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Mr. DOUGLAS, from the Joint Economic Committee, submitted the
following

REPORT
together with

MINORITY AND OTHER VIEWS

[Pursuant to sec. 5(a) of Public Law 304, 79th Cong.]

FINDINGS AND RECOMMENDATIONS

OBJECTIVES OF EMPLOYMENT ACT

Under the Employment Act of 1946, the Federal Government has
the responsibility to use all the means at its disposal to promote max-
imum employment, production, and purchasing power. To meet these
objectives requires (1) expansion of the Nation's productive capacity,
(2) a high and steady rate of use of labor and material resources, and
(3) a high degree of stability in the general level of prices. These
are coordinate objectives of public policy; pursuit of any one without
due regard to the others would be a failure to comply with the sense
and spirit of the Employment Act's mandate.

Changing economic circumstances call for shifts in the relative em-
phasis to be given each of these objectives. In periods of rapid growth
and high employment, for example, considerable emphasis may well
have to be placed on curbing inflationary strains, while in periods of
recession major emphasis clearly should be on restoring conditions of
maximum employment and production.

There are, of course, divergent views about which of these objectives
should receive most emphasis. Some stress price stability at the ex-
pense of substantially full employment and adequate growth. Others
would stress substantially full employment and growth at the expense
of price stability. Yet we know that a too persistent and single-
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minded pursuit of any one objective to the exclusion of the others in
the face of changing economic conditions will, over the long run,
prevent us from adequately realizing any of these objectives.

In an attempt to reconcile these objectives and to find the means
by which all three of them may be realized simultaneously, this com-
mittee will undertake a thorough and impartial study of our economy
following the submission of this report to the Congress. Among the
subjects which it plans to investigate are:

1. Historical and comparative rates of unemployment, produc-
tion, and prices.

2. Inflation and deflation caused by increases and decreases in
the effective supply of money and credit and the effects of these
and of interest rates on growth, employment, and economic
stability.

3. The effect of monopolistic and quasi-monopolistic practices
upon prices, profits, production, and employment.

4. The effect of increases in wages, salaries, and the prices of
personal services, together with union and professional practices,
upon prices, profits, production, and employment.

5. The effect of governmental expenditures, taxation, and
budgetary surpluses and deficits and of monetary and debt man-
agement policies upon price levels, production, and employment.

6. International influences affecting prices, production, trade,
and employment.

7. Constructive suggestions for reconciling and simultaneously
attaining the three objectives of maximum employment, an ade-
quate rate of growth, and substantial stability of the price level.

The study will be under the general direction of the committee as a
whole, although specific task forces may be created to deal with sub-
divisions of the fields of inquiry. A bipartisan steering committee has
been appointed.

The following comments and suggestions are therefore necessarily
tentative in nature and subject to later revision if further evidence
should seem to require it. Yet Congress has to act in the months
immediately ahead on the budget, tax policy, defense, and also many
other problems. We cannot refuse to make tentative decisions merely
because all the evidence is not yet in. We would do well to remember,
therefore, the words of Justice Holmes:

Every year, if not every day, we have to wager our salva-
tion upon some prophecy based upon imperfect knowledge.

In the light of available information, we are recommending policies
for the immediate future which we believe are justified on the basis of
the facts as we understand them and on the basis of sound economic
and social reasons. A further examination of these matters will
necessarily follow with more intensive study of the economic situation
of our country and of our times. We shall not be afraid to alter our
judgments if this should seem to be advisable.

EXPERTS SEE PROSPECT FOR RELATIVELY STABLE PRICES IN 1959

The consensus of the expert testimony presented to the committee
in its hearings on the President's Economic Report was that substan-
tial stability in the price level will be realized in 1959. The view of
these witnesses was that the increase in total money demand this
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year would probably not be great enough to pull prices upward,
Moreover, the increase in corporate profits in 1959 assumed by the
Treasury in its estimates of tax receipts for fiscal 1960 suggests that
unit wage costs will not rise materially or may even fall and will not
exert, on the whole, any significant upward pressure on prices. On
the basis of the testimony and the facts, maintaining stability in the
price level will probably require less emphasis in Federal economic
policies in 1959 than the other objectives of the Employment Act.

Since the beginning of World War II, the American economy has
upon occasion experienced classical inflation, with too much money
chasing too few goods-for example in the immediate postwar years
and again following the outbreak of hostilities in Korea. However,
from the latter half of 1948 through the first half of 1950 and again
from the middle of 1951 through the first half of 1955, reasonable
stability in the general price level was realized. The rise in prices
from the end of 1955 until early 1958 reflects widely diverse price
movements, dominated, however, by strong and persistent increases in
the prices of services and a large number of industrial products,
particularly those in the concentrated industries. Since early 1958,
opposing price movements have roughly canceled each other, so that a
high degree of stability in prices overall has been achieved.

