the labor force and talking about the
decades ahead, these figures become important.

My next point discusses that. Senator Douglas has already indi-
cated the significance of the low birth rate of the thirties. I thought
that some of this so-called sluggishness, which I don’t agree exists,
results from this very fact. Today, we have a small 22 to 30 year
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oup. Shortly, this age group will increase as a result of the
ﬁ%ghg bﬁ'th rate 05; the fogrties and fifties. That is why I called
attention to the fact that it looked like the trend was going down.
I think these factors are important.

Secretary Wirtz. You would like on this last point a projection
of net additional entries into the work force over a period as far ahead
as we can give it to you, is that correct ¢ .

Representative Curris. Yes. Also, I would like your projection of
what is going to happen as far as the age of entry into the labor force
is concerned. Considering levels of education. What is going to
happen with retirement? Is this trend going to continue downward ?
This, too, is another important ingredient.

Secretary Wirrz. Our data will give you that figure, Congressman
Curtis, up to 1975.

Representative Curtis. The other ingredient that has been men-
tioned is almost a post-World War II phenomenon—namely, the entry
of women into our labor force. What are the projections there?

My time is over and I will come back on these later.

(The following was later received for the record:)

CHANGE IN THE AGE OF ENTRY INTO THE LABOR FORCE, 1900-1960

In 1900 when about 40 percent of our work force was employed on farms,
the average young man entered the work force at about age 15. By 1940, the
age of entry had risen to age 17 partially as a result of longer schooling and
other legal restraints on the employment of young people. Even then, the age
of entry into the work force might have been less if the countiry had not been in
a severe depression which greatly limited employment opportunities. Between
1940 and 1960, the trend toward longer schooling further reduced the number
of young people not in school and who were working or looking for work; but
opportunities for part-time work for students has kept the age of labor force
entry from falling much below the 1940 level. Currently, the average age of
entry into the American labor force for a male occurs between his 17th and 18th
year.

The reduction in labor market participation by the young is shown by the
following figures for boys 14 to 19 years of age:

Percent in
labor foroe
1900 62,1
1940 . 85.4
1960 38.1

CHANGES IN THE AGE OF BETIREMENT, 1900-—-1960

“In 1900, most men worked almost as long as they lived and retirement as it
is known today was very unusual. Between 1900 and 1940, a drop in the age
of retirement for 60-year-old workers from age 72 to 69 resulted at least in part
from the decline in the proportion of the work force on farms where men could
work almost as long as they lived. Undoubtedly in 1940, the scarcity of employ-
ment opportunities resulting from the depression brought about a somewhat
earlier retirement than would otherwise have occurred. Between 1940 and 1960,
the age of retirement declined again to age 68 as retirement benefits under the
social security system were liberalized and as private pension plans were
deyeloped.

Because life expectancy has been increasing in the United States at the same
time that the age of retirement has been decreasing the average number of years
spent in retirement for 60-year-old men has increased from about 8 years in
1900 to over 7 years in 1960.
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INCREASE IN EDUCATION, 1900-1960

In 1900, young persons just completing their education averaged about a grade
school education ; now they average a little over high school graduation.

The following table shows the average years of schooling for persons com-
pleting their education about 1900, 1940, and 1960.

1900 8.2
1940, 10.3
1960, 12.3

Source ;: Decennial census reports for 1950 and 1960. Data for 1900 estimated on basis
oif! :guclagggna.l attailnment of persons 65 to 69 in 1940 who had been 25 to 29 at the time
of the census.

THE CHANGING AGE AND S8EX COMPOSITION OF THE LABOR FORCE, 1900-1975

In 1900, the American labor force was much younger than it is today. Over
655 out of 100 workers were under 35 years of age. By 1960, this figure had
dropped to 38 out of 100 because the population was older and a smaller pro-
portion of young people was at work. As a result of the very large number of
young people born since World War II who can be expected to enter the labor
force in the years ahead, the proportion under 85 is expected to rise to about
45 out of 100 by 1975 despite an expected continuation of the trend toward
earlier retirement.

Along with the growth of urban centers and nonfarm industries, the proportion
of women in the labor force has risen more or less steadily from 18 percent in
1900 to 32 percent in 1960 and is expected to continue to rise to about 34 percent

by 1975.
Distridution of the total labor force, by age, 1900-1975
1900 1940 1960 1975
In thousands
27,640 53,297 69, 078 93,031
4, 064 4,014 4, 980 9, 208
4,481 7,723 7,029 12, 579
7,072 13,683 14,721 20, 806
5,279 11, 241 16, 491 16,217
5 to 3, 599 9,072 14, 361 17,871
55 to 61 years. 2,031 5,431 9,146 12, 639
65 years and over.. 1,114 2,133 3,150 3,711
Percent distribution
Total, both sexes, 14 years and over......o....- 100.0 100.0 100.0 100.0
14 to 19 years. 14.7 7.5 7.1 9.9
20 to 24 years. 16.2 14.5 10.1 13.6
25 to 34 years 25.6 25.7 211 22.3
35 to 44 years. 19.1 21.1 23.6 17.5
45 to 54 years 13.0 17.0 20.5 19.2
55 to 64 years. 7.4 10.2 13.1 13.6
65 years and over.. 4.0 4.0 4.5 4.0

Source: 1900-1940 from ‘“The American Labor Force,” by Gertrude Bancroft, table D-1; 1960 Census of
Population, Supplementary Reports, PC(81)-35, table 104; 1975 Special Labor Force Report, No. 24, table 2,

93762—63—pt. 1——14
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Percent distribution of total labor force, by sex and aye, 1900--1975

1900 1940 1960 1975

Total, both sexes o mammeaae N 100.0 100.0, 100.0 100.0
MMale, 14 yearsand over. ... 81.9 75.6 67.9 65 5
14t019 years .. oo 10.3 49 44 6.0

20 to 24 years 11.9 95 8.5 88
25-34 VeaTS - o oo meies 215 18 9 15 2 16.0

35 to 44 vears - - 16.7 16.4 16.1 11.6

45 to 54 years 1L 5 13.8 13 5 1.8

55 t0 64 years 6.5 8.6 9.0 8.7

65 years and over_._ 35 35 32 2.6
Female, 14 years and over _.._.._.._......__ 181 2 4 32.1 34.5
14 to 19 years ] 4.4 2.6 | 2.7 39

20 to 24 yaars_. .. e m e mam e 43 5.0 36 4.7

25 to 34 yaars.. 4.1 6.8 5.9 6.3

'35 to 44 years 2.4 47 7.5 59

45 to 54 years L5 32 7.0 7.4

55 to 64 years...._ .9 1.6 4.1 4.9

65 years and over .5 .5 1.3 1.4

Source: 1900-1940 from ‘‘ The American T abor Force,” bv Gertrude Bancroft, table D~1; 1960 Census of
Population, Supplementary Reports, PC (S1)-35, table 194; 1975 Special Lalor Force Report, No. 24, table 2.

Chairman Doucras. T know it is not good taste to call attention
to one’s generosity, but I would like to point out we have allowed
Congressman Curtis 18 minutes. Iam going to ask Senator Proxmire
to confine himself to 10 minutes.

Representative Curtis. At this point let me make this remark. I
would rather hot have the generosity if that is the manner in which
it is going to be handed out. I will again make this statement, Mr.
Chairman. The inequity of the administration is evident in conduct-
ing a national debate. It has issued message after message, press re-
lease after press release. The entire testimony this week is taken up
with Government witnesses who take most of the time. Those of us
who want to try to interject a contrary note for examination get 10
minutes and, when we get an additional 4, it is pointed out as gen-
erosity. I donotregard it as generosity.

Chairman Dovueras. Do you think you should have more time than
the other members of the committee ?

Representative CuUrTis. Yes, in order to present a point of view.
If you are trying to conduct a debate, yes. If you are trying a snow
job on the public, no.

Chairman Doueras. May I say any Republican who comes here will
be given 10 minutes, or more than 10 minutes. Congressman Curtis
has done extremely well in presenting his own point of view. I only
regret he has not had sufficient companions to balance this.

Representative Curtis. Let me say this: I have not done well in
presenting my point of view. No one could possibly do well in these
complicated matters in 14 or 20 minutes.

Chairman Dougras. Eighteen.

Representative Curris. Or 18. At least, without this kind of heck-
ling, we could lay the groundwork.

Chairman Dovueras. I only mention this because the Congressman
both on the floor of the House and here has been complaining about
the restrictions which have been imposed on the Republican Party.
I would like to point out that if there have been restrictions they have
been self-imposed by the failure of Republican members to attend,
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that -we have certainly given Congressman Cuitis:mere time than ‘we
have accorded.to our Democratic colleagues. Perhaps it wasbad form
of me to mention this, but I was somewhat pricked into this by his
charge that he wus being muzzled. That is the last thing that L.wish.

Representative Corris. Mr. Chairman, let us get this. in context.
My criticism has not been directed against the chairman. of the com-
mittee or the coramittee’s rules, which I helped write and think are
good rules.

Chairman Dotaras. Which vou don’t follow.

Representative Curris. Which I try to follow. What I'am trying
to point out is that what we are really engaged in is not a little con-
test to see who can get a leg on the other as far as the technigues we
have. We are really engaged in a very serious matter that affects
the welfare of this Nation.

‘There are two points of view. It is important, I.think, if we are
going to have healthy debate, to get the other point of view dis-
cussed. That is the basis of my remarks. I have no complaint against
vou, but against the situation.

As I pointed our this imbalance was also frue under the Eisen-
hower administration, particularly in the 83d Congress when we con-
trolled both the executive and the Congress. That is all T want to
point out, because I think the people must know this imbalance exists
innational debate today. Itisnot healthy.

Chairman Doveras. I don’t wish to take up preeious time on this,
but I would like to point out that we invited two witnesses who are
former members of the Eisenhower Council of ™economic Advisers,
Messrs, Burns and Jacoby. We did this at the request of the minority.

Representative Cvrris. Very generous.

Chairman Doucras. Not generous; fair. - We wish to be both gen-
erous and fair.

Representative Curris. Do you think that is a balance with this
whole week of Government officials?

Next week we have two people, in a panel, I. might say, who will
express a different point of view..

No; I think, Mr. Chairman, you must recognize the basic inequity
of this national debate. As far as you personally.are concerned, you
have been verv fair and I appreciate it.

Chairman Dotoci.ac. On this note of personal. reconeiliation, let us
continue.

-Senator Proxmire. Let me add to the reconciliation that this Demo-
cratic Party of ours is a democracy. It has much diversification of
opinion. I happen to oppose the tax cut. You may not have been
able to tell by my questioning today.

Chairman Dorteras. I think that wasevident vesterday.

Senator Proxyiire. I am inclined to oppose it, but my mind is not
closed any more than (‘ongressman Curtis’.

Mr. Secretary. I would like to read from an article that appeared in
the Post this morning and got my adrenalin pumping. I would like
to indicate why T think it is unfair and I would like your comments:

Despite the grumbling, mutterings, and even screams of Capitol Hill about
fiscal irresponsibility, President Kennedy’s $13.5 billion tax cutting program faces
almost no organized opposition. But the opposition it does face is nonetheless
formidable even though scattered, inarticulate, and amorphous. This opposi-

tion rarely makes itself felt in systematic’ economie arguments. In general,
rather, it is sloganeering or throwback to old-fashioned Puritanism.
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This is-a news article; it is not an editorial. I would like to ask
if it is not perfectly logical -and proper for Members of Congress to
challenge tl!l)e tax cut which is in fact a drastic change in American
economic policy since it is being proposed in a period of relative
prosperity, a period in which we have a high deficit, a period in which
the President is going to ask for more spending and has told us so.
Should we not consider alternative methods of solving the unemploy-
ment problems, alternatives which it seems to me have signi{gcant
and substantial promise ¢

I am talking about the possibility of earlier retirement. I am talk-
ing about the possibility of increasing the school-leaving age, which I
admit has to be done on a local basis. I am talking also about the
possibility that organized labor has proli?sed, which you discussed
very ably in your paper, of a shorter workweek.

It seems to me these alternative possibilities should be considered
along with the possibility of a tax cut. Also the alternative, to which
T am not inclined, of increased Government spending.

I think you would find substantial economic support, intelligent and
thoughtful economic support, not based on sloganeering. That since
so much of our unemployment is a special problem with the three
12-percent categories you can rifle-shot it. Not a scatter-gun approach
of a broad, general tax cut, increasing all demand, but perhaps more
emphasis on seeing what we can do about our minorities and opening
jobs to them, seeing what we can do about more opportunities for our
young people. Also, more training for the unskilled.

What is the matter with that kind of an approach? Do you con-
sider this to be irresponsible sloganeering, or isn’t it sensible for
Members of the Congress to demand justification ?

Secretary Wirrz. Senator, it would be presumptuous of me to
answer a question as to the reasonableness of the exercise of any
congressional prerogative of that sort, and I decline to answer only
on the basis that I am sure I am not a proper judge of that.

Your question included also a point addressed to what we recognize
is a matter of very real concern and that has to do with the relationship
between what has been referred to as structural unemployment, which
would be susceptible to the approach of the Manpower Retraining
Development Act on the one hand and the broader problem of unem-
ployment on the other.

I can only say respecting the time limitations which are involved
here, that it seems to us that the answer to that is very clearly that
we have to take both approaches to this problem. We see it every day
in connection with tls)e administration of the programs which we
administer and in connection with the labor disputes which arise.

We think and feel very strongly that there are two things necessary.
One is the development of an invigorated demand in the economy and
the other is the development of 2 manpower program of the kind in
which we are all here interested.

As between the two, priority is, in our judgment, attached to the
first. But it is equally our view that both are absolutely essential.

Senator Proxumire. First on the structural aspect, I would agree
that you have to work on both fronts although I am not convinced yet
that the tax cut is the best way.

Secretary Wirrz. I understand.
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Senator Proxmire. It is certainly not the only way to increase de-
mand. On the structural approach, are you satisfied that the area
redevelopment bill which we passed, the public works bills which we
have passed, the provisions which we have for channeling some de-
fense contracts into the area of unemployment, are sufficiently forceful
to provide the answer here ?

What I am getting at here is, should we step up these programs,
give them more emphasis, expand them, to a greater extent than we
have today?

Secretary Wirtz. Are you talking about those parts of these pro-
grams which have to do with the stimulation of particular projects
or those parts of these programs which have to do with the training
orretraining? Iam not quite clear,

Senator Proxmire. I am talking about both. I am particularly
talking about the fact that we not only have the three categories you
talked about, of 12-percent unemployment. We also have area
problems.

Secretary Wirrz. That would be the fourth I would add.

Senator Proxmire. Pennsylvania, West Virginia, southern Illinoi
northern Wisconsin, and so forth. Those are a few tough spots. I
we could solve these specific problems, we would not have such serious
unemployment situations.

My question is: Should we look to area redevelopment with more
reliance than we have in the past? It seems to me this is a terribly
small program. It started off with $395 million. We may end up
with 'a,Eout a half billion dollar program this year.

In terms of the job it has to do, I am wondering if this is enough.

Secretary Wirrz. I would like to answer in terms of the training
and retraining parts of these programs which are within our particu-
lar competence and responsibility, and the answer is very clearly that
there is not enough of a program of this kind yet.

I should like to divide my answer into two parts. I think there has
been extraordinary, fantastic, unprecedented advance in the develop-
ment of this program in the last 2 years. We started with this, with
the area redevelopment program. This is a new program in America
today. But recognizing that advance, the situation is presently this:
The area redevelopment program has a training aspect to it which is
of limited numbers. The Manpower Development and Training Act
of 1962 provided for our training and retraining this year through
the State offices of 70,000 people. We will do that before the fiscal
year is completed. That 1962 act provides for the increase in that
number to 100,000 next year, eventually to 400,000 in the 3-year period
of the program.

We think that is probably an appropriate program andeerhaps
all that can be done in this particular area at this point. However,
we feel it essential to add to this same program, and it really is the
same program, the Youth Employment Act which is of a closely
related nature. I think it is probably true that with the Area Rede-
velopment Act, the Trade Expansion Act, which has limited training
and retraining features, with the present Manpower Development an
Training Act, assuming the appropriation for the next 2 years which
is provided in the original statute, and assuming the administration’s
Youth Employment Act, we will have taken gigantic strides in this
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direction and perhaps the:largest steps that we can.take in the period
at hand. ‘

Senator Proxaire. Now how about the placement of the retrained
people? Of course, I subseribe to'the whole thing. I think one of
the reasonsthis has worked so well in Milwaukee, as Congressman
Reuss said, is that it is run by people who understand the job situation,
top labor and industrial leaders. They have keyed the program to
the needs of the local industry. They know that loeal industry needs
a certain number of skilled people in categories, the Milwaukee voca-
tional schools train for it and zero in on it. They don't train people
so they can acquire a skill and go someplace and find a job, maybe.

Secretary Wirrz. I would be glad to answer that, but I have with
me the director of that office and perhaps you would prefer his
answer.

Dr. Wolfbein.

Mr. WorrseIN, As the Secretary indicated, we have a very small
number of alumni so far. So perhaps we should not generalize.
With that caveat, we have already, for these 1,800 alumni, placed
about 2 out of 3, which we think 1s an excellent record. since some
of these graduated just within the last few days.

Our placements have been best, as you might expect. in the situation
where you indicated, where you see a job right smack in a particular
company and you place the person. I would say. all in all, our experi-
ence is very satisfactory on the placement side. But I underscore the
fact, Senator, that you mentioned. That in this particular program
what you do is first find out where the jobs are at the local level.

Senator ProxMIre. I wonder if you gentlemen are in any position
to tell us the extent to which this problem could be solved by structural
measures of the kind you describe. Many of us feel that there are
jobs going begging, jobs that are never filled, simply because we don’t
have people trained to fill them. I think we may be able to solve a
part of our unemployment problem through training people to do the
kind of jobs for which people are not trained today.

To the extent that we can do this, it seems to me we would have
to have less of a deficit and less of a burden which many of us feel
we will have to otherwise carry in the future.

Secretary Wirrz. May T emphasize a point in Dr. Wolfbein’s state-
ment? It is not only that two out of three of these trainees will be
placed. It is in this period we have already placed two out of three.
In some cases they are only a few days out of training. I don’t want
any misunderstanding. This is simply the first interim result.