Examination of the facts belies the widespread impression that the
economy has been persistently plagued since the end of the war with
"classical" inflationary pressures. Clearly this hE s not been true
during most of the past year and during a substantial part of the
postwar period. Over the entire period since 1948, the cost of living
has increased far less in the United States than in most of Western
Europe. Although assuredly American performance in the reali-
zation of this objective of public economic policy could have been
improved upon, it compares quite favorably with that of most of the
world's advanced economies.

Economic prospects, however, are subject to abrupt change. :Those
responsible for public economic policies must remain alert, therefore,
to the possibility of a resurgence of inflationary pressure, and must
be prepared to deal promptly with any such development. Until
evidence of an imminent inflationary threat can be clearly seen,
however, a reasonable and sane public policy aimed at promoting
maximum employment and production and vigorous expansion of the
economy should not be unduly deterred by the possibility of future
inflation.

ACHIEVING MAXIMUM EMPLOYMENT SHOULD BE EMPHASIZED IN 1959

On the basis of the present economic outlook, principal emphasis
in public policy this year should be placed on prompt and full recovery
from the 1957-58 recession. Achieving maximum employment and
production, therefore, should be given the highest priority.
* The most recent data show that full-time unemployment in January

was 4,724,000 or 6 percent, seasonally adjusted. Adding the full-time
equivalent of involuntary part-time unemployment raises total
unemployment by another million. Between 7.2 and 7.3 percent of
our labor force, therefore, was unemployed in January this year. At
the same time, a substantial proportion of the Nation's plant and
equipment was idle. In January, for example, the Federal Reserve
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Board estimated that output of major materials-producing industries
was about 78 percent: of capacity.

The consensus of the witnesses appearing in the hearings is that
while total economic activity will very likely continue to rise through
1959, the increase will not be adequate to provide substantially full
employment by the end of the year. In view of the increase in pro-
ductivity made possible by the heavy investment in new plant and
equipment since 1955, a more rapid rate of expansion of production
and employment is attainable in 1959 than is suggested in the esti-
mates of the actual results for the year offered by the Government
officials and other witnesses and implied in the budget and Economic
Report. Realization of the $473 billion gross national product for
1959 as a whole, estimated by the Secretary of the Treasury, and the
$482 billion fourth quarter 1959 annual rate implied thereby, would
leave substantial slack in the use of both the labor force and physical
capacity. Public economic policies this year should aim, therefore,
at a somewhat more rapid rate of recovery. Such policies should be
designed so as to produce their desired effects promptly and to avoid
laying the groundwork for future inflation.

State unemployment compensation programs should be revised to
take into account changes in employment conditions and the cost of
living since these programs were developed or last revised. Uniform
Federal standards with respect to the number of weeks of coverage,
the ratio of benefits to wages, and other matters are badly needed.
Furthermore, within a short time we should be able to determine the
need to continue and improve the emergency unemployment com-
pensation program.

A HIGHER RATE OF GROWTH OVER THE LONG RUN SHOULD BE

EMPHASIZED

While proceeding vigorously to full recovery in 1959, major emphasis
in public policy should also be placed on establishing the conditions
for achieving and' maintaining a higher rate of growth in total output
and productivity than has been realized in recent years. Over a long
period in the past, physical production (gross national product in real
terms) has advanced at the rate of 3 percent per year, on the average.

From 1953 through 1957, our real gross national product has in-
creased at, an average annual rate of 2.5 percent. On a per capita
basis, however, this rate of increase was only 0.7 percent and industrial
production has grown by only 1.6 percent annually. These annual
averages for recent years, of course, would be substantially lower if
the data for 1958 were included.

Emphasis on economic growth has recently been challenged on the
grounds that this seems to be concerned only with producing as
impressive a statistical record as the Soviet Union. In any such
competition, it is argued, the United States will be at a disadvantage
by virtue of the Soviet's totalitarian concentration of economic
activity in those lines, such as the basic industries, in which impressive
statistical gains can be recorded because of the low base from which
the Soviets begin, as compared with the United States. There is, of
course, a certain degree of truth in these points. Yet if we measure
U.S. experience against that of the free economies of Western Europe,
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we see that on the whole those countries have progressed much more
rapidly in their growth rates than the United States since 1953.

The basis for according economic growth a high priority in ourpublic policies, of course, is not just to match statistical records with
any other nation. A realistic evaluation of the position of the United
States as the leader of the free nations of the world, of our present
and future defense requirements, of the legitimate demands of a
growing population for public services, of the demands on our
resources to raise the living standards of our low-income population-
all these make plain the urgency of achieving higher rates of growth
in the future. Every assertion that we cannot afford some otherwise
desirable public program, or that we must curb expansion of private
expenditures which will immediately or ultimately stimulate produc-
tion in order to minimize inflationary pressures, affords further proof
of the need to expand the volume of our resources and to increase
productivity. Economic growth, with full employment and relatively
stable prices, is the basic requisite for meeting the challenges the
Nation faces. We must not reject these challenges because our
resources at present are not fully adequate to meet all the demands
imposed upon them. Constructive public policy, on the contrary,calls for proceeding as vigorously as possible today while making the
utmost provision for increasing our capabilities tomorrow.