I can answer that question better than I can the second one. I
don’t believe there is any good basis for identifying specifically, or
really very meaningfully or precisely, the number, or the amount of
this job which we can accomplish through purely structural changes.
There are various mathematical ways of approaching that problem,
and frankly, I have experimented with most of them. They don’t
satisfy me. ‘The arithmetic becomes so complicated. I am notian
economist. . 1 must without that advantage or with thai advantage,
whichever it may be, fall back-—; . ',

h:Senator ProxMire: I hope we can get statistics that will help-us in
this. i : * '

Secretary Wirrz. Iwish we could.
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Senator Proxmire. It would be a very useful and helpful invest-
ment.

Secretary Wirrz. We have replied affirmatively with every other
request for statistics. But I would be less than frank with you if I
were to suggest that I have yet seen a reliable breakdown in terms of
the projection of the answer to the question of how much of this can
be done by an approach through a training program and how inuch
of it can be done by an approach through an invigoration of thé
economy and stimulation of demand. .

I have not satisfied myself on that. But I am dead clear on one
thing, and that is that both are absolutely essential. So the only
difficulty is in answering the division between the two.

Senator ProxMire. I will come to the demand side in a minute but
my timeisup. Iyield to Congressman Curtis.

Representative Curtis. I think it is true that if demand is up, the
other job is easier. If, on the other hand, the demand is really there
or could be there through purchasing power, you could increase pur-
chasing power as you suggest and it would not be beneficial in one of
the biggest areas of technological growth, the agricultural sector.
That is where we are gaining the most. That is why I worry about
the administration’s undue concentration on the demand side of this
problem and why I have tried to emphasize the other side, the struc-
tural or frictional one.

Although it is a difficult task to identify new skills T want to ask
how is this dictionary of skills coming along that you are updating?

Secretary Wirtz. The Dictionary of Occupational Titles. Is your
question as to when it will be released ?

Representative Curris. It is a continuing thing.

Secretary Wirtz. That is correct.

Representative Curris. You have had it. There was an exira effort
made to try to bring it up to date.

Secretary Wirtz. It is in a state of constant revision and updating.

Representative Curtis. How is it at this point? I think there has
been a neglect. I say that as one who might have to bear the politi-
cal consequences because the previous 8 years were under my admin-
istration.

Secretary Wirrz. Congressman, you well know how very grateful
we are in the administration of the manpower development training
and the employment security programs for the emphasis that you
place on this aspect of the problem, and for your suggesting even
such things as the desirability of being sure it 1s up to date.

I am completely sincere in saying that and with no qualification
at.all.

Representative Ctrris. You are very kind. T am only trying to
diginhere. Thisisjust a specific case. '

This gets into another area and I know it will embarrass you to
comment, but I want it on the record. One of the biggest. problems
we have is in the division of jurisdietion between the Labor Depart-
ment and the Department of Health, Education, and Welfare'in this
area.- HEW ‘has a Federal vocational education program and ‘you
have the apprenticeship training one. I have been very much con-
cerned about possible overlap here,; egpecially since many peoplé hive
been trained in skills already obsolete.
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In fact, I would like to see vocational education put under one roof
within the Labor Department. For example, one skill that is going
begging all over the country is tailoring. If you talk to any tailor-
ing company or go through the plants, and I have, you will find that
most of the tailors are immigrants. Not old immigrants, but young
immigrants.

When I asked high schools in my own community why they didn’t
teach tailoring in high school they admitted they never considered it.
Of course, that goes back to the community, but this is an example of
the need to identify the skills that are going begging and relating
them to vocational education.

As T understand the report that is coming to Congress in March
about manpower training, it is to be a combined report of HEW’s
phase of it as well asyours. Am Inot correct?

Mr. WorrseiN. The Secretary of Health, Education, and Welfare
will issue a report by March 1 and the Secretary of Labor will on the
operations of the act. This is in addition to the overall manpower
report.

presentative Curtis. Itisnot one single report.

Secretary Wirtz. It is a report by the President to the Congress re-
guired by statute and then there are these additional reports by the

ecretaries.

Representative Curris. The President’s report will be a coordina-
tion of the two, I presume ?

Secretar{l Wirrz. That is correct. But if your question implied,
as I thought it did at least at this point, any difficulty of working
relationships in connection with this program between HEW and
ourselves, it has been notably free of any friction of that kind at all.
In fact, I can’t think of a single instance in which I felt there was
any diminution in efficiency or economy of operation or effectiveness
as a result of division between the two Departments.

Representative Curtis. I am referring to the testimony before the
Labor and Education Committee in the House when we were con-
sidering the Manpower Training Act. It seems to me that this has
been a,%oasic roblem although% do understand that your personal
relationships Iixa,ve been good. It is the same problem you would
run into in any division of jurisdiction.

hI have several other areas for which I want statistics, if we have
them.

One way you measure a forward-moving economy is through in-
creased leisure time. A possible criteria of measurement would be
the establishment of benchmarks of hours per worker by year. Cer-
tainly the 40-hour week and increased vacation time are indicative
of real economic growth. These do not show up in gross national
product, but mean a great deal. Use of our leisure time is another
question. (See p. 221.)

If you could develop any meaningful trends in these areas, I would
like to see them., ILet me list them rather than comment, because you
may already have the figures.

The amount of on-job training and retraining that is already going
on.
Secretary Wirtz. The amount of off or on?
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Representative Curris. On-job training and retraining, and then
the off, if there has been any trend. I am sure there have been some
real increases here, but I don’t know whether we have statistics.

Secretary Wirrz. This would be hard to define. The amount of
on-the-job training figures are difficult for us to come by. But we
will do the best we can on that. That is because those are figures which
the private employer has.

Representative Curtis. That is right. It might be with one of the
institutions, McGraw-Hill or some other research group.

Secretary Wirrz. Our figures will be less complete on that.

Representative Curtris. The same thing is true of off-the-job adult
education. I separate that from vocational education of those enter-
ing the labor force for the first time. I am interested in those already
in the labor market who take adult education. This number has
grown by leaps and bounds and I would like to get some estimate of
its increase.

Secretary Wirtz. We will get that from HEW.

(The following was later secured for the record :)

In response to your questions (pp. 379-380) covering the extent of the training
in the United States, I should first like to emphasize that our present informa-
tion on this subject is inadequate. I am very happy that the Manpower Develop-
ment and Training Act of 1962 specifically charges the Department of Labor to
‘“appraise the adequacy of the Nation’s manpower development efforts * * *.”
In order to determine the extent of the country’s manpower development efforts,
the Depurtment is initiating studies which will enable us, for the first time, to
view the entire field of skills development in the United States.

On the bagis of the fragmentary information now available, we believe that
about 62 million Americans are receiving some kind of formal training each year.
Of this 62 million, over 55 million were enrolled in the Nation’s school systems.
In addition, a large number of employed workers are developing skills informally
on the job. It has been estimated that 6 young persons out of every 10 go from
secondary school directly to a job. Another two take some additional training
before entering the labor market. Two of the ten complete college or university
before starting their careers.

s Essentially, six major institutions carry on training activities in the United
tates.

The Nation’s schools are its primary training institutions. More than 55
million Americans, or 1 out of every 3 above the age of 5, are enrolled in a formal
program of instruction. The number of students enrolled in schools has been
increasing steadily over the years. This has resulted in a sharp rise in the edu-
cational achievement level of the population. In the 1962-63 school year almost
47 million youngsters were enrolled in regular day schools, kindergarten through
grade 12. Another 4.6 million were attending schools of higher education which
give degrees.

Also in the Nation’s schools are more than 3 million adults taking evening
classes offered by local public school systems and more than one-half @ million
enrolled in part-time programs offered by schools of higher education.

Federal-State programs of vocational education accounted for 1.7 million of
the daytime students, and over 2 million of the part-time students in 1961.

Private industry is probably the Nation’s second largest developer of skills.
Although the full extent of the contribution of private industry to training is
not known, a recent Department of Labor study indicates that about 2.6 million
workers are receiving formal training in programs both on and off the job. This
training is sponsored by more than 100,000 industrial establishments. This sur-
vey confirms earlier findings that the bulk of training is conducted in larger
industrial firms. One of the most important of these formal programs is appren-
ticeship, sponsored by management and unions to train workers for the craft
gkills, More than 155,000 workers were being trained in apprenticeship pro-
grams registered with the U.8. Department of Labor in 1962. A considerable
number of other workers were being trained in nonregistered programs.
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Formal training represents only a small part of the total training carried on in
industry. Informal on-the-job training is an extremely important training aspect
contributing to the skill level of the American labor force. Unfortunately, little
is known about the extent of informal training. The Department is now sponsor-
ing a survey of how workers acquire skill. This study is expected to supply in-
formation about informal on-the-job training.

The T.S. Department of Defense is clearly one of the largest, best equipped, and
one of the most important training institutions in the Nation. Many of the 12
million men and women who were in the Armed Forces during World War II re-
ceived training which has contributed to the Nation’s growth and development
in the postwar period. This contribution has never been fully assessed. We do
know that Armed Forces training has played an especially important role in pre-
paring workers for jobs in air transportation, electronics, and in other newly
developing technologies.

Since 1948, almost 6 million Americans have been drafted for military training.
This training has become increasingly technical as a result of the demands of a
modern army, including new weapons systems. A considerable amount of the
training -develops skills which can be used in civilian activities. In 1960, the
Armed Forces reported an cnrollment of 632,500 enlisted men and officers in edu-
cational programs while off duty. The total amount of Federal funds expended
for academic training of military personnel amounted to almost $50 million, of
which $7 million was spent in civilian institutions, including colleges, hospitals,
and industries. In fiscal 1962 the Department of Defense spent alinost $13 niillion
for training in non-Government facilities.
~ Correspondence schools which offer home study courses also play an important
role in developing the Nation’s skills. According to the National Home Study
Council, almost 2.3 million individuals were enrolled in correspondence courses
in 1960. Most, of these persons were taking occupationally related courses. .

Almost .all civilian Government agencies conduct or sponsor programs of
training.

Some of these programs are carried on for particular groups in the United
States. The Office of Vocational Rehabilitation helped return some 102.000 handi-
capped persons to employment in 1962. Approximately one-third of these indi-
viduals received some type of occupational training during the process of
rehabilitation.

Federal correctional institutions train approximately 12.000 prisoners yearly.
and State prison systems, it is estimated, train almost twice as many. The Vet-
erans’ Administration provided on-job and on-farm training for some 36.000
eligible veterans in fiscal year 1960. The Bureau of Indian Affairs trained some
600 youths and 1,200 adults in vocational programs during 1960.

Other programs sponsored by Government agencies are directed toward up-
grading skills of Government employees. Among these are the management in-
tern programs, refresher courses for secretaries, and the great variety of other
specialized programs. In addition, civilian agencies of the Federal Government
spent $5.7 million for training in nongovernmental facilities in fiscal year 1962.

National data are not available on the training activities of private. social
service organizations. Nevertheless. the contribution of these organzations is,
in the aggregate, substantial as well as strategic. For example, Goodwill In-
dustries, which has probably the largest network of sheltered workshops, pro-
vided training and work for an estimated 35,000 disadvantaged persons during
1960.  Another organization, the American Federation for the Blind, reported
serving over 70,000 persons through 400 agencies, with approximately one-fourth
of them earrying on vocational training programs.

A recent.directory lists 104 national, nonsectarian agencies which provide
either direet services or indirect support to the handicapped. About one-third
of them have regional, State. or local affiliates.

.There:is na question that the Nation’s training activities are expanding. Where
we:have: information on. enrollments and expenditures. all signs point to in-
creased;training -in all: of the six major-training institutions. Enrollments in
the: Natioh’s schools have increased -sharply over. the last decade. Industrial
training,, according to observers, i3 increasing rapidly -with new: classrooms
opening each year-in -the factories and in the stores. . Defense expenditures for
all acgdemic;fraining have more than doubled:since 1950: . Correspondence school
enrollments. have:grown. by 800,000 yearly in Tecent years. Nondefense :Federal
financial expenditures. for education rose by more than 50 percent between 1953
and 1959. Private social service organizations, according to scattered informa-
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tion, also are increasing their services to the speeial groups of citizens who are
in need of training.

The inereased amount of training does not offset the need for Federal train-
ing and retraining programs. These programs, such as those offered under the
Manpower Development and Training Aet and the Area Redevelopment .Act,
extend the opportunity for training to persons who otherwise might not be
trained in the programs referred to above. The Manpower Act specifically aims
at achieving a better matching between men and jobs. The labor market orien-
tation of this program represents a new and necessary dimension to training.

Representative Cvrris, I guess they would have it. but won't vou
have some? I would rvegard union activities in the apprenticeship
training programs as adult education.

The last area on this is statistics relating to the impact of improved
health. “That is what I eall it. In other words, I amn inquiring about
the amount of rime on the job or, turning it around the other way,
the loss of hours through sickness and acecident. Again, these would
be trends that I am interested in.

Secretary Wirrz. Would the absenteeism figures cover that? It is
hard for us to know why a person is off the job. We do have the
figures for absentecism,

Representative Curris, I know. What T am trving to do is relate
it to the tremendously improved health of our soc wl\ which has cut
down the incidence of loss of work for health reasons. Maybe HEW
is the Department to ask. The accident rate I think vou do have.

There are three reasons for absenteeismi: one is health, the second
is accident, and the third is unknown. The two I am concerned about
would be the health and the accident factors. (See p.221.)

I think my time is probably up and I will get to ask my final ques-
tions later.

Chairman Dovanas. You have another minute.

Representative Crrris. Do I, really? Maybe I can complete it
here, then.

There are three areas of reform that I am very anxious to promote.
I am doing a little lobbying here now. I have introduced bills for
those reforms in the past. First, under our present tax laws a work-
er’s home is where his job is. That has a very deleterious impact on
labor mobility in two ways. This came to my attention through the
McDonnell Aircraft case when highly skilled employees were sent to
Alamogordo, N. Mex., to follow the missile industry. They were on a
per diem wage hecause they were away from home. After they lnd
been there a wlul(\ the Internal Revenue Service said this wage v
added pay, not per diem on the basis that your residence is where your
job is. These people owned their own homes and had children in
school in their home communities. They had to commute back and
forth. This had a bad effect on labor mobility and an impact on de-
fense. This is really a serious problem.

A second example can be seen in the Chrysler move from Evansville,
Ind,, to St. Louis. A lot of these workers could not sell their homes
1'1<r11t away. They had to commute back and forth. Thev could not
deduct. the maintenance of two residences as a cost because your resi-
dence is where your job is. Asa Congressman I can claim this expense.
I maintain two residences and T am pelmltted to deduct the cost.

Secretary Wirtz. The new tax bill has'a new provision in it for i in-
cne(wed recognition of moving expenses,
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Representative Curris. T know they recognize moving expenses,
but look what the Internal Revenue Service did the other day. They
imputed part of the cost that the employer gave to a man for moving
expenses as his income. It is obvious that today most workers own
their own homes. Their residence is where their home is and not
where their job might me. This is a real impediment to labor mobility.

‘We have a similar impediment in the area of upgrading skills. This
process of matching jobs is not an easy one. You cannot take the
unemployed, since they are usually unskilled, and match them with
these highly skilled jobs that are going begging. It is more a process
of taking a fellow with a job who will study, and upgrading his skill
to a new level. Thus, his job is vacant for someone]iess skilled, often
someone currently unemployed. Yet our tax laws say that if a person
attends night school, and upgrades his skills, he cannot claim it as a
tax deduction. I was made aware of the problem when a teacher asked
me why she couldn’t deduct attendance at summer school as a busi-
ness expense. I said she could, but I was proven wrong. The prin-
cipal could tell her, “You will be fired if you don’t go to summer
school,” and she could deduct it. But, if she was doing it willingly, she
couldn’t claim it. I was able to persuade the Internal Revenue Serv-
ice to consider teachers and the deduction was provided.

This deduction should apply across the board in our dynamic econ-
omy. Iam lobbying to get thatonenow.

The third problem is to obtain help on unemployment insurance,
so that we could reorient it toward retraining. I am happy that 20
States have now turned it around and, in effect, say that if a fellow
doesn’t retrain he might lose his unemployment insurance. But surely
we shouldn’t make him lose his unemployment insurance if he does
retrain. I think we can do more to our unemployment insurance law
to further facilitate this retraining process.

I suggest use of the experience rating. This gives credit to the
companies who, knowing they are going to have to lay off certain
people in 6 months, engage in retraining for a skill that perhaps they
can’t use, but could be used elsewhere. gfhat is my lobbying.

Secretary Wirrz. On the last point, we are actively in support of
that same position and will continue to do everything we can to meet
that problem. I will take up with Mr. Caplin or the appropriate
authority the other point which you raise with respect to the expenses.

Representative Courtis. There are two: labor mobility and upgrad-
ing of skills.

Secretary Wirrz. Yes.

Mr. Chairman, I hope there will be an appropriate time for entering
into the record, and I hope without offense to Congressman Curtis,
one paragraph from the report of the Council of Economic Advisers.

Representative Curtis. If I can have it open for rebuttal.

Chairman Dovuaras. I take it, it is on page 42¢

Secretary Wirrz. Page 42, the third complete paragraph ¢

Representative Curris. May I have it open for rebuttal? I will put
in the inserts.

Secretary Wirtz. May I inquire of the chairman whether it is con-
?listent gwith his conduct of this meeting in view of his request that I

o this?

Representative Curris. The only rebuttal I want is to insert other

quotations from the Economic Report.
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Secretary Wirtz. Then, from my standpoint, I am inclined to let the
record stand as it is.

Chairman Doueras. Thank you, i

Secretary Wirtz. I need not add it is only in the interest of the
record.

Chairman Doucras. I notice a natural tendency of the loyal olllJpo-
sition both outside and inside the Democratic Party to lay emphasis
on structural unemployment, and to imply that if various impediments
to transfer of labor, such as lack of skill, moving difficulties, and the
rest, were removed, that unemployment itself would vanish. Now
I would like to ask if the jobs are not there, to what types of em-
ployment will these people go ¢

Syecretary Wirrz. The act requires that we not establish the train-
ing program unless there is a reasonable possibility of employment.
I have forgotten the precise form. We have not reached that problem
yet in connection with these first 500 projects. But we see ahead of
us as a very real limiting factor the almost certain prospect that we
will not be able to offer that degree of assurance which the act re-

uires.
1 Chairman Doueras. There are openings, of course, for women in
the field of nursing and stenographic help, openings for men as auto
mechanics and certain other lines. But if there is a large percentage
of unemployment caused by “a shortage in total aggregate money de-
mand,” the removal of these structural difficulties will not solve any
large portion of the problem ; isn’t that true?

Secretary Wirrz. I think it is both. It is perfectly true in those
areas in which this is an acute problem—I am not speaking of the
economy as a whole—it seems to be a problem of having both a flat
tire and being out of gas and we are trying to do both things. We
are trying to remedy both problems.

Chairman Doueras. Let us go into this question of an alleged short-
age in aggregate demand. I was remarking yesterday in questioning
the Director of the Budget that I think this 1s equivalent to saying that
the sum total of price tags on goods produced or which could be pro-
duced with substantially full employment is in excess of the sum total
of monetary purchasing power 1n the pockets of consumers. If this
is so, then there are two basic remedies. One is to reduce prices to the
level of monetary purchasing power. The other is to pump up mone-
tary purchasing power to the Ii)evel of prices. Theoretically, I would
favor the former policy.

But what do you think about the time which would be required and
the prospects of success of carrying out this policy of reducing prices
to the level of monetary purchasing power. You are an experienced
lawyer. You made a fine reputation and very comfortable living in
Chicago as a corporation lawyer. Do you think a vigorous enforce-
ment of the antitrust laws would result 1n a speedy reduction in prices
and would result in harmony with the business community ¢

Secretary Wirrz. I think the largest interests of this committee are
served when I say to you frankly that I feel I am over my depth, and
I don’t know the answer to the question you have asked. I don’t thor-
oughly understand it. The last part of the question was with respect
to the results of a vigorous enforcement of the antitrust laws.

. Cilairman Doveras. With the aim of reducing prices to competitive
evels.
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Secretary Wirrz. And the question specifically was whether I would
feel there 1s a prospect or sufficient prospect of that being effective to
meet the problem that we have before us?

Chairman Doueras. That is correct.

Secretary Wirrz. I would hope it was appropriate to defer to other
departments of Government the answer to the question as to how
much prospect there is of effective relief in that direction. I don’t
mean for a moment to suggest an unfamiliarity with the field. The
whole administered price problem and so on and so forth. But I
really think it is in the interests of the committee if I profess incom-
plete knowledge of how far that would be effective. I don’t think it
will do the whole job or we wouldn’t be urging these other things.
But I don’t want to pretend to you that I can translate into any kind
of specific figures the effectiveness of that program.

Chairman DovueLas. It so happens that a third of a century ago
I wrote an article proving that under a competitive economic system
you would not have what was termed technological unemployment,
namely, that improvements in productivity would translate themselves
into reductions in unit labor costs per hour if not accompanied with
increases in wages, and that under a competitive system this should
result in a lowering of prices and an increase in quantities demanded.

In the industries where the elasticity of demand was greater than
unity, this would result, as my confrere said, in an increase in employ-
ment. In industries with elasticity less than unity, it would result in
diminution. But the average elasticity for the economy as a whole is
equal to unity, and therefore for the economy as a whole there would
be reabsorption. I think I demonstrated that perfectly, if we had a
competitive economic system. But we know we don’t have a competi-
tive economic system.

A former colleague of mine at Chicago has written a very able book
called “Capitalism and Freedom.” If we had a perfectly competi-
tive system most of the consequences which he describes would be true.
We know we don’t have it.

Do you want to turn to the question of pumping up purchasing
power to the level of prices? We had some exercises on Monday in
working out the probable numerical magnitude of the so-called multi-
plier. T wonder if your advisers down at the Department of Labor
have worked on that question ¢

Secretary Wirtz. We have gone over the fullest record we have of
Monday’s testimony and kpow the colloquy to which you refer. So
far as I can tell, not on the basis of just general suggestion, but on the
basis of reviewing that testimony, the position which Dr. Heller took
wcl)Iuld, be in every respect the position which I would be inclined to
take.

Chairman Doueras. As a matter of fact, he took a much more con-
servative position than I took. I think he would only claim a multi-
plier of 2-plus, with plus an unknown magnitude from the investment
accelerating factor. We made a rough estimate of the accelerator
factor and we came out with a multiplier of from 3 to 4.

I would like to point out that if you do have a multiplier of 4 and.
an $8 billion tax cut produces a $32 billion increase in the gross na-
tional product, that this will mean greater tax revenues at the reduced
rates in the second year of not far from $6 billion. And the net loss
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in revenue is therefore only $2 billion. It will probably create an
increase in employment of somewhere around 2 million.

I wish we could get some informed discussion on the magnitude
of this multiplier, because this is crucial. If the multiplier is only
2, and you get an increase in gross national product of only $16
billion, then the increase in net governmental revenue is only a little
over $3 billion, and you lose close to $5 billion in revenues from a
total of an $8 billion cut, and your reemployment is much nearer 1
million than 2 million. T wish we would grapple with this question
of the multiplier. Very frankly, one of our difficulties in this whole
matter which Congresswoman Griffiths referred to yesterday in her
most witty and penetrating examination is that while the theory of
the multiplier has permeated the ranks of the economists in the last
30 years, 1t has not permeated the mind of the general public. Even
among the economists, the multiplier has been used as an offset to
recessions, not as a stimulus to retarded growth.

You have a great deal of ability, Mr. Wirtz, yourself, and you
have surroundeg yourself with able men both to your left and right
down in the Department. I wish they would work on the quanti-
tative magnitude of the multiplier combined with the accelerator
principle.

People laugh at this and say these are extravagant terms, but. I
would like to remind them that the atomic bomb was worked out with
mathematical values, and if the theoretical work which Einstein
started and which Fermi and the others carried out had not been
previously done we never would have had the atomic bomb.

Now we are engaged in a great experiment to help mankind. Many
people regard it as dangerous as the one which was carried out in
our home city. It is important that we know what we are talking
about. So I am going to urge you to get your experts to work on
the multiplier and accelerator and translate it into increased employ-
ment.

I have taken up my 10 minutes, and I will yield to Senator
Proxmire.

Senator Proxmire. I want to get on this demand situation which
is much the most fascinating part of our discussion, but I do want
to zﬁk about a couple of specific details on the Labor Department
itself.

To what extent do labor bottlenecks stem recovery, assuming that
the tax cut would stimulate the economy and would provide increased
employment? Would labor bottlenecks, lack of training, force pres-
sure on prices and wages to such an extent that we would suffer infla-
tion before we achieved the 4-percent or the 3-percent level of
unemployment ?

Secretary Wirrz. It is not a quick or political answer. It is a
considered and responsible answer to the limits of our fullest con-
sideration of that problem. The answer is “No”; there will not be,
assuming effective administration of the training and development
program, assuming the exercise of responsibility all the way along.
We think that aspect of the problem can be met so that there will be
neither. a seriously limiting factor resulting from lack of sufficient.
trained manpower, nor any inflationary pressures which will present
serious problems,
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Senator Proxmire. Is this true with regard to services?

Secretary Wirrz. I was just going to say the answer is clearer in
some areas than with respect to others. Just by illustration, we face
the clear realization that there will be, in the construction industry,
serious shortages of skilled journeymen unless we increase, very
rapidly, the amount of training which goes on fairly fast. There
will be other particular situations where we will feel an acute concern,

Senator Proxmme. How about the terrific expansion of the space
program and the great need for technicians in this area as well as
professionals?

Secretary Wirtz. My latest advice is that the most serious shortage
is the semitechnical level. May I inquire of Dr. Wolfbein as to
whether there is an identifiable shortage there ¢

Mr. WorrpeIN. Yes. This will be detailed in the manpower report.

Senator Proxmire. The same thing would apply to health?

Mr. WorrsriN. Health, teaching.

Senator Proxmire. Education?

Secretary Wirrz. Those are the principal areas.

Senator Proxmire. You think that these would not interfere with
the overall economic objectives? That is, you feel that you would
be able to reduce unemployment to the goal level and below it, which
we all want to do, to 3 or even less percent, before we get into serious
inflationary problems?

Secretary Wirrz. Yes, sir.

Senator ProxmIre. As far as labor is concerned ¢

Secretary Wirrz. Yes, sir.

Senator Proxmire. That answers the second question which was
to what extent are your training programs, with their present scope,
likely to solve this problem. You say the scope is adequate, and you
think you can do it.

Secretary Wirrz. Yes,

Senator ProxmIire. From the papers I read, I think we have been
subjected to a big brainwash on this tax-reduction theory. I think
that this is most unprecedented. I challenge you or anyone else to
give me an instance where the President of the United States has ever
asked for a tax cut at a time when we have a big deficit. He is increas-
ing spending when the country is moving ahead, and when the pro-

osed deficit will be even bigger. We have had nine tax cuts in the
Fa,st 40 years. After two of them, business remained about the same.
After four of them, I understand business improved over what it had
been. After three of them, business declined.

After the 1954 tax cut, for example, the business improved. After
the 1948 tax cut, it declined. On the basis of this uncertain record, and
on the basis of the lack of precedent for a tax cut under these circum-
stances, I am wondering why we shouldn’t give greater consideration
to such alternatives as interest rate stimulation.

The distinguished chairman of this committee, the only professional
economist in the Senate, has just told us that, in his judgment, it is
a matter of getting adequate monetary purchasing power in the hands
of the public. Isn’t it perfectly possible that we could provide this
adequate monetary purchasing power by increasing the money supply
moderately, bringing down the interest rate? In the construction
industry this would help far more than a tax cut. A man ends up
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with a tax cut, as we pointed out the other day, as the President
proposed, with $3 or $4 more every 2 weeks, maybe $5 or $6 more
every 2 weeks, in his pocket. If interest rates, the biggest sin%Ie cost
in the construction of a home, are cut, wouldn’t it help more? One
of the costs in purchasing an automobile is interest. With interest
rate reduction tl})lere would be far more incentive to building homes
which really put people to work, to buy automobiles which put people
to work, rather than the kind of tax cut we are talking about which
may or may not have a direct stimulating effect.

I doubt if many people would buy a home if they found $4 or $5
a week more in their pocket.

My question is, Would you feel that monetary stimulation offers
a possible alternative 2

Secretary Wirrz. Senator, it is hard for me to answer. I have
come here with a presentation of what seemed to me as the result of
the most serious, responsible consideration I can afford a picture of
this situation as far as its manpower aspects are concerned. There
was no thoulght of brainwashing anybody.

Senator ProxMIRe. I am not saying the administration has brain-
washed anyone. Of course, the administration in a free society could
not if it wanted to do so. I am simply saying that most of the
commentators I read, the newspapers I read, the editorials I read,
in the newspapers I get, are on one side and the argument they make
is that the only people who oppose the tax cut are idiots, who are
mouthing slogans and don’t understand what the score is.

That was the brainwashing I was talking about. The President
has every right and a duty to fight for his view;l)oin-t as powerfully
as he can. He is doing a good job of it. I would not criticize him
or you for being a polemicist. Itisyour job.

ecretary Wirrz. Perhaps I can lighten the moment by referrin
to something I just saw last night: Anybody who tries to brainwas
me is involved in a job of a light rinse.

On the point og whether there could be an approach by the ad-
ministration of different monetary policies which would be more ef-
fective than the tax reduction approach, I again am not qualified
on that point. I don’t know. 1 respect any variety of judgment
in that field. I have tried to stay within the competence of my of-
ficial responsibility, and that includes not only the development of the
details of the problem but also responsible consideration of what
to do about it. .

I must say that in my most honest conviction the tax reduction is
the most direct, most immediate, most equitable, most effective ap-
proach to the stimulation of the demand which seems to me imperative
1f we are to put the full manpower resources of the country to work.
I think we sometimes make a mistake when we talk about the man-
power problem in terms of unemployment, or when we talk about it
as a manpower problem at all. I thought we would perhaps do much
better if we started from the unmet needs of this country as a whole
and worked back from that. )

There is not anything very constructive I guess in this particular
approach at the moment, yet it bears on your question and on the
relevance of increasing demand and so forth. I realize that if we
decide, not overnight but in a year or two, to do the things both in the

93762--63—pt. 1—15
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private sector and in the public sector which we need so much to do
to meet the demands which we need to meet to pull up the 30 million
people, the purchasing power of the 30 million people who are today
living in this country at almost marginal levels, to build the schools
we need, the roads, the parks, the water supply system which only the
League of Women Voters seems to be very much concerned about, if
we started from that standpoint and decided to do those things which
we need so much to do, we would have a manpower shortage in this
country.

It is from that conviction and no more lightly that I answer your
question that the tax reduction approach does seem to me within the
limits of my understanding of those things right because it is directed
at the demand, the increasing of the demand, which seems to me iden-
tifiable with what ought to be the right approach to this manpower
problem. But I cannot answer more expertly than that.

Senator ProxmIre. I think that is a very impressive answer. My
reaction, however, is this: The matter of meeting that need is a matter
of time and a matter of disposition on the part of consumers, espe-
cially when you are relying on a tax cut. It is something we proceed
gradually on. We have solved this problem of utilizing manpower
over the years in a sensible way. We could still have the 60- or 70-
hour week. We could still have no social security and no retiring at
65. We could still have most children leaving school at 14. We don’t
have. We have reduced the potential work force in all these areas.

Therefore, it seems to me we might give some attention before
abandoning the fundamental Puritan ethic, which is pretty good ethic,
of relying on balanced budgets in prosperity and unbalanced budgets
in periods of recession. We ou%ht to give some consideration to the
possibility of solving this problem, No. 1, by earlier retirement.
There is nothing sacred about 65. A whale of a lot of people would
like to retire at 60; of raising the school age limit. I introduced a
resolution 2 days ago in the Congress to increase it to 17 uniformly,
appealing to school boards all over the country to do it.

We can do far more to promote economic growth by relying as
much as we can on the traditional method of governmental stimula-
tion in free societies, a method we have used repeatedly in this coun-
try of increasing our money supplY. )

The only other question 1 would like to leave, because my time is
up, is when you come in with these very persuasive estimates which
you as a Secretary of Labor and highly able and responsible man on
the effect of the tax cut in stimulating employment, I hope you will
specify very clearly so that it can be underlined that these are based
on assumptions that may not work out. The fact is that if we have
an increase in the propensity to save from 6 percent to 8 percent as a
result of this tax cut, we could wipe out the whole effect of the tax
cut and this is well within the areas that have been given to us by the
Council of Economic Advisers.

So if the consumer spends 92 percent of his income instead of 94
and continues to do that because he has a little more and his spending
does not grow, then there is no stimulation at all. If, furthermore,
we get action on the part of the monetary authority to stem inflation
by selling bonds to the public, that combined with the attitude toward
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the tax cut might very well result in savings that would wipe out the
whole thing.

So I would stress that when you come in with these estimates, spell
out that these are based on assumptions, that there is no economic
exgerlence of having this kind of a tax cut under these conditions.

ecretary Wirtz. I am grateful for the suggestion. I mean that
sincerely. I think it is Ver{r important that we not pretend to know
more about the certain app. lcatlons of these things than we actually

know and we will respect that.
Chairman Doueras. Thank you very much, Mr. Wirtz. Your testi-

mony has been very mterestlng
e will recess until 2:30 this afternoan when ‘Secretary Hodges

will be the witness.

Secretary Wirtz. Thank you very much, Mr. Chairman and gentle-
men of the committee. ,

(The following was subsequently received for the record:)

U.S. DEPARTMENT OF LABOR,
OFFICE OF THE SECRETARY,
Washington, February 8, 1963.
Mr. JoEN STARK,
Clerk, Joint Bconomic Committee,
Washington, D.C.

DeArR Me. STARK : Following are further data in response to inquines raised
by Congressman Curtis at the hearings on January 30.

Work injuries—As the enclosed chart 1 shows, work-m;lury rates have been
reduced from the high wartime rates and now are well below prewar levels.
Employment in 1961 was up 42 percent above the 1940 average, but total disabling
injuries were up only 6 percent, as shown in chart 2.

Absenteeism due to illness.—Statistics do not seem to show a downtrend in
absenteeism to correspond with improvements in health. The rate of absence
from work (of 1 week or more) because of illness was the same in 1960 as in
1948. (See enclosed table.) It is possible that the effects of generally im-
proved health have been offset to some extent by the rising average age of the
labor force, and by the increasing degree to which health insurance and medical
services are available.

Leisure time.—Enclosed is a report from the Monthly Labor Review, March
1962, entitled “Recent Growth of Paid Leisure for U.S. Workers,” by Peter
Henle. The section headed “How Much More Leisure?” beginning on page 255,
indicates that in two decades there has been an increase of 155 hours of leisure
time per full-time employed person per year.

Sincerely,
STaANLEY H. RUTTENBERG,
Special Assistant.
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INJURY-FREQUENCY RATES IN MANUFACTURING
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Employed civilians absent from work on an average day, owing to illness

Duration of absence

Year Number (thousands) Percent

Total |Less than 1{1 workweek| Total |Less than 1
workweek | or more workweek | or more

ﬁ
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Source: Health, Education, and Welfare Indicators, December 1962. Based on U.S. Department of
Labor, Bureau of Labor Statistics, Employment and Earnings.

[Reprinted from the Monthly Labor Review, March 1962}
RECENT GROWTH OF PAID LEISURE FoR U.S. WORKERS

(By Peter Henle?)

Traditionally, the American economy has been oriented more toward work
than leisure. American habits of living and American cultural standards have
tended to emphasize the virtues of work and the vices of idleness. Of course, in
the Nation’s earlier years, there was litle choice; only through constant toil
could the early settlers provide for themselves and their families. Long working
hours were the accepted practice for the early industrial enterprises as well.

Gradually, a productive economy and a changing climate of public opinion
amde possible more leisure time. One of the primary goals of early union activity
was a shorter workday and workweek. The value of rest away from work and
the adverse effects on health of long hours became recognized. The accepted
standard for hours of work declined slowly, through voluntary action by em-
ployers, collective bargaining, and State and Federal legislation. The 12-hour
day gave way to the 10- and then the 8-hour standard, and eventually the 40-hour,
5-day week became the norm. A more recent development has been the emphasis
on other forms of leisure—the paid vacation and the paid holiday. Before
‘World War II, these were quite limited for hourly paid workers, although many
salaried workers had been receiving this type of benefit.