NEED FOR LESS RESTRICTIVE MONETARY POLICY IN 1959

Monetary and credit policy in the year ahead should contribute to
economic recovery and reflect the need of an expanding economy for a
growing money supply. It cannot be emphasized too strongly that
with substantial idle capacity and unemployment remaining in the
economy, expansion of the supply of money and credit, if properly
managed, need not carry the threat of renewed inflation. When there
is a large number of unemployed workers and idle plant and machines,
increasing the quantity of money and credit can increase employment
and production. Putting idle men to work on idle resources will
increase physical production. This increase in output can offset any
tendency toward higher prices which might result from the expansion
in the supply of money and credit. In terms of the quantity theoryof money, both sides of the equation can be increased simultaneously,
and the effect on prices either neutralized or minimized.

On the other hand, failure to provide for adequate growth in themoney and credit supply can pose a serious obstacle to realizing the
employment, production, and economic growth objectives of public
policy.

Since the end of 1954, the money supply has increased at an average
annual rate of about 1% percent. At the end of 1958, the volume of
member bank reserves was substantially below the level available 4
years earlier. In large part, the limited expansion of the money
supply reflects the efforts on the part of the monetary authorities to
check inflationary price developments. Whatever the appropriate-
ness of monetary and credit restraint in the period 1955-57, there
appears to be little occasion in 1959 for comparable severity. On the
contrary, a rigid continuation of the present degree of restraint mavwell increase materially the difficulties in achieving prompt and full
economic recovery.

37635-59-2
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For example, the quick response of housing activity to the modera-
tion of credit and monetary restraints in late 1957 and early 1958 is
generally agreed to have contributed to arresting contraction and to
promoting upturn in total economic activity. Support for con-
tinning recovery from this sector could easily turn into weakness if
interest rates continue to rise. Merely removing the upper limits
on mortgage rates in FHA- and VA-insured loans will not fully offset
the adverse effect on housing activity resulting from monetary
stringency.

Restrictive monetary and credit policies will aggravate the already
formidable problems the Treasury faces in managing the public debt.
Exploration and new thinking in managing our enormous public debt
is required. This cannot be done solely by following traditional
methods of finance. At present, for example, long-term Treasury
bond offerings not only markedly drive down the prices of all Gov-
ernment bonds but raise no significant amount of funds either new
or for refunding. For this and other reasons, investor confidence is
shaken and foreign countries begin to query the stability of the dollar.

But how can one expect institutional investors able to get all the
higher interest-paying Government-guaranteed mortgages that will
fit in their portfolios to be interested in long-term governments?
Nor will raising the interest rate avail except to raise rates of return
on competing investments without adding any substantial amount to
the total of liquid funds.

A fundamental reexamination of the problem of Federal debt
management is urgently recommended.

A restrictive monetary and credit policy in 1959 will prove particu-
larly burdensome to State and local governments. Many States and
localities are faced this year with the need for sharp increases in bor-
rowings. Rising interest costs will cut into the financial capabilities
of these governments. Efforts to prevent transfer of responsibility
for public services from the States and their subdivisions to the Fed-
eral Government must take due account of the contribution to this
trend made by monetary and credit stringency.

Participation by small and new business in vigorous economic
growth over the long run also calls for an easier monetary and credit en-
vironment than has prevailed since 1954. Unless an adequate supply
of credit is provided to these businesses through general credit and
monetary policies, it will be necessary to rely increasingly on differ-
ential tax provisions and specialized modifications of financial institu-
tions, which complicate fiscal and monetary management and create
opportunities for abuse.

While we urge a less restrictive monetary policy for the months
immediately ahead, we are nonetheless acutely aware of the potential
dangers of further inflation. Appreciable increases in prices reduce
the real incomes of annuitants and holders of insurance policies and
those whose incomes are based upon bonds. Salaried and unorganized
workers may fall behind in the race. Strikes multiply. An un-
healthy speculative fever creeps through society. We should, there-
fore, seek substantial stability in the price level.

There is consequently real need for effective control of the total
money supply. We need to beware of allowing the active supply
of money and credit (volume times velocity) to increase much more
rapidly than the volume of goods and services for which money is
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given. But the managers of money and credit should not be so
concerned about the possible future dangers as to ignore present high
unemployment and unduly low growth rates.

In considering the dangers of inflation and its causes it is not
enough merely to consider monetary policy. We also need to explore
the degree to which increases in labor cost per unit of output cause
increases in price and also the part caused by increased fabrication
and additional transportation and distribution costs. Furthermore
the whole question of administered and monopoly or quasi-monopoly
prices should be gone into.