Increased leisure has also been a byproduct of various shifts within the
economy. The decline in employment in agriculture and small retail stores, both
of which traditionally have involved long hours, has meant an automatic drop
in average working hours.

This growth of leisure time has played a major role in shifting the patterns
of family living and in stimulating more widespread travel, sports, and recreation
activity throughout the country. Much of the output of the American economy
now consists of end products for leisure-time use or consumption. For example,
while the gross national product grew by 14 percent between 1957 and 1960, con-
sumer expenditures for foreign travel were up 34 percent; books and maps, 28
percent ; theater and opera, 26 percent ; and commercial participant amusements
(such as bowling), 30 percent.

The purpose of this article is to bring together statistics which the Bureau of
Labor Statistics has compiled from time to time on various aspeots of leisure
time, primarily hours of work, paid vacations, and paid holidays. It also
attempts, for the first time, to measure changes in the average worker’s avail-
able leisure time in the 20 years 1940-60. In doing so, leisure time is not defined

1 Special Assistant to the Commissioner, Bureau of Labor Statistics.
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simply as time away from work because, in an economic sense, leisure has little
meaning unless it represents paid time taken voluntarily. The individual con-
cerned has to be assured that he can spend time away from work without sacrific-
ing living standards for himself and his family. It is in this sense that leisure
time is used in this article.

HOURS OF WORK

Hours of work have been declining for over a century.® The most marked
reductions occurred between 1900 and 1930, when average weekly hours dropped
from about 67 to 55 in agriculture and from 56 to 43 for nonagricultural workers.

During the depression of the 1930’s, working hours were further reduced, but
by necessity rather than choice. Most of the industry codes promulgated under
the National Industrial Recovery Act between 1933 and 1935 included provisions
limiting the workweek to 40 hours (in some cases, 35) in an effort to stimulate
greater employment. The enactment of the Fair Labor Standards Act in 1938
represented legislative decision that 40 hours a week constifuted a desirable
standard, with certain exceptions, for workers in interstate commerce. Work
after 40 hours was not prohibited, but was made expensive to schedule by requir-
ing that such hours be paid for at the penalty rate of time and one-half. The
new standard was introduced gradually, beginning with 44 hours for the first
year of the new law. The 40-hour standard became effective in October 1940,
and at that time, workweeks exceeding this standard were found almost
exclusively in industry groups either partially or wholly exempt from the Fair
Labor Standards Act—retail trade and class I railroads, for example.

The most significant change since 1940 has been the more widespread adoption
of the 40-hour week. Far more workers have seen their hours shortened to 40
than reduced below this level. While there have been some reductions of work
schedules below 40 hours, these have taken place only in a few industries, largely
those in which unions have made shorter hours a primary objective in collective
bargaining. In effect, the standard set in the Fair Labor Standards Act for
firms in interstate commerce had, by 1960, been extended to the vast majority
of nonfarm wage and salary workers.?

These are conclusions reached after an examination of available BLS data
on hours of work during the period 1940-60. Three types of data have been
involved in this examination:

1. Hours worked by individuals in the labor force as reported by a sample
of the Nation’s households and published in the Monthly Report on the Labor
Force. (Data for periods prior to July 1959 were published by the Bureau of
the Census.)

2. Scheduled hours of work as reported by employers in response to surveys of
wage rates covering wage and salary workers in particular localities and
industries.

3. Straight-time hours as reported by labor unions in four industries in which
the Bureau conducts surveys of union scale wage rates.

The basic figures for average hours worked are shown in table 1 for May of
1948, 1956, and 1960 for the various classes of workers in the economy. (Com-
parable data for earlier years are not available.) These months were chosen
because they represent months of generally high economic activity. By choosing
the same month of each year, problems of seasonal adjustment were avoided.

These figures make it clear that hours are still longer in agricultural than in
nonagricultural pursuits. Moreover, those who sét their own hours, the self-
employed, work longer hours than those whose hours are set by their employer
or through collective bargaining.

Between 1948 and 1960, average weekly hours worked by all employed persons
declined by 2.6 hours, or 6 percent. However, since part-time workers have been
forming a considerably higher portion of the labor force, the figures for all
workers exaggerate the trend toward a shorter workweek. In 1960, almost 6
million workers voluntarily were working at jobs of less than 385 hours a week.*

2 “The Workweek in American Industry, 1850-1956,” Monthly Labor Review, January

1958, pp. 23-29.
8 A 1961 amendment to the Fair Labor Standards Act extended coverage to about 3.6

million workers, most of whom are in retail, service, and construction industries. Be-
ginning Sept. 8, 1963, most newly covered workers must be paid overtime after 44 hours,

1 year later, after 42 hours, and in 19635, after 40 hours.
4“Labor Force and Employment in 1960,” Monthly Labor Review, April 1961, pp.

344-354.
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The decline for full-time workers was only 1.8 hours, or 2.8 percent. The drop
in working hours for fuli-time workers was guite marked in agriculture; in fact,
several times the decline for nonagricultural workers. On the other hand, there
was no decline for full-time self-employed persons in nonagricultural industries.

TaBLE 1.—Average weekly hours worked by persons at work, 198, 1956, and 1960

All workers Full-time workers !
Class of worker _

May May May May May May

1948 1956 1960 1948 1956 1960
Total at work. 43.4 41.6 40.8 46.8 46.0 45.5
Agriculture 82.5 49.6 48.0 58.3 56.4 55.5
‘Wage and salary workers...___.____.. 49.4 42.8 43.3 56.9 53.5 52.3
Self-employed workers.....__ 57.9 58.7 56.5 59.6 59.2 58.6
Unpaid family workers. 39.4 35.8 35.4 54.0 49.3 49.4
Nonagricultural industries......_._.______ 41.9 40.7 40.1 45.2 4.8 4.6
‘Wage and salary workers._ 41.1 39.3 4.2 43.8 43.7
Private employers. ... ... 41.1 @ 39.1 4.3 (2) 43.8
Government 41.3 @ 40.3 43.1 @ 43.1
Self-employed workers. ... ... ._. 47.9 49.1 47.1 52.7 53.1 52.7
Unpaid family workers._______.___.._ 39.4 39.4 40.0 50.1 50.2 49.4

1 Persons who worked 35 hours or more during the survey week.
2 Not available.

The distribution of full-time wage and salary workers by hours worked in
table 2 confirms the continuing slow decline in the average workweek. Yet for
most workers there has been little, if any, change in working hours. The
majority of nonfarm workers were on a 40-hour workweek in 1948 and have
remained so. By 1960, those working fewer than 40 hours had increased from
5 to 8 percent of all full-time nonagricultural wage and salary workers. Each
of the industry divisions also showed an increase in the proportion of those
with workweeks of less than 40 hours. However, only in nondurable manu-
factures and the service, finance, insurance, and real estate division was this
proportion higher than 10 percent.

More significant perhaps was the drop in the proportion of those working
more than 40 hours, from 43 percent in 1948 to 33 percent in 1960. The drop
was sharpest for agriculture, where the proportion working 48 or more hours
declined from 81 to 60 percent. In manufacturing, where the 40-hour week was
standard by 1940, the decline was slight; but in mining, transportation, trade,
and services, the continuing shift toward the 40-hour week was quite marked.

These figures, of course, represent hours actually worked, as reported by a
member of the households included in the survey. An individual working
longer than 40 hours may be doing so because he has been assigned overtime
work, because those are his regular hours, or because he has more than one job.
(In December 1960, 3 million workers held more than 1 job®) Similarly, a
person working 385 to 89 hours may have a work schedule calling for those hours,
may have begun or quit a job during the survey week, or may have missed cer-
tain scheduled hours for such reasons as illness, bad weather, or cutbacks in
production. However, the years selected were years of relatively high economic
activity, so that differences in the amount of both overtime and short time
would be slight. In any case, the definition of full-time workers as those work-
ing 385 hours or more would exclude most short-time workers. Moreover, the
proportion of multiple jobholders has not changed significantly.® Consequently,
there is little doubt that the 194860 decline in hours worked reflected, for
the most part, changes in scheduled hours.

5 “Multiple Jobholders in December 1960,” Monthly Labor Review, October 1961, pp.
109%113373.

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



ECONOMIC REPORT OF THE PRESIDENT 227

TABLE 2.—Full-time wage and salary workers, by hours of work during the
survey week and industry, May of 1948, 1952, 1956, and 1960

[Percent distribution]
Total, | 35to39 4] to 47 | 48 hours
May of— 35 hours | hours | 40 hours | hours | or more
or more
AGRICULTURE
1048__ 100.0 3.6 10.7 5.2 80.5
1952. . 100.0 6.2 14.0 7.4 72.4
1956 . 100.0 7.9 13.6 10.7 67.8
1960. . 100.0 6.2 18.2 15.9 59.7
NONAGRICULTURAL INDUSTRIES, TOTAL
1948___ 4.8 51.8 12.3 311
1952 100.0 6.1 55.0 11.3 27.7
1956. - 100.0 7.4 56.3 1.1 25.2
1960. . 1 7.6 59.6 9.4 23.3
MINING
1048 _. 100.0 .7 41.8 5.4 52.1
1952 . 100.0 1.4 48.9 6.0 43.7
1956. . 100.0 3.5 56.3 8.7 3L5
1960.._ 100.0 7.4 59.1 5.4 28.1
CONSTRUCTION
1048___ 4.9 54.4 12.3 28.5
1952__ 100.0 4.8 54.9 9.6 30.7
1956. 100.0 8.5 58.9 10.8 21.8
1960_ .. 6.9 64.8 10.0 18.3
MANUFACTURING, TOTAL
1948 .. 100.0 4.1 66.7 11.2 18.0
1952.._. 100.0 5.7 65.5 10.1 18.7
1956__ . 100.0 6.4 66.3 9.1 18.2
1960_ ... 100.0 6.7 68.4 8.2 16.7
Durable goods
1048__. .0 2.2 68.7 12.4 18.7
1952 .. 100.0 2.7 66.3 10.5 20.5
1956..... 100.0 3.6 68.3 9.0 19.2
1960. - . 0 3.4 73.4 7.8 15.4
Nondurable goods
1948__ 100.0 6.4 64.5 8.6 19.5
1952. 100.0 9.9 64.3 9.6 16.2
1956. 100.0 10.7 63.4 9.2 16.7
1960. 100.0 110 61.7 8.8 18.
TRANSPORTATION AND PUBLIC UTILITIES
1948 _. 100.0 2.1 42.5 11.2 4.2
1952_. 100.0 2.8 65. 9 7.1 24.3
1956. .. 100.0 4.3 67.9 7.9 19.9
1960 100.0 4.3 69.3 6.8 19.6
WHOLESALE AND RETAIL TRADE
1048 __ 100.0 3.3 34.8 15.5 46.5
1952_. 100.0 4.2 36.5 16.8 42.4
1956. - 100.0 5.6 40.0 14.9 39.6
1960 100.0 6.1 44,1 3.0 36.8
SERVICES AND FINANCE 1
1948 100.0 10.3 40.8 13.8 35.1
1952. . 100.0 11.3 44.7 13.3 30.6
1956. . 100.0 12.3 45.6 13.4 28,7
1960. . 100.0 12.0 51.3 10.3 26.5
PUBLIC ADMINISTRATION
1048_ 100.0 2.0 67.2 8.8 22.0
1052_ . 100.0 4.7 68.5 6.0 20.7
1956 . 100.0 5.3 68.5 7.6 18.6
1960. 100.0 4.8 71.3 6.3 17.6

1 Includes insurance and real estate.
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These figures on hours actually worked can be compared with BLS studies
providing data on scheduled hours. Such figures for the year ending June 30,
1961, are available for 18.8 million workers in the country’s standard metropoli-
tan areas (table 8).) Almost two-thirds of all office workers and over four-fifths
of all plant workers in metropolitan areas were employed in establishments in
which a 40-hour schedule predominated. Practically all the remaining office
workers had schedules of less than 40 hours (mostly 35 or 3714 ), while most
of the other plant workers had hours longer than 40. As a general rule, office
workers had shorter scheduled hours than plant workers.

The figures for scheduled hours generally fall below those for hours actually
worked by full-time workers but follow a similar pattern of industry variations.
The incidence of overtime work and dual jobholding would tend to make working
hours longer than scheduled hours. In addition, the scheduled hours data
cover only metropolitan areas, where hours are often shorter than in the smaller
cities and rural areas.

No comparable information on scheduled hours is available for years prior to
1960, but the Bureau’s union wage-scale studies provide hours’ information
dating back to earlier years for four industries (table 4).

In the printing trades, nearly all unions have succeeded in their attempts to
reduce scheduled hours below 40. In 1940, 64 percent of the union workers
in the industry were scheduled to work a 40-hour week, while only 13 percent
had workweeks below 3714. By 1960, only 2 percent were on a 40-hour week.
while 54 percent had schedules of less than 8714 hours. The average workweek
had dropped to 36.6 hours.

TABLE 3.—Work schedules of 1st-shift plant and office workers in metropolitan
areas,® by industry division, year ending June 30, 1961

[Percent of workers]

Allin- | Manu- | Public | Whole- | Retail Fi- Serv-
Scheduled weekly hours Qustries | facturing | utilities 2 salg trade nance 3 ices ¢
trade
OFFICEWORKERS
All schedules._.________._ 100 100 100 100 100 100 100

Under 40 hours 5. ___ ———— 35 21 23 29 23 64 49

35 hours.._..__ ——- 10 7 9 9 5 17 18

36% hours... ——m 3 1 © 2 8 3

3715 hours... cm—- 13 8 13 13 10 21 19

3834 ROUTS oo eeeeeeeeee 4 1 3 2 7
40 hours, 64 78 76 66 70 36 46
Over40hours. ..o o 2 1 ® 5 7 ©® 5
Average hours. .. __._._._._... 38.9 39.4 39.2 39.2 39.6 37.9 38.6

PLANTWORKERS
Allschedules_.______.____ 100 100 100 100 100 [coooeoos 100

Under 40 hours ®_.________.._.. 7 7 1 4 10 8

37% hours..... c——- 3 3 1 2 4 3
40 hours 82 85 94 77 87 63
Over 40 hours 5. ———— 1 8 6 19 23 29

42hours_.___ ———- 1 1 1 1 2 2

44 hours... R 2 1 ® 4 5 4

45 hours_. PR 2 2 2 3 3 3

48 hours_.____. ceee 4 2 1 3 7 16

Over 48hours. _..ccvceemeen 2 2 1 4 2 1
Average hourS. - _cocoeeaoooo 40.5 40.2 40.3 41.1 411 | .. 41.5

1 See text footnote 7,

2 Includes transportation and communications. Railroads were excluded in a foew of the areas studied.

3 Includes insurance and real estate.

4 Includes, among others, hotels, personal servicos, business services, auto-repair shops, motion pictures,
nonnrofit membership organizations, and engineering and architectural services.

3 Includes weekly schedules other than those shown separately.

¢ Less than 0.5 percent.

7 Data were obtained for one payroll period during the year (primarily in early 1961)
for all nonsupervisory employees (including working supervisors or foremen) in the
offices and plants of establishments in the six broad industry divisions shown in table 3.
The scope of the survey excluded Government institutions and the construction and ex-
tractive industries. The establishments within the scope of the survey were those emplog-
ing 50 or more workers except in the largest areas, where the minimum size was 100
employees in manufacturing, public utilities, and retail trade.
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In the local trucking and transit industries, unions have achieved wide-
spread reductions in the workweek to the standard 40 hours. In trucking,
65 percent of union members in 1940 worked schedules of 48 hours or more.
By 1960, this figure had been reduced to 2 percent while the proportion working
40 hours or less had grown from 13 to 94 percent. While 1940 data for the
local transit industry are not available, the trend from 1946 to 1960 is similar.
In the earlier year, almost as many union members were working 48 or more
hours as were working the 40-hour week. By 1960, only 4 percent had schedules
as long as 48 hours, while 85 percent were on the 40-hour week.

In the fourth industry—construction—the average schedule has actually
lengthened somewhat since 1940, when 29 percent of the workers were still on
schedules that had been shortened below 40 hours during the depression of the
1980’s. During World War II, standard hours in many areas were lengthened
to the 40-hour week, and this standard has been generally maintained in the
postwar years. As a result, in 1960, only 12 percent of the workers were on
schedules of less than 40 hours.

In summary, recent years have witnessed a gradual increase in leisure time
through reductions in the standard workweek and in hours actually worked.
‘While such reductions have taken place throughout the economy, they have not
followed a uniform pattern. In a few industries, notably printing and publishing
and women’s apparel, general reductions in hours to a level below 40 have
taken place. In many predominantly white-collar industries, the workday has
also been reduced below 8 hours. In most manufacturing industries, the 40-hour
week has remained standard. In such nonmanufacturing industries as retail
trade and services, where many establishments were not subject to the Fair
Labor Standards Act, there has been a major movement toward the 40-hour
standard.

TasLE 4.—Union scales of weekly hours* in selected indusiries and irades,
selected dates, 1940-60

[Percent of workers]
Local trucking Building trades Printing trades Local transit 3
Hours scale !
June { July | July | June [ July | July | June | July | July | July | July | July
1940 | 1050 | 1960 | 1940 | 1950 | 1960 | 1940 } 1950 | 1960 | 19462 | 1950 { 1960
All scales_......__.. 100.0 |100.0 {100.0 {100.0 |100.0 (100.0 |100.0 |100.0 (100.0 |100.0 |100.0 | 100.0
Under 40 hours_ _ .o 0.4 09| 3.0 29.2( 13 5 12.0 1 35.5 | 85.9 | 97.8
Under 35 hours. - - cvee|omemnfoacaoifananan 9.6 1.2} 41| 22| 2.3
36 hours. - ceememeoe oo 1.4 | 19.6 12 6 10.7{ 50 64]19.1
Over 35 and under
EE7 3 (o0 ¢ TR uvarer [Sowusuuon | NS f PR 3.4|330] 328
373 hours. .o e |cmeecfoacaas L6 {4-mcan 21,7 | 42.6{ 43.1 | loeoiifeao
Over 37% hours and
under40hours.. . |ceo_joeeef)  [Loaos 1L3{ L7 8 |ecmee]accecc]omcana
40hours. o oo 12.7 | 72.1 1 91.1 | 66.9 | 86.5 | 88.0 1 63.8 { 13.9| 2.2 | 31.6 | 3.9 | 84.7
Over 40 and under 48 '
___________________ 21.9) 67| 36| 29| ¥ *) 8.7 ( 82 (-cceac]| 26.2 [ 24.0 6.3
Over 40 and under 44
hours. .- e} 5.3 L3711 K. 4.0 | 54 1.7
44 hours. . 125 | 1.8 - 22.0 | 18.4 3.7
Over 44 and under 48
L1} 3.6 | 2.5 .2 .2 .9
.4 116.7 | 2.0 .9 . 27.0 | 25.6 3.2
.6 ) 3.4 A1 ¢ 37| 3.7 .8
.2 [ 5 [SORNRINON RSP PRSI PRSEAICUON SRS SN 11.5 | 14.8 5.0
42.0 } 40.1 | 38.3 | 39.3 ) 39.3 | 38.8 | 37.2 | 36.6 |.co--- 43.9( 40.6

1 Maximum schedules of hours at straight-time rules agreed upon through collective bargaining between
trade unions and employers in cities of 100,000 or more.

3 Operating employee

3 Earliest date for which ﬂgures are available.

¢ Less than 0.05 percent.

§ May include a very small number with longer hours,

Nore.—Blanks indicate either no data reported or data not tabulated for specifiedinterval
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PAID VACATIONS

A more pervasive increase in leisure time since 1940 has occurred as paid
vacations have been adopted or lengthened for virtually all types of workers.®
For example, in 1940, collective bargaining agreements applying to 2 million
organized wage earners, or about one-fourth of all union members, provided an-
nual vacations with pay.® For most of these workers, the maximum vacation pe-
riod for which they might become eligible was 1 week. A few agreements provided
a 2-week vacation for all workers and about a fourth of the workers who got
vacations were entitled to 2 weeks if they met specified service requirements,
but only rarely was provision made for more than 2 weeks. By contrast in 1957,
91 percent of the workers covered by major collective bargaining agreements
(each covering 1,000 or more workers) were eligible for paid vacations, and 84
percent of the agreements made provision for a maximum vacation of at least
3 weeks, usually for longer service employees.*®

Practically all office and plant workers in the country’s metropolitan areas are
now entitled to paid vacations. In 1961 more extensive vacation benefits were
generally provided for office than for plant workers. After 25 years of service,
38 percent of the office employees but only 25 percent of plant employees were
eligible for 4 weeks or more of vacation (table 5). Similarly, after 10 years of
service, 41 percent of the office employees but only 29 percent of the plant work-
ers were eligible for 3 or more weeks of vacation. The most prevalent service
requirements for the 2-week vacation were 1 year for office employees and 2 or
3 years for plant workers.

These figures, however, do not indicate the length of vacation actually taken
by employees, and no such data are collected. But the Monthly Report on the
labor force provides an estimate of the number of individuals absent from their
job “on vacation” during the entire survey week. On the assumption that the
survey week is representative of the months concerned, these data yield annual
estimates of full weeks of vacation. (See table 6.) For 1960, over 83 million
full weeks of vacation were recorded—150 percent of the 1948 level and an aver-
age of 1.3 weeks of vacation per employed person.

This figure understates total vacation time for two reasons: (1) The survey
week, being the week ending nearest the 15th of the month, generally avoids all
major holidays, whereas vacations tend to occur more frequently during holi-
day weeks. (2) The figure does not include paid vacation time of less than
a full week. Including estimates for these two gaps in the calculations, a rough
figure ’E,Or total vacation time for 1960 would amount to 96 to 100 million vacation
weeks.

Almost 85 percent of nonagricultural wage and salary workers were paid while
on vacation in 1960. The percentage varied somewhat by industry, from a low

8 One exception is employees of the Federal Government. Vacation provisions for the
1 million Government workers covered by the Federal Classification Act were reduced by
the Annual and Sick Leave Act of 1951 from a uniform 26 days’ annual leave to 13
days for employees with less than 3 years’ service, 20 days for those with 3 but less than
15 years, and 26 days for those with 15 years or more.
19’48Vacati%1}%_ Vlvgg‘h: Pay in Union Agreements, 1940,” Monthly Labor Review, November

, DD. - .

10 “Pgid Vacation Provisions in Major Union Contracts, 1957 (BLS Bull. 1233, 1958) ;
for summary, see Monthly Labor Review, July 1958, pp. 744-751.

@ This figure 18 based on these computations:

1. To estimate the extent of the understatement because the survey week generally
avoids all major holidays: The most recent survey week containing Labor Day (Septem-
ber 1959) showed 600,()80 more persons on vacation than in the following September. The
last survey week containing July 4 (July 1954) showed 1.3 million more people on vacation
than in the following July. Assuming 7 holidays a year, 8 of which have the same effect
as Labor Day, and adding 1.5 million for the seventh (July 4), additional vacation weeks
due to the occurrence of holidays would be between § and 514 million. WVariations in the
specific identity of the 6 paid holidays received by the average worker (footnote 18) due
to differences in local customs, worker desires, employer practice, etc., account for the
assumption that some workers observe holidays (and take vacations during the holiday
week) on at least 7 different days during the year.

2. To estimate the extent of the understatement because no allowance was made for
part-time vacations: According to household survey data, in the average week, about
one-half of 1 percent of all employed persons take about one-third week part-time vacation.
For 1960 this amounted to approximately 4 to 5§ million vacation weeks. However, certain
part-week vacations may not be fully reported in the monthly survey (for example, in
weeks containing a holiday that are not survey weeks). Consequently, a judgment was
made that the total understatement for part-week vacations might be somewhat higher
than these statistics would indicate.
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of 60 to 70 percent for construction and the service industries (including educa-
tional services) to 93 percent for workers in transportation and public utilities
and 96 percent for employees in public administration.®

PAID HOLIDAYS

A similar development in recent years leading toward increased leisure has
been the growth in the provision of time off with full pay on holidays.

Before World War II, while major holidays were frequently observed through-
out industry, the practice of providing pay for hourly rated employees was quite
rare. During the war, the practice of paid holidays first began to spread, partly
as a result of decisions by the National War Labor Board that the granting of
as many as 8ix paid holidays would be allowed within wage stabilization regula-
tions. But in 1943 a Bureau of Labor Statistics analysis of collective-bargaining
contracts concluded :

Although an increasing number of union agreements make provision for paying
wage earners for some or all of the major holidays, the majority of agreements
in manufacturing, construetion, and mining merely provide time off on holidays,
without pay.®

After the war, the practice of paid holidays spread generally throughout in-
dustry. The most recent survey of holiday provisions in major collective-
bargaining agreements indicated that in 1958 only 12 percent of the workers
covered were not entitled to paid bolidays.™ Nearly three-fifths of the workers
under agreements calling for paid holidays were entitled to seven or more paid
holidays.

Currently, the average appears to be about 7 paid holidays in major American
industries. In the country’s metropolitan areas, data for 1961 show that all but
1 percent of the office workers and 5 percent of the plant workers received pay
for holidays not worked (table 7). The majority of both office and plant workers
received 7 or more paid holidays. ‘Some 24 percent of the office employees had
9 or more paid holidays, but only 7 percent of the plant workers received this
number. The average among those receiving holiday pay was 7.8 paid holidays
for office workers and 7.0 for plant workers. Thus, the traditional advantage of
office workers over plant workers with regard to this benefit still applies.

The number of paid holidays varied by industry. Traditionally, banks have
had a liberal holiday policy, and over half of the office workers in the finance in-
dustry received 9 or more paid holidays, and over one-third, 11 or more. Among
plant workers, the industry with the most extensive paid holiday provisions was
public utilities. Among both office and plant employees, retail trade provided
the fewest paid holidays.

Frequently, the additional paid holidays that have been recognized have
been, not the traditional holidays, but days that provide additional leisure time
at certain times of the year or a longer weekend. For example, holidays im-
mediately preceding Christmas and New Year’s Day have become increasingly
popular. The Friday following Thanksgiving has become a recognized holiday
in a small number of bargaining agreements. Following are two agreement
clauses which illustrate how the selection of holidays has been geared to the
desires of employees for longer weekends.

Washington’s Birthday is designated as the holiday in February except when
the observance of Lincoln’s Birthday would provide a longer weekend, in which
event Lincoln’s Birthday shall be the observed holiday. * * *

» * * L * * *

12 Special Labor Force Report 14, “Labor Force and Employment in 1960” (Bureau of
Labor Statistics, 1961), table E-3, ~36

18 “Vacations and Holiday Prov'ions in Union Agreements,” Monthly Labor Review,
May 19438, 9

. 929,
142‘;5P%’12d %olidays in Major Contracts, 1958,” Monthly Labor Review, January 1959,
PP, 26-52.
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TaBLE 5.—Vacation pay provisions! for office and plant workers in metropolitan areas,? by industry division, year ending June 30, 1961

[Percent of workers)

Office workers Plant workers
Amount of vacation pay and length of
service 1 Allin- |Manufac-| Public | Whole- | Retail |Finance4| Services’{ Allin- |Manufac-| Public | Whole- | Retail |Services?
dustries | turing |utilities |saletrade| trade dustries | turing | utilities3 [saletrade| trade
All provisions. _ - ccceomcamaens 100 100 100 100 100 100 100 100 100 100 100 100 100
AFTER 1 YEAR OF SERVICE
Under 1 week - ® ® ® (O N I ® 1 1 ® ® 1 ®

1 week. 23 16 53 26 63 25 3 7 64 | 59 69 70
Over 1 and under 2 weeks. . cevvoceeas 1 1 © © 1 (O] 1 4 6 2 ® 2 2
2 weeks..... 76 80 46 72 35 70 18 13 31 27 18
Over 2 weeks, 2 2 ®) 1 ©® ©® 3 2 2 2 1 ® 2

AFTER & YEARS OF SERVICE
Under 2 weeks. 1 1 O] 1 2 ® 3 5 ] ® (] 6 14
2 weeks. 85 88 95 89 81 79 66 82 83 94 84 74 74
Over 2 and under 3 weekS...-ccmeee-o- 5 3 ® 2 1 1 8 5 7 1 2 2 2
3 weeks 9 7 4 7 16 9 19 6 4 4 7 17 2
Over 3 weeks ® © ® ® ® © 3 ® ©® ® ® ® 1

AFTER 10 YEARS OF SERVICE
Under 2 weeks. 1 1 (O] 1 2 ®) 3 4 3 O] 4 6 14
2 weeks. 50 47 71 52 41 46 47 48 45 71 54 39 61
Over 2 and under 3 weeks.....cooou._ 8 13- 3 3 1 9 1 18 26 3 4 1 3
3 weeks 40 38 25 42 83 44 42 27 23 24 34 51 14
Over 3 weeks. 1 1 1 1 2 © 6 2 2 1 1’ 3 1

AFTER 15 YEARS OF SERVICE
Under 2 weeks. 1 1 ©® 1 2 ® 3 4 3 © 4 6 14
2 weeks. 16 13 b 25 26 12 27 19 16 3 29 28 44
Over 2 and under 3 weekS. -« occameaeann 1 1 ) 1 ®) 1 1 2 3 ® 1 Q] 2
3 weeks 70 81 92 71 69 80 60 69 71 92 62 61 32
Over 3 weeks. b 4 2 2 3 7 9 b 5 4 2 4 3
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AFTER 25 YEARS OF SERVICE
Under 2 weeks i 1 ® 1 2 ® 3 4 6
2 weeks . 13 12 5 24 24 9 25 3 28 26
Over 2 and under 3 weeks_.._ ... ® 1 0] ® ® 1 1
3 weeks. 46 49 56 43 42 50 56 43
Over 3 and under 4 weekS._ . cevmecroccrecn 3 6 © 1 1 1 1 1
4 week 37 31 38 30 47 19 38 22 36
Over 4 weeks 1 ® 1 ® 2 0] 1 ©®
1 Includes percentage or flat-sum type payments converted to equivalent weeks of pay. 2 See text footnote 7.
Periods of service were arbitrarily chosen and do not necessarily reflect the individual 3 See footnote 2, table 3.
provisions for progression. For example, the changes in proportions indicated at 10 4 See footnote, 3, table 3.
years’ service include changes in provisions occuring between 5 and 10 years. 8 See footnote 4, table 3.
The distribution does not indicate the number of workers actually receiving vacations ¢ Less than 0.5 percent.

of the stipulated length, since this depends on the number meeting length-of-service and
other eligibility requirements.
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If Christmas Day is on— The eighth holiday will be—
Sunday Preceding Friday.

Monday Preceding Friday.

Tuesday. Preceding Monday.
‘Wednesday Day after Thanksgiving.
Thursday —- Following Friday.

Friday Preceding Thursday.
Saturday Preceding Friday.®

HOW MUCH MORE LEISURE?

Clearly there has been a marked increase in leisure time over the past 20 years.
Admittedly, estimates of how much increase has taken place must be rough
approximations, particularly since few data are available for 1940. Neverthe-
less, they give for the first time some indication of the magnitude of changes
in paid leisure time. HEssentially, the increase in leisure time in 1960 over 1940

congists of the following :
Hours per year
per full-time
employed person
114 hours less in the workweek —— (6]
6 days more paid vacation___ 48
4 days more paid holidays 32
Total 155

For the economy as a whole, this additional leisure time amounts to over 10
billion hours (5 billion from the shorter workweek, 3.2 billion in additional vaca-
tion, and 2.1 billion in added holidays).

Many of these hours represent additional time away from work. This is ob-
viously true, for example, of the reduction in the workweek. However, the
additional paid holidays largely represent payment for time which in 1940 was
spent away from the plant without compensation. The additional vacation time
is a combination of these two factors.

The 155 hours represent almost 4 average weeks of employment, but they
represent only a small fraction of the gain in productivity that the national
economy has achieved since 1940. BLS estimates of output per man-hour would
indicate that to produce the 1960 output with the 1940 productivity would have
required an additional 1,447 hours of working time—or 71 percent more—for each
employed member of the 1960 labor force.® Thus, the 155 hours that have been
accounted for in terms of reduced hours of work, increased vacations, and paid
holidays amount to only 11 percent of the hours that have been made available
by the Nation’s increased productivity since 1940.

15 Thid., p. 30.

18 Pistimates in the tabulation presented here were derived as follows:

Average hours of work: The drop of 114 hours per week seems reasonable in view of
the 1.8 hour drop for full-time workers between 1948 and 1960 (table 1). Comparable
estimates for 1940 are not available.

Paid vacation: Figure assumes an average paid vacation per employee of 0.3 week in
1940 and 1.5 weeks in 1960. The 1940 figure would make allowance for the following paid
vacation : none for farmworkers; 1 week for one-fourth of all manual and service workers
(roughly the proportion of the 1940 survey for union members ; see footnote 8) ; 2 weeks
for one-half of the white-collar workers; and 1 week for one-fourth of the white-collar
workers. The 1960 figure is based on 1.3 weeks of full vacation (table 8) plus an allow-
ance for the understatements described in_footnote 10.

Paid holidays: Figure represents the difference between 2 paid holidays in 1940 and 6
paid holidays in 1960. {The 1940 figure allows no paid holidays for farmworkers, 1 for
manual workers, and § for white-collar workers. The 1960 figure is based on 7-7.8 paid
holidays for workers in metropolitan areas (table 7) and a smaller number for workers
outside these areas.

17 An alternative method of determining the allocation of productivity gains to income
and leisure would be to compare the actual 1960 output with that resulting from applying
1960 man-hours at 1940 levels of productivity. This procedure also involves taking into
account the reduced annual hours worked during this period. The results from the two
methods are essentially the same.
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TABLE 6.—EHstimated number of full vacation weeks of employed persons, 1948,
1952, 1956, and 1960

Item 1048 1952 1956 1060

Number of full vacation weeks (millions)_______._______ 155.5 59.9 71.5
During July and August 136.5 36.2 42.0
During other 10 month; 19.0 2.7 29.5

Average number of persons employed (millions)_____.__ 59.1 61.0 64.7

10

o 8 E88
@ N O

@

Average number of vacation weeks per employed person.

1 Survey week in July included July 4.

TABLE T.—Paid holiday provisions® for office and plant workers in metropolitan
areas,® by industry division, year ending June 30, 1961

[Percent of workers]
Number of paid holidays ! ‘All in- | Manu- | Public {Wholesale] Retail | Finance¢| Services?
dustries | facturing | utilities8| trade trade

OFFICE WORKERS
All provisions............ 99 99 99 99 98 99 98
Less than 6. .ocoooooooocoooon 4 2 1 7 10 5 8
6and 615___ - 19 14 9 26 42 18 20
7and 73... - 33 49 47 24 32 10 20
8 and 8%%... - 19 22 21 23 7 15 19
9 or more.....-. - 24 12 22 20 7 51 21
Average number é__._____._____ 7.8 7.4 7.8 7.5 6.7 8.9 7.4

PLANT WORKERS
All provisions_..._.._._.. 95 96 98 97 L2 J P 77
Lessthan 6.ocoeveoomoo oot 8 5 2 13 18 18
6 and 6%5... 21 15 12 27 40 35
7and 7%.._ 44 52 49 23 22 14
8 and 8%%... 16 17 18 19 10 4
9 OF MOTe e mcceceacemccmmeen 7 6 16 14 4 6
Average number 6. oo .. 7.0 7.1 7.6 7.1 6.1 |- 6.1

1 All combinations of full and half days that add to the same amount are combined; or example, the pro-
portion of workers receiving a total of 7 days includes those with 7 full days and no half days, 6 full days
and 2 half days, 5 full days and 4 half days, etc.

2 See text footnote 7.

3 See footnote 2, table 3.

4 See footnote 3, table 3.

5 See footnote 4, table 3.

¢ Based on workers in establishments providing paid holidays.