TAX REFORM URGED NOW

To provide the conditions for vigorous growth over the long run,
we must make a start now on constructive reform of the Fed-
eral tax system. The desirability of tax reform does not depend on
budgetary surpluses. Constructive tax revision means changing the
tax laws to eliminate the present preferential provisions, providing
thereby both greater uniformity in the applicability of taxes and a
broader tax base.

A successful tax revision program poses no threat of increasing
budget deficits.

Studies in recent years by the Tax Policy and Fiscal Policy Sub-
committees of the Joint Economic Committee have described the broad
outlines of constructive tax reform and the standards which should be
observed. The basic goal should be that those with substantially the
same incomes should pay substantially the same taxes. This is not
now the case in far too many instances. Tax revision should be
aimed at broadening the tax base in order to assure revenues adequate
to defray the costs of Government. At the same time, our tax laws
should be revised to assure minimum interference with expansion of
productive capacity and with the operation of the marketplace in
allocating productive resources among alternative lines of activity.
Tax revision should seek to conform the distribution of individual tax
burdens more closely with the Nation's preferences for eliminating
great disparities in income and wealth. It should provide assurance
that our tax laws do not encourage business concentration and that
they do not discriminate against small and new businesses or against
venturesome enterprises. Tax reform should prevent the use of the
tax laws for financial manipulation. The tax-writing committees are
urged to begin immediately a detailed examination of the Internal
Revenue Code with due consideration to these objectives and standards.

Pending these tax reforms, the Congress should extend for another
year the present tax rate on corporate income and on some manufac-
turer's excises, distilled spirits, wines and beers, and cigarettes which
will otherwise be automatically reduced as of July 1, 1959. However,
a good case can be made for the repeal or reduction of a number of
specific excise taxes which are wartime holdovers, regressive in nature,
and which discriminate against specific types of economic activity.

The Congress should also proceed with developing a permanent
plan for taxation of life insurance companies. We also endorse the
President's proposal for clarifying the tax provisions with respect to
the treatment processes to be considered as mining for purposes of
computing percentage depletion allowances, although this entire sub-
ject needs further specific attention.
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BUDGET PRIORITIES

Without much closer specification of the volume of total money
demand and of developments in supply conditions through 1959 and
1960, than anyone can now provide, there is no way of knowing the
exact impact of either a somewhat higher or lower volume of Federal
expenditures on the general level of prices or on economic conditions
in general.

While a balance or even a surplus in the budget is desirable in times
of maximum employment, neither the soundness of our money nor
our potential for economic growth and stability in 1959 and thereafter
necessarily depends on balancing a $77 billion Federal budget in fiscal
1960.

Even if the Congress were to make no change whatever in the appro-
priations suggested in the budget, history shows that it is most un-
likely that actual budget results would conform with those detailed in
the budget. As a matter of fact, appropriations provided by the
85th Congress for the fiscal years 1958 and 1959 were $5.7 billion
lower than requested in the respective budget messages. In fiscal
year 1958 a surplus was predicted in the annual budget message but
we ended the year with a $2.5 billion deficit. In fiscal year 1959, a
balanced budget was predicted but it is now thought that the deficit
will be almost $13 billion. And as the Secretary of the Treasury has
himself testified, the largest part of the deficit in fiscal year 1959 is
due to the falling off of receipts from taxes because of the recession, a
situation which is not and could not be the result of a "wild spending"
Congress as some would lead the public to believe.

Moreover, the situations with which the budget deals are not static
but dynamic; changes in the budget to reflect new circumstances or
better appreciation of existing ones must not be frustrated by insist-
ence on a fixed budget total. Any business run on the basis that a
budget, once set, must not be changed regardless of circumstances
would hardly be considered a good investment. Flexible management
is just as important in the Federal Government's budget activities as
it is in those of a private enterprise.

We should also realize that a considerable amount of our national
expenditures in any given year is for direct and indirect capital
investments. In the Federal Government, unlike the sound account-
ing practices of private business, these are charged to operating
expenses. Apparent deficits are, therefore, frequently not really
deficits at all. The adoption of sound budget principles which would
separate capital outlays from operating charges is badly needed.

The projected balance in the budget for fiscal 1960 depends on a
sufficiently large expansion of economic activity this year to add $9.1
billion to net budget receipts. The President's Economic Report is
scarcely a month old but these optimistic estimates of increased
revenue may not now be borne out and, in the meantime, the Budget
Bureau foresees more than 35,000 new civilian employees. The first
enthusiastic claims that the recession is all over are now being some-
what soft-pedaled. The return to the days of maximum employment
and production may be spread out over a considerably longer period of
time.

It must also be recalled that trust fund receipts and expenditures
are not included in the administrative budget. For fiscal 1960, the
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President's budget estimates that total trust fund receipts will exceed
trust fund expenditures by $218 million. This estimate is based,
however, on highly optimistic estimates of what the level of general
business and corresponding social security tax receipts will be at the
increased rates that went into effect in January of this year. Most
important are the social security and retirement trust funds which are
financed mainly from payroll taxes paid by employers and employees.
Payments from these funds are primarily for benefits to the retired, the
disabled, or the survivors of insured persons. The number of these
beneficiaries is estimated in the President's budget at 15,570,000 for
fiscal 1960.