While this gain in leisure time represents only a relatively small proportion
of the increased productivity since 1940, this is not unexpected. Much of the
limited productivity gains of the previous decade, 1930-40, were reflected in
shorter hours of work, not because workers preferred greater leisure but be-
cause of the depressed conditions of the decade. The passage of the Fair Labor
Standards Act to a large extent reflected changes in hours that had already
taken place. In the two decades following the 1930’s, the emphasis quite na-
turally was on income rather than leisure.

A review of the changes in paid leisure between 1940 and 1960 shows that
there was no major shift in the standard workweek. Perhaps the most sig-
nificant development was that more than half the total gain in paid leisure
resulted from increased vacation and holiday time, rather than from a reduction
in working hours. This is a definite shift from the pattern of earlier years and
seems to indicate that leisure time preferences are running more to additional
whole days each year rather than additional minutes each day.

Of course, the leisure time gained since 1940 does not necessarily represent
time available for travel, recreation, etc. The nature of the economy and the
Nation’s living habits have changed in important ways since 1940, and since

93762—63—pt. 1——186
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individuals now live farther from their place of employment, some of this addi-
tional “leisure” time may now be spent in commuting to and from work.

Although the average employee has more leisure time today than in 1940,
many individuals continue to prefer more work to more leisure in order to maxi-
mize their income. The operation of today’s economy makes it possible for those
who wish to work longer hours to do so, either by accepting overtime when it
is available or by obtaining a second job. The economy also makes it possible
for more people, especially women, to work at part-time jobs.

It is difficult to generalize about future trends in leisure time from this record.
There is no way to measure the intensity of the demand for more leisure time
against the intensity of the demand for greater income to be spent on leisure
time activities. Trade unions continue to present demands for a shorter work-
week, although much union pressure in this direction is motivated not by the
desire for more leisure but by the possibility of increasing the number of jobs.
Of course, regardless of the motivation, the attainment of shorter hours of work
would bring with it greater leisure time.

Changes in vacation and holiday practices continue to be negotiated in collec-
tive bargaining. A number of unions have also expressed interest in some type
of extended paid leave provided periodically for longer service employees.

One new factor is the form which the demands for leisure time are likely to
take. The relatively slight decline in average hours of work in recent years has
been accompanied by a greater interest in more extended paid vacations and a
greater number of paid holidays, providing a greater number of days off seems
likely to continue to receive greater emphasis than reducing the time spent each
day at work.

{(Whereupon, at 12:10 p.m., the committee adjourned, to reconvene

at 2:30 p.m. of the same day.)

AFTERNOON SESSION

Chairman Dovueras. We are very happy to welcome Senator Miller
of Towa, who has just been appointed to this committee. We hope
that your service on the committee will be a pleasant one and that
it will be of value to the country.

Mr. Secretary, we are delighted to have you this afternoon and ag-
preciate your taking the time of what I am sure is a very busy li
to come here. You may proceed in your own way. We have your
statement.

STATEMENT OF HON. LUTHER H. HODGES, SECRETARY; ACCOM-
PANIED BY DR. RICHARD H. HOLTON, SPECIAL ASSISTANT FOR
ECONOMIC AFFAIRS; AND DR. LOUIS J. PARADISO, ASSISTANT
DIRECTOR, OFFICE OF BUSINESS ECONOMICS, U.S. DEPARTMENT
OF COMMERCE

Secretary Hopars. Thank you, Senator Douglas, Senator Prox-
mire, Senator Miller.

I have with me Dr. Richard Holton, who is my economic adviser
in the Department of Commerce, from the University of California,
who has been with us for some months. We have with us also Dr.
Louis J. Paradiso, an oldtimer, whom you have seen many times.
These are the two experts. I will just talk about how we see this
situation and try to answer your questions or get help from these
gentlemen. I think I can do best, Mr. Chairman, by just going ahead
and reading this, if it is all right with you, sir.

Chairman Dougras. Yes.
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Secretary Hopges. Mr. Chairman and members of the committee,
I greatly appreciate the opportunity to appear today to comment on
the state of the economy ang on the proposals for improving our cur-
rent situation. I need not dwell on the details of the performance of
the economy in 1962 since you are already familiar with these.

Instead, I will devote most of my remarks to certain aspects of
the economy which are of particular concern to the business com-
munity and to the Department of ¥ommerce. The central theme
of my presentation is that the administration’s program for deal-
ing with our current economic problems is not only designed to help
the U.S. economy as a whole; 1t is also designed to strengthen sub-
stantially the position of the many business firms in the country.

I am happy to say that this program is basically a probusiness pro-
ram and one that businessmen from coast to coast should welcome.

gince our economy is a free enterprise economy, it is fitting that pub-
lic policy for growth should provide an environment within which
the thousands of private firms in the country find it easier to ex-
pand, to modernize their plant and equipment, and to provide con-
sumers with a continually expanding array of goods and services.

From many points of view 1962 was a very good year indeed. The
gross national product, according to the preliminary estimates pre-
pared by the Office of Business Economics in the Department of
Commerce, rose to $553.6 billion for the year, an increase of 6.7 per-
cent over 1961.

Personal income rose by 5.8 percent to reach a new high of $440.5
billion for the year. The employed work force also stood at an all-
time high of nearly 68 million persons.

This performance, however, is simply not good enough considering
our overall problems and our capability. Our goals should be not
merely to surpass the peaks of previous experience, but rather to
exploit to the full our potential for economic expansion. We estimate
that the gross national product is currently $30 to $40 billion below our
full employment potential.

All during 1962 unemployment fluctuated around 514 percent of
the work force. This means 3.8 million persons out of work. Itisun-
becoming for the United States, the leader of the free world, so eager
to demonstrate to the emerging nations the advantages of our way
of life, to operate for so many years with more than 5 percent of the
work force unemployed and with so much idle capacity.

But we need to achieve our full potential and a more rapid rate of
growth not only to minimize unemployment, but for a number of other
reasons as well. Better performance of the economy would permit us
to more nearly meet the unfilled needs of the country, both private
and public,

A more buoyant economy would make it easier for State and local
overnments to fulfill their many demanding programs, which have
een expanding since the end of the war far more rapidly than for

the Federal Government. Furthermore, when the economy 1s growing
rapidly and employment is available there is less pressure for welfare
grants and other public assistance.

Firms can more readily adjust to import competition if domestic
markets are exPanding more rapidly; and labor can adjust to automa-
tion more easily if there are alternative jobs to be had.
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The United States and the 19 other members of the OECD have
agreed to attempt to achieve a 50-percent increase in the combined
gross national product of the member nations between 1960 and 1970.
Growth at this rate would not only strengthen the member nations
in our economiec competition with the Soviet bloc; since the OECD
countries buy such a high proportion of the exports of the underde-
veloped countries, a rapidly growing OECD means more trade for
tho underdeveloped. countries, @nd, hopefully, less need for economic
aid from the United States and elsewhere.

Our rate of growth in 1962, though good, fell short of expectations
largely because investment expenditures were considerably less than
haf been anticipated. Inventory investment was far less than is nor-
mal for this stage in the business cycle.

Fixed investment, although 9 percent above 1961, did not increase
as much as had been anticipated in view of the availability of internal
cash, the new depreciation guidelines, and the investment credit. By
the fourth quarter of 1962 gross private domestic investment was at
an annual rate of about $75 billion, down from the second quarter
peak of $77.4 billion. .

For 1962 as a whole, gross private domestic investment, will be only
about 5 percent above 1959, the previous peak year. Investment ex-
penditures were not lower than anticipated because savings were too
small. Personal savings were running at about 7 percent of disposable
personal income, the same asin 1961.

Corporate liquidity, measured by the ratio of current assets to
current liabilities, has been remarkably stable over the last several
years, and corporate gross saving exceeded gross investment by about
$8 billion in 1962,

It is difficult to avoid the conclusion that investment expenditures
were lower than expected not because of any shortage of funds but
rather because of limited profit opportunities.

In addition to the problems of underutilized productive resources
and inadequate economic growth, we are still concerned about the
balance of payments. As the annual report of the Council of Eco-
nomic Advisers indicates, we are making progress in correcting our
balance of payments problem. The deficit in the overall balance has
shrunk from $3.9 billion in 1960 to $2.5 billion in 1961 and around
$2.0 billion in 1962.

Exports rose in 1962 by 4.5 percent to an all-time high of $20.8 bil-
lion, but imports rose substantially so that merchandise exports ex-
ceeded imports by only $4.7 billion in 1962 compared with $5.4 bil-
lion in 1961.

If we are to have an export balance great enough to help correct
our balance of payments problemsand to permit us to play the role we
aspire to in international affairs, we must increase our exports sub-
stantially. We have set an immediate goal of an increase of $2 billion,
or about 10 percent.

_The President’s economic program, including mainly the tax re-
vision and programs in civilian technology, education, and manpower
development, should go far toward solving the problems I have just
reviewed. This program is largely a probusiness program. This
is especially borne out by the tax proposals, which are designd to im-
prove the profit position of American business and provide healthy
incentives for investment.
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One major reason for the unsatisfactory performance of the economy
is that taxes are too high. This is not just the simple idea that house-
holds and business would like to see a reduction in their tax burden.
Taxes are too high in the sense that, on balance, they are depressing
individual expenditures and business investment so much that we can-
not bring all our available labor and plant capacity into use.

The present tax system was designed for the postwar and Korean
conflict years when aggregate demand was high, business expectations
were buoyant, and our productive capacity was strained.

The tax structure was at that time a restraining influence, necessary
to minimize inflation. Such a tax structure is an excessive burden
under today’s conditions.

The President’s tax program is designed to raise aggregate demand,
to improve profit prospects, and to increase investment incentives.
The major deterrent to profits and investment is simply that total de-
mand is too small. The reduction in personal income tax rates will
raise aggregate demand by increasing take-home pay, which will flow
into increased consumer spending.

The larger relative reduction in rates in the lower income ranges
is consistent with this need to expand total buying.

To improve investment incentives for corporations, it is proposed
that the corporate tax rate be reduced to the pre-Korean level. This
will round out the initiative begun last year with revision of Treasury
depreciation schedules and the enactment by the 87th Congress of the
tax credit proposed by the President. The proposed reduction of the
top bracket of the individual rate from 91 to 65 percent is also aimed
at stimulating investment and private initiative.

Quite apart from these changes, the administration is proposing a
whole series of structural reforms in the tax code which will overcome
distortions in resource use and the flow of investment funds that have
crept into the existing tax structure and which often represent a
barrier to creative investment.

One example of this is the proposal that the tax rate on the first
$25,000 of corporate income be dropped from 80 to 22 percent. While
business as a whole has not been seriously restricted in their access to
funds during the recent period, this has not always been true for
many small and rapidly growing firms.

St1ll another example is the proposed reduction of the capital gains
tax to 30 percent of ordinary income rate for all classes of taxpayers.
This reduction in the capital gains tax should free up the capital
market and thereby facilitate growth particularly for small- and
medium-sized firms.

However, I would like to emphasize that the heart of the President’s
program is the measures designed to increase aggregate demand—pri-
marily through the reduction of the tax rate on personal income. It
is important to emphasize here that the business community should
bgneﬁrl’: substantially from an improvement in the consumer demand
picture,

Businessmen for some time have been acutely aware of the “profit
squeeze.” 'The ratio of corporate profits to total national income has
been declining for a decade and the rate is below that enjoyed in
the 1920’s.

The postwar profit squeeze is largely accounted for by a marked
increase in the relative importance of depreciation charges. In 1948
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the corporate before-tax profits amounted to 21.3 percent of the gross
product originating in the corporate sector of the economy.

By the first half of 1962 this 21.3 percent had shrunk to 15.7 percent.
Meanwhile depreciation charges had increased from 5.5 to 9.5 percent
of the corporate gross product or from $8 billion in 1948 to $28.9
billion in 1962.

The increase in indirect business taxes, such as property taxes, was
also substantial, from 8.9 to 10.5 percent; this was an increase from
$12.7 billion in 1948 to $32 billion in 1962. The share of gross product
in the corporate sector accounted for by compensation of employees
was stable at about 64 percent.

Even after correcting for accelerated depreciation, it is clear that
the profit share of the corporate gross product has declined markedly
silnce the end of the war, largely as a result of increased depreciation
charges.

Depreciation charges have been increasing in part because these
charges were abnormally low in the immediate postwar period since
the plant and equipment being depreciated had mostly been purchased
at much lower price levels. The modernization of capital plant during
the last decade required acquisition of new plant and equipment at the
higher postwar price levels, so depreciation charges rose.

Furthermore depreciation charges were low just after World War
IT because our capital plant relative to our needs was small since only
the most essential plant construction was permitted during the war.

During the period since 1948, capital plant increased substantially
more than output. One major reason for the high percentage of
corporate gross product accounted for by depreciation rests on the
underutilization of these fixed assets which are being depreciated.

Every businessman knows that those extra sales dollars he can
generate are typically high-profit dollars, in part because his deprecia-
tion charges in dollars are the same whether he operates at a high
or a low rate of output. This is illustrated by the experience since
the last trough in the GNP, namely the first quarter of 1961.

Over the first six quarters of expansion since that trough, the
GNP increased 11 percent, labor income increased 10 percent, while
corporate profits increased 28 percent. Furthermore, it is interesting
to note that from about 1955 on a 1-percentage-point increase in the
rate of plant utilization has produceg a 1.5- or 2-percent increase in
the profit share of national income. This provides clear evidence of
the stake of business in the President’s tax program.

I would also like to call your attention to the fact that this tax
program is a conservative program. Recognizing the need for a
temporary active deficit to overcome our chronic and passive deficits,
the President could have chosen two paths.

An expansion of Federal programs and Federal expenditures could
achieve the same result as a tax cut and, indeed, at the cost of a some-
what smaller deficit. Taking the tax cut route, however, preserves
the maximum freedom of choice of households and business .

The tax route will allow changes in tax rates and structure that
will encourage incentive, reduce inequity, and accelerate the long-
term rate of growth.

Investment is generated by greater profit possibilities. Greater
profit possibilities are generated not only by expanding aggregate
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demand but also by technological change, which improve productvity
and provide new products and new processes.

In the United States we are justifiably proud of the rate of tech-
nological advance which our economy has generated over the decades.
Indeed, this is a primary ingredient of our economic growth. Our
expenditures on research and development in this country, further-
more, have been increasing at a &)henomenal rate. It isestimated that
in the 5 years, 1950-55, we spend $18 billion for research and develop-
ment ; this is as much as had been spent during the entire previous
century and a half. In 1962 alone, $15 billion went into R. & D.

But most of this research and development money is going into
the military and space research programs. Only an estimated $4
billion is being spent by industry for civilian purposes. And only
about $1.5 billion of the $4 billion is aimed at work which is likely
to increase productivitly—the new technology that increases the total
productivity of our plant. This $1.5 billion is less than one-third
of 1 percent of the grossnational product.

The distribution of the R. & D. effort among industries is very
uneven. In many industries which are important contributors to
the GNP—textiles and construction, for example—there is relatively
little research and development.

On the other hand, the 300 manufacturing companies spending the
most on R. & D. account for 80 percent of all the industry-financed
R. & D. but for only 60 percent of manufacturing sales and employ-
ment. Furthermore, the industries in which research and develop-
ment are large have characteristically had the fastest growth rates.
The chemical industry, the electrical equipment and communications
industry, the aircraft industry, the pharmaceutical and instrumenta-
tion industries now perform half of the industrially sponsored re-
search and development.

Thus it seems clear first that only a small portion of our massive
research and development effort isin the civilian sector; second, that
R. & D. is concentrated in a small number of large firms; third, that
the industries which typically spend a great deal on R. & D. are
generally the growth h1£1stries; and fourth, that some important in-
dustries spend relatively little on research and development.

Simply for the sake of faster economic growth, therefore, we should
increase the expenditures on research and development in general
and especially in those industries where such expenditures are now
relatively small. But there is still another compelling argument.
Our major industrialized competitor countries in the world markets
are not so burdened with huge expenditures on advancing the tech-
nology in the military and space fields.

Mr. Chairman, I could not overemphasize that. They can devote
almost their entire scientific and technical effort to developing the
civilian economy. West Germany, for instance, spends a far larger
portion of its total resources on civilian needs and product develop-
ment than we do for our civilian industries.

One of the great strengths of the United States in international
trade has been the technological superiority of its manufactured
products. Our machinery exports alone account for roughly 20
percent of our total export trade, and technological advantage is
critical in many other export commodities as well.
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If we do not take steps to improve our technological advantage,
we may find our margins of technological superiority shrinking. In-
deed, many would argue that this has already been happening. If
we are to improve our imbalance of payments we must expand and
make more effective our industrial technology to enable us to better
compete for world trade.

In order to increase the rate of technological advance in the civilian
sector, we must break the main bottleneck, the shortage of technically
educated people. Even if we were prepared to double our outlays
for civilian research and development, we could not double our effort
because we simply do not have enough scientists and engineers. In
1963, the supply of scientists and engineers for research and develop-
ment is expected to increase by about 30,000. But space research
alone will require almost the entire supply. Because of our fear that
our technological superiority in many fields may be disappearing,
the Department of Commerce has launched a civilian industrial
technology program under the direction of the Assistant Secretary
for Science and Technology in Commerce. As part of this program,
Commerce is asking Congress for funds to develop such a program.

Research and development expenditures in some industries are rela-
tively modest because the firms in the industry are so small that the
probable payout from a research project paid for by an individual
firm is not big enough to justify the expenditure. This no doubt helps
explain the low research expenditures in, for example, the construc-
tion industry.

In this industry the technological advances have come largely from
the suppliers of construction equipment and materials. Especially for
these industries in which R. & D. is now limited, the Department of
Commerce as part of its civilian industrial technology program wishes
to stimulate industrial and local initiative in establishing industry-
wide research institutions.

As a third component of the civilian industrial technology program,
the Department of Commerce is recommending an industry-university
extension service. Here the local university, business community and
the local government would combine their resources to aid in the
solution of problems affecting industry in the community. These cen-
ters would address themselves to the local technical problems such as
the experiment station does in the case of azfriculture. Finally, the
civilian industrial technology program would improve the dissemina-
tion of technical information so that industry can be better informed
about the latest technological developments.