If the highway trust fund, for example, were included in the ad-
ministrative budget, a deficit of $171 million would show up, instead
of the $70 million surplus predicted by the President. The deficit
in the highway trust fund is estimated for fiscal 1961 at $1,059 million
and for fiscal 1962 at $2,166 million, under present tax law. To
achieve surpluses in the fund projected for those years depends entirely
on the enactment and yield of a 1S cents per gallon increase in high-
way fuel taxes. Ifthereisnonewgasoline tax, theredinkin the highway
fund will account for a continuing deficit. From the statements
made by the President regarding the heavy expenditures from the
highway trust fund one can only judge that the appropriate com-
mittees of Congress should immediately examine the magnitude of
the building plans of the Bureau of Public Roads. There is reason
to believe that an expensive pattern of highway construction suitable
perhaps for populous States and municipalities is being expanded to
embrace even the sparsely populated areas of the country where
other kinds of construction would be more suitable.

Balance in the budget also depends on proposed liquidation of $670
million in Federal assets and on a $1.1 billion increase in revenues
from increases in postal rates and in gasoline excises. The fiscal
soundness of the Nation will not be threatened by rejection or
modification of these proposals.

In addition a series of Presidential spending recommendations for
the ordinary operations of Government are made which shift the
deficit to 1959 in order to force a so-called balanced budget in fiscal
1960. Thus there is listed some $8,715 million of new obligational
authority which was not ready for transmission to Congress when the
budget was filed but which will be transmitted later and assigned to
the 1959 estimate. Many of these new proposals could have been
included in the 1960 budget but are being transferred to the 1959
budget. They include $4,550 million for the International Bank for
Reconstruction and Development and the International Monetary
Fund. They also include $225 million for the Development Loan
Fund.

The important issue, therefore, is the character of the Federal
Government's activities for which the budget provides, not merely
its total. The appropriate questions are whether we will devote
enough of our available resources through the agency of the Federal
Government to provide for the Nation's security, its responsibilities
to the free world, and its economic growth and development and
whether we will cut out waste and release resources from Government
programs whose contributions in these respects are exceeded by their
costs. Moreover, budgeting on this basis could very well result in a
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greater expansion of employment and production than is estimated
in the budget and thereby provide additional tax revenues.

If the answers to these questions result in total expenditures in
excess of the $77 billion proposed, we need not be deterred by reser-
vations about the Nation's ability to finance the programs deemed
desirable in a manner consistent with stability in the price level and
with a high and stable rate of resource use. The United States has
the real resources and financial capacity necessary for higher levels of
Federal expenditures if needed for our security. Providing additional
revenues, if these are deemed necessary, would be facilitated by the
tax reform previously suggested.

On the other hand, we need not necessarily conclude that sound
budget policy, along the lines suggested above, will result in a ma-
terially different level of expenditures from that proposed for fiscal
1960. There are abundant opportunities for reducing the costs of
present programs, both by revising the substance of these programs to
conform more closely with current and prospective requirements and
by increasing efficiency in their execution. For example, hundreds of
millions of dollars could be devoted to a larger, more effective defense
buildup and to more actual combat troops through savings which
could be achieved by revising procurement practices and by more
rapidly drawing down our currently excessive inventories of military
supplies. We could, in other words, cut back on military fat and
waste and use the savings to increase our actual fighting strength and
for missiles.

We could cut back on business and farm subsidies and use the
savings for slum clearance, depressed areas, schools, hospitals, medical
research, and a more equitable farm program.

We could close our tax loopholes and use the increased revenues
either to pay off some of the debt or for tax reduction.

Similar opportunities are available with respect to virtually every
major Federal program. Before we conclude that the Nation cannot
afford to expand existing programs or adopt new programs that will
contribute materially to the safety and prosperity of ourselves and the
free world, we should be sure that we are not unduly wasting resources
in present programs.

The budget can be revised and the list of priorities changed by the
Congress. Sound budget policy may well call for expanding some
Federal activities and contracting others, and this should not be
labeled fiscal irresponsibility.

But when employment is virtually full and available resources
largely employed, the Government should not, except in times of war
or emergency, operate at a deficit. The budget should then instead
show something of a surplus. Above all, we should beware of trying
to finance a deficit at such times by the creation of more bank credit,
which under the circumstances mentioned will drive up price levels
and create inflation.

THE DEFENSE BUDGET

The Congress should subject the adequacy of the proposed defense
budget to the closest possible scrutiny. The proposed total outlay
of $40.9 billion is only $145 million higher than that for fiscal 1959.
In view of the steady increase in costs of weapons systems, it is difficult

10
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to accept the contention that this amount and, more important, com-
position of the defense budget will maintain effective defense prepara-
tion even at the level of the current year, let alone the improvement
required in view of Soviet advances in military technology and the
increases in Soviet military spending. Comparisons in terms of
constant dollars sharpen perspective on this issue. In constant
1958 prices, outlays on national defense in calendar 1958 were almost
$1 billion less than in 1957, about $600 million higher than in 1956,
roughly the same as in 1955, and $4.2 billion lower than in 1954.

bhe argument has been made that major shifts in the composition
of the defense program permit us to spend less in real terms for more
effective defense. The nature of these shifts suggests that, at least
in the immediate future, precisely the reverse must be true. As more
of the defense budget shifts to increasingly complex weapon systems,
we should expect costs to increase. At the same time, our more
advanced and more costly weapon systems have not yet reached the
point of high-level effectiveness. The shift in expenditures toward
missiles from aircraft can hardly be construed at this point to mean
that we have or will have in fiscal 1960 a fully effective and operative
missile arsenal.

While vigorously pursuing advances in military technology, we
cannot afford to weaken effective defense components in being. The
scheduled reductions, during the current and coming fiscal years, in
active combat forces, especially in the Army and Marine Corps, even
in the face of additional funds made available by the Congress last
year to maintain the numerical strength of these forces, are an example
of unwise economies which should be critically examined by the
appropriate committees of the Congress.

RESEARCH AND DEVELOPMENT

The significant part played by research and development activities
in impelling economic growth as well as in improving our defense
capabilities is now generally recognized. The expansion of budgeted
Federal activities in this connection is an encouraging development.

A troublesome problem in this and other areas of activity is the
duplication and ineffective integration of effort both within and
outside the Federal Government. In this connection, the committee's
hearings on the Economic Report confirmed a finding by the Fiscal
Policy Subcommittee in its study of Federal expenditure policies
that-

a major obstacle to more effective research programs is the
difficulty in establishing criteria for the allocation of highly
limited and specialized research skills and equipment. It
is agreed generally that a significant expansion of research
efforts is required. Success in this respect, however, depends
at the outset on improving the organization of research
resources and their allocation into more productive lines of
inquiry * * *. Federal research programs should seek
closer integration and better organization of research activi-
ties. Such improvements are fundamental in assuring the
greatest possible productivity from any increase in Federal
research outlays.
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Significant economies with improved effectiveness may well be
realized by the consolidation of research activities, particularly in the
Department of Defense. Better coordination of Federal Government
and private research efforts, moreover, would cut down expensive and
disruptive rivalry for research talents and resources.

Yet the importance of lonely and creative discoverers, such as
Einstein, Bohr, and Admiral Rickover, should be recognized and
should not be crushed out or stifled by group, committee, or "gang"
research.

AID TO EDUCATION URGENTLY NEEDED

In the interests of longrun economic growth, the Nation must both
increase the volume and improve the quality of resources devoted to
education at primary, secondary, and advanced levels. The Congress
is urged to provide substantial Federal assistance to the States and
localities for expanding school construction programs and for improv-
ing standards of instruction.

Economic growth is largely a process of accumulating capital. As
the recent dramatic advances in military and space technology
demonstrate, intellectual capital, as well as physical production
facilities, is an essential ingredient of economic progress. The rapidly
increasing complexity of industry imposes equal demands on the
technical training of the labor force. Just as important is greater
ability to deal with the increasingly complex social and political prob-
lems which we face in the present period of dynamic change throughout.
the world. If we are to make headway in finding constructive solu-
tions to these problems, we will have to raise our educational standards
and achievements.

The basic problem is to direct resources into this effort, and is not
merely a problem of the level ,of government on which responsibility
should be imposed to effect these advances. There is no lack of
awareness by State and local governments of the magnitude or urgency
of the undertaking. There are, however, important institutional
barriers which prevent many of these governments from financing
educational programs on the scale which they recognize is necessary
to meet their own standards. It is difficult to see what considerations
should preclude extensive Federal assistance to the States and locali-
ties to overcome our educational deficits, including the shortage of
140,000 classrooms. Advances in educational programs cannot wait
for the resolution of State and local government financial problems,
or the years of delay involved in changing State constitutions which
some proposals made in the field of aid to education would require.

FOREIGN AID

The cold war determines to a substantial extent the setting for our
domestic and foreign economic policies. This conflict is not static;
it presents continually changing problems and requirements. For
some time past it has increasingly taken the form of a massive economic
competition between the world's free nations and those under Com-
munist domination. The Soviet Union has been expanding its
assistance to underdeveloped countries as a means of economic
penetration with the dual objectives of making these countries eco-
nomically dependent on the Soviet Union and of forcing the organi-

12
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zation of their economic life into the Soviet pattern. Considering
the potential resources of these underdeveloped nations, it is clear
that Soviet success would inestimably weaken the position of the
free world. The threat inherent in such a development is so great
as to make meaningless the assertion that we cannot afford extensive
investment, public and private, in the world's underdeveloped regions.