By these various means we hope to stimulate the rate of technolog-
ical advance, thus providing greater profit possibilities, and therefore
greater investment and economic growth as well as greater technolog-
ical advantage in world markets. In the immediate future our
growth—our ability to compete in foreign markets as well as our
military and space supremacy—will depend largely on the effective-
ness with which we develop and use new technology.

Another specific method for accelerating the rate of economic
growth and generally improving the performance of the economy is
through programs designed to assist these areas of the country where
the underutilization of resources is especially serious.

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



ECONOMIC REPORT OF THE PRESIDENT 243

The Area Redevelopment Administration in the Department of
Commerce, now approaching its second birthday, is beginning to make
a_measurable impact on the hard-core unemployment areas of the
Nation. The Al%)A effort, based on local initiative, investment, and
planning plus ARA “seed money,” already involves nearly 600 ap-
proved projects in virtually every State. More than 27,000 direct new
jobs have been created and nearly 19,000 additional jobs have been
generated in supporting activities.

In addition, more than 15,000 jobless workers have been, or are be-
ing, retrained and equipped with new skills so they have a chance to
fill existing job vacancies.

These impressive results have been accomplished with about $75
million in Federal funds, two-thirds of which is in the form of loans.
This investment has been at least matched by private individuals and
firms plus their State and local governments.

More than 400 additional projects are currently being evaluated in

‘Washington. These could lead to a Federal investment of more than
$200 million, creating nearly 90,000 additional direct and indirect
jobs.
! Yet there remains a large group of workers idle; between the ARA
and labor surplus areas, they account for well over half of all the job-
less in the Nation. These areas have an enormous deficit in public fa-
cilities such as roads, sewers, water systems, hospitals, and public
buildings.

To help these jobless workers find useful employment and to help
these communities overcome public works deficits that have hampered
their long-range economic growth, the Congress last fall enacted the
accelerated public works program. In the new months since, our Area
Redevelopment Administration, coordinating the work of more than
20 Federal agencies whose regular programs are involved, has been
able to institute public works projects which were “on the shelf”—
planned, engineered, and ready to go.

‘With the first $400 million appropriated by the Congress and al-
ready programed, we expect to generate in the neighborhood of 500,000
man-months of employment on useful, needed projects. This pro-
gram can be pressed even further if the $500 million more which was
authorized is appropriated.

Thus, the regular ARA program, combined with the public works
effort, should go far toward relieving local unemployment problems
and bringing depressed areas into the mainstream of the country’s
economic growth.

I noted earlier that although our mechandise exports rose substan-
tially in 1962, from $19.9 billion to $20.8 billion, our merchandise trade
balance actually fell from $5.4 billion to $4.7 billion. If we are to
continue to move toward equilibrium in our balance of payments with-
out restricting our other international transactions unduly, we must
continue to press hard for increased exports.

The Department of Commerce, with the cooperation of other agen-
cies of the Federal Government, is giving top priority to the export
expansion problem. In 1962, the President appointed a National Ex-
port Expansion Coordinator. Working from within the Department
of Commerce but with all affected Federal departments, he is directing
our efforts to bring to the attention of businessmen the profit oppor-
tunities in export markets and to provide businessmen with the as-
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sistance they need in the development of foreign markets. The Gov-
ernment can do little directly to increase exports; this can be done
only by private firms, with a few minor exceptions. But the Federal
Government can do much to ease export credit problems, provide mar-
ket information, and alert businessmen to new export opportunities.

These export expansion efforts can succeed only if our prices re-
main competitive, if our technological superiority in manufactured
products is maintained or enhanced, and if we can continue to press
for freer trade in world markets.

Here, the negotiations with other nations, particularly those in the
European Common Market, are especially important.

We must continue our attempts to eliminate nontariff barriers as
well as tariffs themselves if we are to maximize our sales into the larger
foreign markets. Over the long run, successful negotiations under the
Trade Expansion Act should ease the export problem.

Several steps have been or are being taken to encourage export
expansion. The combined programs of the Export-Import Bank
and the Foreign Credit Insurance Association have been improved
so that American exporters now enjoy credit facilities which are
believed to be equal to those anywhere in the world. The number
of export trade opportunities developed by Foreign Service com-
mercial officers and trade missions has increased by a huge margin:
nearly 17,000 in fiscal 1962 compared with less than 10,000 the previous
year. We have organized the grst do-it-yourself trade mission, spon-
sored by an industry group, in which the members of the mission pay
their own expenses. irty-four regional—about a thousand men—
export expansion councils have been organized across the country and
are launching local export expansion drives. New, permanent U.S.
trade centers have been opened in London, Bangkoi:, and Frankfurt
and two more will be opened soon, in Tokyo and Milan. U.S. partici-
pation in trade fairs abroad is also being expanded.

The Department of Commerce is requesting Congress for funds to
continue and expand substantially this export effort. Only through
an all-out export expansion drive can we assure ourselves that we are
doing our utmost to improve our balance of payments situation as
rapidly as is possible. We must make this effort even though no one
can promise full success.

Besides the export expansion drive, the U.S. Travel Service is also
making a helpful contribution to the balance of payments problem.
In 1962 the number of oversea foreign visitors to the United States
increased by 17 percent over the previous year, bringing in an esti-
mated $40 million in extra outside trade over 1961.

Nevertheless, U.S. citizens still spend about a billion dollars more
abroad than foreign travelers spend in coming to the United States.
Increased promotion and attention to the problems faced by foreign
travelers coming to this country should permit us to make further
progress in encouraging more people to come see the United States.

To sum up my views on the state of the economy in January 1963,
we should not be satisfied with our level of unemployment and of
unutilized capacity, nor with our rate of economic growth for the last
several years. The tax program, however, if adopted should make
great progress toward putting us where we need to be, to the benefit
of the business community and the consuming public.
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Our balance-of-payments problem is still a matter of concern. But
with a more rapidly advancing technology and intensified efforts to
expand exports, we should move toward an equilibrium which would
permit us to meet necessary obligations abroad and give us a more
productive economy at home.

Mr. Chairman, ladies and gentlemen, thank you very much.

Chairman DoueLas. Thank you, Mr. Secretary.

Mr. Secretary, the tax reduction program of the administration
was largely based upon the assumption that this reduction in taxes
ultimately will come to $8 to $10 billion and will result in an increase
in consumers’ demand of a greater magnitude than the reduction it-
self. In other words, it Wil%be a multiplier which will be applied to
the reduction.

I wondered if you or your economists have done any work on the
relative magnitude of this multiplier.

Secretary Hopges. Mr. Chairman, I suppose there are differences
of opinion about the multiplier. I think I would say as a layman
that certainly when you put a dollar in circulation and it keeps moving
and makes its contact and creates additional expenditures, that you
will get something in the way of a multiplier. II) have heard it esti-
mated from 2 to 215 times—that you would get, if you had an $8
billion tax cut, you might get back $16 or $20 billion.

Chairman Doueras. Has your Department done any concrete work
Oil. thzis trying to get a quantitative estimate of the size of the multi-

ier?

P Secretary Hopges. Dr. Holton may answer more specifically, but I
think that is generally the figure.

Mr. HovuroN. We do not have a concrete answer on this. The
rﬂng?e would be 2 to 214 times. Mr. Paradiso, do you want to press
this?

Mr. Parapiso. Over the years we have done a considerable amount
of work, but, as you recognize, we cannot get accurate results because
the multiplier is dependent on the composition of the goods which are
being produced, Wlll)o is spending, who is saving. But on the whole
we have applied numerous methods and used various types of models.

As you know, Mr. Chairman, there is a considerable amount of
literature where various models have been developed to ascertain the
magnitude of the multiplier. We also have explored simpler meth-
ods such as running through the accounts, from gross national prod-
uct, to personal income, to disposable income, how much is saved,
then going back to see how much the consumption influences the gross
national product again, running the effects down to a progression so
as to see how much of a multiplier you would get under certain
assumptions.

So we have done a great deal of work. On the whole, the mul-
tiplier seems to center around two, perhaps a little more than two. I
don’t know that we have ascertained that the differences vary as be-
tween consumption and investment. My feeling is that the multiplier
is somewhat bigger for investment items and a little smaller for the
consumption items.

Chairman Doucras. Of course, the increased consumption will also
stimulate investment.

Mr. Parapiso. Quite right.
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Chairman Douaras. When you join the two together, when you
join what is known as the accelerator principle to the multiplier prin-
ciile, do you have an estimate as to the combined effects, because I
take it your figure of 2 and 214 is the pure effect on consumption iso-
lated on its effects on production ?

Mr. Parapiso. It is a little larger. The best I can say now is 234.

Chairman Doucras. For consumption alone?

Mr. Parapiso. For both combined.

Chairman Douaras. Our economists come out with a figure of about
four for the combined.

Mr. Parapiso. On the investment alone I would say it is consider-
ably higher. After all, the consumption represents two-thirds of
the gross national product.

Chairman Doueras. T wonder if you would submit your figures so

that we may make a comparison.

Mr. Parapiso. I will be glad to do what I can. This is a very
nebulous area, as you know.

Chairman Douaras. It is very important, though.

Mr. Paraprso. Very important.

('The information 1s as follows:)

The question has been raised regarding the multipliers presented above and
whether they would be different by reason of the fact that increased output it-
self induces expansion in investment which in turn has income effects. What
is referred to here is the familiar concept of the acceleration principle.

Since we are initially interested in the effects over the next 2 or 3 years, there
is some question whether the accelerator prineiple in its direct form is entirely
applicable. With many industries operating at less than capacity there is no
apparent reason why an increase in output should call for additional invest-
ment. The Office of Business Economics has developed and analyzed various
relations involving consumer expenditures and GNP and investment and GNP.

Estimates of the multiplier obtained from these relations and on the basis of
various models vary considerably and depend on the complexity and sophistica-
tion of the underlying assumptions in the model for the economy or on the
period considered in the relationships. In fairly elaborate models, which more
closely reproduce the complexity of our economy, multipliers have been derived
which are in the neighborhood of 2, the actual number depending on the period
covered—quarterly or annually.

The model in use at the Office of Business Economics is a short-run quarterly
model and ignores the accelerator effect in its direct form as not applicable to
short-run movements. Investment, however, is made partly dependent upon
the ratio of current output to output at capacity and posits that economic be-
havior will be different depending upon whether the economy is or is not oper-
ating at near capacity. It is apparent that inducements to invest will differ
depending on the rate of capacity utilization and other factors. The multiplier
derived from the OBE model is somewhat around 2 but is expectedly small
because of the short time period considered. It already takes the short-run
investment effect into comsideration in that short-run changes in output do
generate some change in capacity. Values for the multiplier given above have
been confirmed by various researchers in this field using models of varying
complexity.

It is, of course, true that if we assume that output continues to rise, forces
will be at work to bring investment in plant and equipment in line with the
long-run relation with output. These are long-run effects, and it is difficult to
approximate the timing of such changes. Under these conditions for a given
expenditure, the combined effect of the multiplier and a version of the accelera-
tor, which makes investment responsive to the level of output rather than to
the rate of change of output, will show considerable variation, depending on the
particular combination of psychological, economic, political, and international
forces prevailing at the time. If we assume that the secular relationship is op-
erative, a multiplier of 2 would be changed to about 214, but for reasons re-

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



ECONOMIC REPORT OF THE PRESIDENT 247

garding capacity utilization already referred to it is questionable whether a
relatively high value such as this is appropriate in the short run.

Theoretically the multiplier effects abstract from the numerous other forces
which are operating in the economy at any given time. Additional expenditure
brought about by a tax cut, for example, must be superimposed upon estimates of
the net effect of these forces before a realistic appraisal can be made of the
future behavior of the economy subsequent to changes in the tax laws. A tax
cut which is to small or which is introduced at a fime when the economy is level-
ing off or even beginning to turn down may not lead automatically to an increase
in output. This is the reason why an examination of the past relations involving
tax cuts or other multiplier-inducing actions on the subsequent behavior of out-
put is so inconclusive. We find a variety of net effects arising from an expendi-
ture which has multiplier effects—namely, output rising, leveling, and even
turning down, To fully appraise such changes in the tax laws or other actions
we would have to determine the most likely behavior of the economy in the
absence of such changes. This is a difficult task. In the absence of such direct
experience resort must be made to some model of the economy and the individual
relationships encompassed in that model must be grounded in past experience to
the best of our ability. Given a sufficiently large initial impact so that the
behavior of the business community in subsequent periods is affected, the long-
run multipliers can become substantially larger than the initial impact factors.
The Office of Business Economics has not explored this area as of now. Results
elsewhere, however, with fairly complex and realistic models similar to the one
at the Office of Business Economics, suggest that over a period of 5 years, for
example, the long-term multiplier can be considerably more than 2 or 2.5.

If we assume that each year the economy must expand its GNP by $10 billion
over the productivity rise in order to take care of the jobs needed to employ
the additions to the labor force, then in 1965 it is necessary to raise GNP by an
extra $20 billion (on top of productivity increases) so as to be able to absorb
the new entries into the labor force from 1963 to 1965. In 1965 the tax cuts will
have their full effects. These will provide $10.2 billion additional income to
individuals and corporations. Assuming that in 1965 the multiplier yields an
additional GNP of 2% times the size of the total of the tax cuts, this will yield
an added GNP of more than $25 billion in addition to the automatic rise in GNP
stemming from the increase in productivity. Thus, in 1965 job opportunities will
be more than sufficient to not only absorb the additions to the labor force of
about 1 million per year, but to close some of the gap between actual GNP and the
potential associated with full employment. The assumption is made that as
we move into 1966, the capacity will be close to full utilization and the multi-
plier effect of the tax cut should be greater than that assumed above. Thus in
that year the economy should reach a full employment position. It is assumed,
of course, that there would be an orderly schedule of demand and no untoward
disturbances which would alter drastically the various economic relations. If
this picture is correct, then the tax cut proposals need not be larger than those
made. To try to achieve full employment sooner than in 1966 raises many ques-
tions and problems such as the consequences on price and wage pressures, the
Government deficit and problems of financing it, and repercussions on the balance
of payments. Furthermore, this relatively slow progression toward full employ-
ment would provide time for the economy to adjust to the various supply, price,
and demand pressures.

Chairman Doucras. Now, Mr. Secretary, the Trade Expansion
Act, which I supported very vigorously last year, was based on two
assumptions. First, that Great Britain would be admitted to the
Common Market. Second, that the Comman Market would be will-
ing to meet us and reduce some of its tariffs if we reduced ours.

The first assumption was definitely invalidated yesterday. Great
Britain is not going to be in the Common Market for some time.

The attitude of the Common Market suggests that at least as far as
agricultural products are concerned, that France wishes to have the
European market primarily for itself. Prospects are that the ex-
portation of agricultural products, including grains and chickens and
the rest, to the Continent of Europe will be diminished. As a result
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of this our balance-of-payments problem will actually become more
severe.

I wondered if, in anticipation of these very untoward events of the
last few days, the Department of Commerce has made any plans for
meeting them and counteracting them.

Secretary Hobees. Naturally, Mr. Chairman, we have been watch-
ing this very ca,refulli Answering your specific question, nothing
in the last few days. -Let me say first of all, sir, that your reference
to the act, and T remember very well your support of it, we did not
say that tile,'a.él;, itself, was dependent upon Britain joining,

One phase of theact, namely, the reduction to zero authority section
was dependent,-and-you had an amendment, I recall, on that. I do
not, feel, and I'said this to Governor Herter before he went to Europe
a_couple of weeks ago, I said I assume with the De Gaulle pronounce-
ment that Britain might.not get in, but we felt that it was just as.
important; maybe more.so, that we prosecute our program in connec-
tion-with the Trade Expansion Act.

I bave alvs'fais' been very much disturbed about the attitude of the
Common_ Market, particularly on agricultural products. I didn’t
know France would be asintransigent as she is. I think we are going
to have a tough time:” I think they are going to be tough traders.
That is the reason I am-on record a hundred times that we have to be
just as tough.

Chairman Dovueras. It is well to hope for the best, but one must
also prepare for the worst. Let us assume that there is a possibility,
and we should of course explore it and try to eliminate it, that France
will say, “We are going to become the agricultural suppliers for the
nations inside the éommon Market. We will raise the price of wheat
to $2.40 or $3 a bushel, $2.70 possibly. 'We will produce a large por-
tion of the bread which Europe eats.”

In this event, certainly, it will cut down the American exportation
of wheat and also of feed grains. While I know this is not your pri-
mary responsibility, because you are Secretary of Commerce and not
Secretary of Agriculture, it does affect the balance of payments, be-
cause it will directly diminish American exports, and consequently
make our situation more difficult. I wondered if you had any plans
which you would be willing or thought it proper to disclose for meet-
ing this situation.

%ecretary Hopges. I do not know the details, Mr. Chairman, ladies
and gentlemen, of the agricultural exports. I fmow, generally speak-
ing, on your wheats and feed grains we would have more of a problem.
W% would have less of a problem on the soybeans and poultry and so
forth. So I think we would have a better market there.

I would hate to think that France can completely control what hap-
pens in agriculture in Europe, although she certainly has a great
nfluence.

My answer is just this simple. I think that will call for us to re-
dougle our efforts in the exports of other items and manufactured

oods.

. Chairman Doveras. Manufactured goods?

Secretary Hopees. Absolutely. I think we ought to use the tariff
situation in our discussion of agriculture. I think we ought to play
one against the other.
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Chairman Doucras. You know the remark which a leading official
in the Common Market made. He said that every association has to
have an idealistic watchtower and a bargain basement. That the
idealistic watchtower in the case of the Common Market was the
Treaty of Rome. The bargain basement was not only implicit—yes,
an implicit agreement—between France and Germany that France
would have the agricultural market within the six nations but that.
Germany would have the market for manufactured goods inside, the
six nations. 3 .- o

You are perhaps aware of some.of the difficulties which we had
when we were negotiating with Erhardt, trying to get him to take
in more American coal. We hope that the Common Market will not
go protectionist. But. this is the way at the moment they seem to be
moving. If this is so, should we not begin to make plans as to what
we wiﬁ o if and when this finally develops to be the case?

Secretary Hopees. I think that is right, Mr. Chairman. It will be
some months before we are ready to even start anything in that con-
nection. I think this country has had some sober moments since Mr.
de Gaulle’s pronunciations.