As the economically most advanced country in the world, we should
be helping other less advanced countries to help themselves even if
the cold war and the Soviet Union did not exist. To do this and to
meet the Soviet threat, the United States and other free nations must
increase the effectiveness of programs to aid the economic progress of
underdeveloped countries. Some of the criticism of our foreign
economic policy is merited; no constructive purpose is served by closing
our eyes to any specific situation in which there is a waste of resources
or failure to accomplish specific goals. Such criticism, however,
should not lead to curtailment of our own foreign economic assistance
programs or of our participation in international programs to promote
economic development abroad.

Certainly we should do everything possible to eliminate waste and
inefficiency from these programs. Much more, however, is needed
if their effectiveness is to be significantly increased. Basically, we
need clear and specific objectives in every aspect of our foreign
economic policy and a critical examination of alternative means to
achieve these ends.

For example, attention should be given to expanding the scope and
improving the effectiveness of present programs under the Agricul-
tural Trade Development and Assistance Act of 1954 (Public Law
480). Many underdeveloped nations are primarily agricultural
economies in which economic progress may depend at the outset on
accumulating capital out of agricultural production. The use of our
own agricultural surpluses as a means for increasing agricultural pro-
ductivity in these circumstances may be the soundest approach
toward creating the conditions required for industrial enterprises and
a more diversified economic base.

In addition, we should give careful consideration to means for
mitigating barriers to investment abroad by U.S. citizens and com-
panies. Reducing these obstacles would make available to under-
developed countries not only material resources but also the ex-
tremely valuable entrepreneurial and managerial skills of American
business.

Attention should also be given to increasing the scope and effective-
ness of the Development Loan Fund in an overall program for con-
tributing to the economic progress of underdeveloped areas. The
Fund's lending authority should be expanded and placed on a long-
range basis in order to assure continuity and opportunity for effective
programing.

In addition, the proposal by Senator Monroney for an International
Development Association deserves serious, constructive attention, as
does the proposal of Congressman Boggs on private investment abroad.

DEPRESSED ECONOMIC AREAS AT HOME

Our programs contributing to the economic progress of under-
developed regions abroad highlight the inadequacy of public efforts

3785-59- a
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to improve economic conditions in depressed and underdeveloped
areas at home. We can no more afford the continuing waste of our
own idle or underutilized resources in these areas than we can afford
to turn our back on the problem of economic development abroad.

We therefore urge the Congress to enact a substantial program for
aid to our depressed areas. This program should seek to improve the
productivity and therefore economic attractiveness of the resources
located in industrial and agricultural areas of chronically and persist-
ently low employment and output. In many of these areas, the
principal requirement is for an adequate water supply or improved
power or other facilities, upon which attraction of new industry largely
depends and for which local financial resources are now inadequate
and are likely to remain so until new industries can be attracted. The
program should also provide technical assistance and advice to local
areas concerning their economic opportunities and limitations so that
cooperative public and private efforts can be directed into lines of
activity holding greatest promise. Useful and economically sound
new industrial projects in both industrial and rural areas should be
encouraged by loans and information about the advantages of these
areas.

The objective of such a program is to increase economically sound
employment opportunities on a permanent basis for the substantial
numbers of fully or partially unemployed in these depressed areas, and
not to subsidize otherwise uneconomic activities. A program designed
to achieve this objective will contribute to the Nation's economic
growth. It will represent an investment in increasing productivity.
Moreover, it will serve to reduce public outlays for unemployment
compensation, relief, and various other forms of public assistance, for
which no current production is received in return. The net cost of
the program, therefore, will be significantly outweighed by the increase
in productivity and in production toward which it is aimed.

DEVELOPING RESOURCES

Federal programs to expand the Nation's natural resource base
should be carefully reviewed in the light of the future demands of an
expanding economy. As the Subcommittee on Fiscal Policy observed
in its report, "Federal Expenditure Policies for Economic Growth and
Stability":

Such programs long ago were established as appropriate
activities of the Federal Government where their objective is
to eliminate barriers or to provide the stimulus for fuller,
more effective resource use and where the means required for
realizing these objectives exceed the financial capacity of
immediate beneficiaries. Whether any specific project is
to be undertaken * * * should be determined by appraisal
of measurable economic benefits in comparison with the
project's cost.

Following this principle precludes, except under extraordinary cir-
cumstances, a flat proscription, such as. that in the budget for fiscal
1960, of any new starts in this area. What is called for, instead, is
the closest possible examination of present and prospective programs
to determine those promising the greatest net yields. . If the results

14
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of such a survey call for increasing Federal outlays on developing our
natural resources, it would be fiscally irresponsible to refuse their
undertaking on the basis of narrow budget-balancing considerations.