Chairman Doueras. Senator Miller?

Senator MiLLer. Thank you.

Mr. Secretary, getting back to the multiplier f)roblem, as I under-
stand it, we have been given roughly a 214 multiplying factor. If this
is valid, I am wondering why we would be proposmg an $8 billion
tax cut. Why not a $16 billion tax cut or a $24 billion tax cut?

Secretary Hopges. Senator, you could reach either absurdity or po-
litical unrealism on how much you put out. I don’t think you could
afford psychologically, economically, or politically a tax cut of that
proportion at one time.

enator MiLLEr. Where would you draw the line, though?

Secretary Hopges. I would draw the line where we have it. We
are standing at the line.

Senator Murrer. I wonder if it would be feasible to have your peo-
le, when they come up with these figures that Senator Douglas asked
or, test this out to try to come up to a, let us say, point of diminishing

returns on this multiplier effect.

I recognize you could carry it on to absurdities. But offhand I just
would like to have some basis for picking $8 billion rather than $9
or $10 or $16 billion. There ought to be some solid basis for that.
If they they could come up with some kind of a factoring to show us
where the point of diminishing returns would be, I think it would
be very helpful to us.

Secretary Hopees. We will do whatever we can, Senator Miller.
But I will have to point this out to you in all realism. You simply
cannot measure in statistical form psychological reaction or political
reaction or anything else. You have to make a choice somewhere
along the line. The Treasury experts and the rest have picked these
figures. We will do whatever we can on it.

Senator MrLrEr. Thank you. I would just like to follow on with
this matter of agriculture and the Common Market.

Secretary of Agriculture Freeman made a pretty stiff statement
over in Paris recently pointing out that if the Common Market per-
sisted in discriminating against our agricultural exports, we would
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be compelled to retaliate. I would like to find out whether you and
Secretary Freeman are in agreement on this matter?

Secretary Hopees. Yes, sir; we are in agreement in principle. We
both are fighters.

Senator Mirrer. Thank you. This is a little bit complicated. Do

ou have a copy of the Economic Indicators before you? I would
Eke to lay this out as a foundation for my question, because I think
it might be rather important.

On page 2 of the January 1963 edition of Economic Indicators,
we have in the chart a gross national product set of statistics. In the
second column, down at the bottom of the page, it shows that from
the end or starting with the end of 1960, we grew from a gross national
product of $503.4 billion to $555.3 billion as of the end of the third
quarter of the last year.

Secretary Hopees. Yes,sir.

Senator Mirrer. That is an increase of $51.9 billion in gross national
product, at least from these figures.

Secretary Hopars. Yes, sir. _

Senator Murer. You have projected this forward to the end of
the year, but for my purpose, I would like to use these figures here.

Secretary Hopaes. Yes, sir.

Senator MiLrer. In the next column, however, this gross national
product is adjusted in terms of 1961 prices. Not 1960 prices. I
suspect that if we use 1960 prices, the figures would be even more
startling. But using 1961 prices, we find that the gross national
product increase has only been $37.7 billion. The difference between
the two is $14.2 billion, and that is due to inflation. Now, I would
like to tie that into another figure.

On page 35, we have the public debt at the end of certain periods
over in the last column on the bottom. Unfortunately we don’t
have the December 31, 1960, figure but we could take the average,
and incidentally the difference is rather small. We can take the dif-
ference between the fiscal year 1960 and the fiscal year 1961. That
comes out to about 1.4 billion, and adding it to the fiscal 1960 figure
]?(131 come up with a beginning debt for this period of about $287.9

illion.

As of the end of September 1962, we find the national debt increased
to $300 billion or an increase for this period of a little over $12 billion.
My point is that it appears from these figures that for about every
$1 billion that we go further into debt, we have a billion dollars of
inflation. 'We have a proposed budget of about $12 billion further
into debt for the fiscal year 1964.

I also note that during that same period the taxpayers are supposed
to receive a net tax cut of about $4 billion. Just using a rough rule
of thumb, we might, I would suggest, expect an inflation of around
$10 billion on this $12 billion increased indebtedness. I am wonder-
ing how stimulating it is going to be to have a tax cut on the one hand
of $4 billion and inflation on the other hand of $8 to $10 billion. I
suggest that it is going to have a retarding effect rather than an
encouraging or stimulating effect.

I certainly want to be openminded about this, but I would like
tn be persuaded to the contrary.
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Secretary Hopges. Mr. Chairman, I think you have a pretty good
member from the other side on the committee. He has done a little
homework. He didn’t present the question to me, but it was very
much involved beforehand. You can prove anything with figures,
as you are doing there. But I don’t believe there is a relationship.
I have these professional economists on either side of me to comment,
if they wish. I don’t believe there is any direct relationship between
going in debt a billion dollars and in having inflation, because if you
have guidelines which hold down your cost of living, and so forth,
you won’t have this. You didn’t put those in until a year or more
ago. I don’t think there is that relationship. You can take your
figures, but I don’t think so.

Senator Miuier. May I say this. We do have the figures, so we
do know what has happened. Whether it will happen in the future,
you might not think so. I personally do. I would like to ask you
this. If we do have an increase in inflation which will at least
offset the tax cut increase, would you consider this to have the
stimulating effect that we should have?

Secretary Hooges. No, if you cancel out your situation, it is not
as good. But I point out to you that if you had the inflation of $4
billion and didn’t have the tax cut of $4 billion, you would be $4
billion worse off. So you do balance out from the taxpayer, whether
he be corporate or individual.

Senator MiLLer. In the course of your statement on the bottom of
pag}(:, 6, you pointed out that the President could have chosen two

aths.
P Secretary Hopers. Yes, sir.

Senator Mmzer. One which you label a conservative path. I must
say that I have a little different concept of that word. The other is
the expenditure path.

Now, Mr. Secretary, isn’t it possible that there might have been a
third alternative, and the third alternative I would suggest—this is,
incidentally, not my idea, this is what I am receiving from many of
my constituents in the mail—is a tax cut and an expenditure cut to
make room for it. That would be a third choice.

I was wondering if that would not have a stimulating effect, or do
you think they would tend to cancel each other out?

Secretary Hopnees. Senator, I think you are saying to those of us
here that the difference in point of view of conservative depends on
what you are talkjn%)g,bout. It depends on the premise.

We were talking about the question of whether or not you got this
advance and this relief by tax cuts or by Federal expenditures. I
say it is more conservative to get it by a tax cut than spending more
Federal money, because in your next question you raiseci) the question,
don’t spend any more Federal money but spend less than you are now
spending.

Senator Mirrer. And havea tax cut at the same time.

Secretary Hopaes. And have a tax cut at the same time.

Senator . Yes.

Secretary Hopees. Nothing would please me more than to see the
situation in such a way that you could have less spending. I par-
ticularly refer to the very tremendous spending we are having to do
on our defense and space. Some day, pray God, we will be where we
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won’t have to spend that kind of money. But if you tried now to
start cutting down, you would have to cut primarily, to have any
effect in total dollars, 1n those two fields.

If you add to that the national interest and the veterans’ thing, T
give you the four which seem to be sacrosanct in Congress as well as
elsewhere, and you haven’t got much left.

Representative Curtis. I would certainly add foreign aid.

Secretary Hopees. I would not put it in the same category, although
you could, Mr. Curtis, you could if you wish.

b Representative Curtis. It is a sizable amount. It is around $4
illion.

Senator Mmrer. I don’t want to belabor the point, but I did want
to get your policy. Your position would be that if we could make
room for the tax cuts with spending cuts, you would prefer this as
against the first two choices?

Secretary Hopers. I will say this. I said my own conviction was
that I wished we were at that point. I didn’t admit we were at that
point.

hJSenator Muer. I realize that. I want to get your thinking on
this.

Secretary Hopces. I don’t think anybody would disagree with that
point of view, that you would rather cut down spending than to in-
crease spending if you could have your economy going all right.

Senator MiLLEr. Thank you very much, sir.

Chairman Doueras. Congressman Reuss?

Representative Rruss. Mr. Chairman, thank you.

Mr. Secretary, I want to commend you on the fine job that you and
your associates are doing for the business sector of the community.
When you look at the action last year of faster depreciation allow-
ances, the investment credit, the present proposal for the reduction of
corporate income taxes, the action that you are taking in invigoratin
the private travel industry, and the private research activities o
industry in general, some of which you have detailed today in your
r%)ort, 1t seems to me that your carrying out your job as that Cabinet
officer most intimately concerned with American business is outstand-
ing, and I want to congratulate you on it.

Secretary Hopees. Thank you, sir.

Representative Reuss. To take up where Chairman Douglas left
off on this vital point of how do we expand our export surplus. You
pointed out that, unfortunately, our export surplus actually dimin-
1shed last year due to increased imports.

In your statement I think you show how important it is that we
continue to press for freer trade in world markets, mentioning specifi-
cally the European Common Market, and you say in your last sentence
on that page: “Over the long run, successful negotiations under the
Trade Expansion Act should ease the export problem.”

I agree with that, but because I think we have an immediate prob-
lem here, I would like to ask what about the short run, and whether
it is not possible to be a little more vigorous in our use of the new
Trade Expansion Act which was signed into law last October. I hear
it said from the State Department that we are going to get around
to bargaining on that sometime late in 1964.
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T have here in front of me the Trade Expansion Act and the Tariff
Classification Act of 1962, and the General Agreement on Tariff and
Trade. As I read those three documents, I can’t see any reason under
the sun why within the next few weeks the Tariff Commission could
not file its list of what it proposes to bargain on in the great new tariff-
cutting round ahead of us, which holds out so much promise for
American business, and then promptly take the 6 months which under
the act is necessary for your hearings and for people who disagree
with the agenda to make known that disagreement, and then there
is nothing in the GATT which says we can’t, that next day, go before
the signatories of the General Agreement on Tariffs and Trade and
say, “All right, here is our program ; we would like to start bargaining.”

I don’t see any reason why we can’t do this in 1963 rather than 1964.
If my sensing of our balance-of-payments predicament is accurate,
that 1s precisely what we need to do. Since you are a go-getter, 1
would like to ask you about this.

Secretary Hopers. Thank you, Congressman Reuss. I don’t agree
that it has to be the end of 1964. I might point out to you that under
the act you don’t look to the State Department to tell you what is
going to happen. You look to the President’s special representative,
the Honorable Governor Herter. He and his staff are working along
that line.

I could answer more specifically and more surely after Governor
Herter’s return from Switzerland and Belgium.

‘When the administration presents a list of items on which it wants
to bargain, it has to go to the Tariff Commission to be published and
wait 6 months. I would guess, subject to this present muddle we
have in Europe as a whole, that we ought to get to it toward the end
of 1963 and the early part of 1964. That would be my present guess.

Representative Reuss. I hope your voice, which is a very important
one in this whole matter, Will%e frequently exercised, because I think
that a little more energy may be needed in our total governmental
councils. Unless somebody can show me that I read these statutes
and agreements wrong, I can’t see anything but administrative:
lethargy and inertia which is holding us back. T would like to see us:
move faster on it.

I have a moment left of nl\}y time, Mr. Chairman. I would like to
give a preliminary answer, Mr. Curtis, to the question you raised this:
morning, ‘When I said this morning that there were those who were:
prepared to accept a 5 percent unemployment rate, Mr. Curtis asked
me to identify and specify these gentlemen, and I would like, there-
fore, to call Mr. Curtis’ attention to the report of the Joint Economic:
Committee, Document No. 140, 81st Congress, particularly to page ¢
et sequitur thereof, in which people like Phillip Taft in his book
“Economic Problems in Labor,” Mr. Nourse who was once a member
of the Council of Economic Advisers, Mr. Yntema, who is now vice
president of Ford Motor Co., all are quoted as saying that they would
regard an unemployment rate of on the order of 5 percent as normal.

I will have some more citations to submit. That is enough for this
afternoon.

Representative Curris. I would say I appreciate this detail, and I
am glad to note that it is 5 percent and not a 6 and 7 percent rate,
which the gentleman used, and which attracted my attention.
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Representative Reuss. The gentleman this morning, when his at-
tention was attracted, talked about a 5 percent. He may have had 6
or 7 percent in his mind, but the reporter on the stenotype put you
down for 5 percent.

Representative Curris. I have nothing to say in response, except
that I question the 4 percent rate usednfy the Council of Economic
Advisers. I was questioning your 6 or 7 percent that you said certain
people were advocating, and I wanted to know who those people were.

1 appreciate your identifying some people who discussed the 5 per-
cent rate.

Representative Reuss. Anyway, the main point that I was makin
was simply this: That those who accept a somewhat high rate o
unemployment as normal I think disregard an important social prob-
lem; namely, that if you have a 5 percent overall unemployment rate,
this falls with disproportionate intensity upon the young people in our
community. They come out of that average with something like 10
or 15 percent or a higher percent of unemployment. My point, there-
fore, was that we should not be blithe about accepting these averages,
because they may conceal within themselves a very real social problem.

I am sure, Tom, that you recognize that problem and want to do
something about it; don’t you?

Representative Curris. Certainly. That is why I raised the ques-
tion. You were assuming that there were people who were blithe
about it. I don’t know anyone who is. Even these people who make
remarks after economic studies have as much humanitarianism with-
in them as you or I do. So I don’t think there is a blithe approach
to it.

Chairman Douceras. Congressman Curtis, you have 10 minutes.

Representative Curtis. Thank you, Mr. Chairman.

In going through your remarks, Mr, Secretary, I am attracted to
a statement where you say that the reason our 1962 growth rate fell
short of expectations was largely because investment inventory and
expenditures were considerably less than had been anticipated. Then
you point out—and I happen to agree with this—that investment ex-
penditures were not lower than anticipated because savings were too
small. Actually personal savings rose.

You say that it is difficult to avoid the conclusion that investment
expenditures were lower than expected because of limited profit op-
portunities, not a shortage of funds.

I think there is the key. The question is, then : Why does the Coun-
cil of Economic Advisers suggest a tax cut designed to bring more
money into the purchasing or investment sector? Will it help this
situation? It is not money we need because there is not a lack of funds.
The very fact that savings rates were high indicates that consumers
were willing to save. Thus, it comes down to limited profit oppor-
tunities. .

Therefore, I would say you have a different solution to our economie
problems than a tax cut. ) i i

Secretary Hopces. I think the tax cut is part of the solution. With-
out knowing specifically what other people may recommend, I think
that the profit situation is one of the main keys to a recovery to the
point we are talking about. Mr. Curtis, if you have this tax cut,
you immediately make available, multiplier or otherwise, more money
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for two groups. You make it for the individual, the householder,
the consumer, who spends it.

Representative Curtis. Wait. You went too fast. Who will spend
it¢ The point is, as you point out very well, that personal savings
were running at about 7 percent. That means they were not spending
it. Why do you assume that if you give them more money they are
going to spend it ?

Asyou said, it goes two ways. One is that it goes to the investment
dollar. But you ﬁave already said it is not lack of investment dollars
that is causing the problem. So I again go back to the question: Why
do you think that a tax cut, either to the consumer for consumer pur-
chasing power or to the investor, is going to help if your diagnosis
is accurate?

Secretary Hopces. I only gave you one-half of my answer; namely,
that you have affecting tlze consumer who will spend it. He will
spend around 7 percent or somewhere around 6 or 8 if it is traditional
and will spend more if it is the same percentage. To me, when he
S}l)ends, when he loses a glass or destroys a glass or wants a better
glass, then he goes to a store and buys it, and he replenishes his stock
and increases his inventory, and by doing that he causes the starting up
of two more machines.

Representative Curris. I understand that multiplier theory. Let
us go on to the second.

ecretary Hopees. What I am saying is that if you get this cor-
porate tax down from 52 to 47 percent, if you reduce many of these
wealthier top people from 91 to 65, you do certain things psychologi-
cally and you also do certain things which make corporations which
are run by human beings who have wives, who say how much they are
going to spend here and there, they decide to invest a little more. This
ncentive, if given to them, will make them put more into investment.

Representative Curris. Do you think this will increase profits?

Secretary Hopees. I know it will increase profits because I have
been in a couple of kinds of businesses and I can give you specifics
that v;ihen you get above a certain percentage most ofg the extra volume
1s profit.

epresentative Curris. Now let us return to the premises. You
used the term that the 6 to 8 percent saving rate is traditional. I re-
gret to disagree with you. It isnot. In the thirties the figure was 3
rcent. In the twenties it was 5.5 percent. Furthermore, studies
ave been made that reveal that the higher the income groups, the
higher the rate of savings. And we are moving our people up this
income ladder constantly.

Secretary Hopges. The average.

Representative Curtis. The premise that they will spend, Mr. Sec-

retary, is not well-grounded, I would say.
. Now again, you said it was not a shortage of funds that deterred
Investment expenditures, but rather profit opportunities. So I think
we narrow your theory down to the fact that a tax cut will increase
business profits.

Secretary Hopers. Sure it will.

. Representative Curris. I am not arguing. I am just saying this
1s the extent of your argument. I am willing to look at that.
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Don’t you think there are other better ways of increasing. profit
opportunities than in this particular area? For example, I think yon
discuss in your next paragraph the discipline we have now on prices
which relate to the foreign market because of our balance-of-pay-
ments situation.

‘We get into this very serious question of costs. With our costs here,
can we indeed raise our prices so there can be any profits? Income
tax is only on profits. You have to make the profits before you pay
the tax. If the costs keep rising and we can’t increase the prices to get
a}}e profit. We are in a bind. That is what I would like to hear you

iscuss.

Secretary Hopges. Mr. Curtis, you don’t necessarily raise prices in
order to make greater profits.

Representative Curtis. Youdon’t? What doyoudo?

Secretary Hopoes. I can tell you. If you have lower taxes, the costs
are immediately lowered, and if you get greater consumer demand for
goods and services, you get a greater volume, and that is the greatest

-thing T know for raising profits. Itisjustnatural.

Representative Curtis. So you are talking about increasing the
volume ¢

Secretary Hopers. That is exactly what we are talking about.

Representative Corris. Fine. I am perfectly willing to go along.
But I want to follow this in an orderly fashion. Let us examine our
sectors. If we were to increase consumer purchasing power, for in-
stance in your own field of textiles——

Secretary Hopees. My former.

Representative Curris (continuing). Would we increase th