At the present time, moreover, there are numerous opportunities
for expansion of economically sound natural resource development
and public works projects in areas of high and persistent unemploy-
ment. These projects can serve the dual purpose of improving the
conditions for longrun economic growth and of spurring recovery over
the next 18 months.

SLUM CLEARANCE AND URBAN RENEWAL

We urge support for current legislative efforts to provide the
framework and machinery for eliminating urban slums and for
renewing and revitalizing urban development. The continuing
industrialization of the economy places greater than proportional
burdens on our cities in providing increasing public facilities and
services. Local fiscal capacity, under existing statutory and consti-
tutional limitations, tends to lag behind the growth in demands for
these public services and facilities. Failure to meet these demands in
the past has resulted in expanding slums and urban blight, which
disproportionately increase the costs of municipal government. The
paradox of this spreading decay and disintegration accompanying
expansion of the overall wealth and strength of the national economy
calls for a greater level of effort on the part of the Federal Government.

Federal public housing and urban renewal programs have been
inadequate in the past to arrest the process of urban blight and to
give local governments an opportunity to catch up with the demands
they must ultimately face.

Our cities and urban areas now have great financial difficulties.
Many of them lack effective home rule. Their bonded indebtedness
is often limited by provisions of State constitutions which cannot
easily be changed. More often than not their representation in the
State legislatures is unfairly proportioned. Even when they are
willing to help them, the States' own means are severely limited.
In the meantime, the cities and urban population continue to grow
both in absolute numbers and relatively to rural groups in our society.
The consequences are that the cities are rotting away at their centers
without effective means to help themselves. It is for these reasons
that greater Federal Government efforts should be made at this time
as a start toward helping them solve their difficulties.

THE FARM PROBLEM

Either through administrative action or under authority of legisla-
tion, the Secretary of Agriculture has put his sliding scale low price
support program into effect. This program, combined with tech-
nological advances, has resulted in lower farm prices, lower farm
income, lower net income per farm, a quadrupling of the agricultural
surpluses, and a quadrupling of the expenses of the Department of
Agriculture since 1952. Meanwhile, although prices received by
farmers have fallen almost 15 percent since 1952, food prices to the
consumer have risen 5 percent. By any measure of income-parity,
surpluses, or expense-the program has hardly been a success.

15
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The theory on which the program is based is that lower prices for
farm products will bring such an increase in demand for these products
as to provide the farmers with a higher total income. We do not
wish to dispute the sincerity with which these views are held or the
motives which prompt them. However, there are at least two basic
defects in accepting as the best for farm products competitive market
price without any protections.

In the first place, the demand for farm products is what the econ-
omists call inelastic. What this means is that an increase of, say,
5 percent in the quantity of farm products will bring a fall in the
,rice of most farm products not of an equal proportion, or 5 percent,
but of two or three times the relative increase in the quantity. There-
fore, an increase of 5 percent in the quantity of most farm products
will bring a 10 or 15 percent decrease in the price of farm products,
and, hence, a decrease of from 5 to 10 percent in the total farm income.

The farmers, therefore, are in the situation that an increase in
production because of better methods, more fertilizer, more machinery,
etc., brings them a lower gross income. Thus, under the free market,
farmers as a whole receive a smaller total income for producing more.
When the condition of all farmers is taken into account, each farmer
will receive less money for producing 110 bushels of corn than for
producing 100 bushels. In other worlds, the increased production
times the new lower price brings a smaller total.

In the second place, in the case of the owner-operated farm, when
the farmer's income is thus decreased, instead of producing less,
he will work harder, use more fertilizer, cultivate more intensely, and
will produce more than before. He does this because he has to meet
his fixed costs-taxes, depreciation, interest on his mortgage, etc.,
and what he regards as the necessary costs of supporting his family.

Therefore, under a free market in agriculture, two forces are at
work, and these forces make things worse rather than better. When
the price is lowered-whether due to increased output or lower price
supports-the farmers work harder and, therefore, produce more.
As their total output is increased, the price on the market falls still
more. They then work still harder, produce more, and the price falls
even further. In an attempt to meet their fixed costs, again they
work harder, produce more, and both the price and their total income
fall even more.

Thus the program followed by the Secretary of Agriculture is
based on the false assumption that lower prices will bring a large
enough increase in demand to produce a higher total income when just
the opposite is true.

In such circumstances, the only way in which equilibrium can
be reached is by lower farm prices and lower farm income which will
bring-and, in fact, has brought-a great exodus from the farms into
the towns and cities. However, this has happened at the expense of
the family-sized farm and farmer. It can be continued only by
depressing still further the absolute or relative standard of living
on the farms.

Because of these distinguishing characteristics of farm economics,
we should, therefore, rethink our farm program and rethink it in such
a way as to protect the family-sized farm.
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IMPROVE ANTITRUST LAWS

The President's Economic Report quite properly emphasizes the
importance of effective antitrust policy for providing the conditions
in which high rates of growth and of employment in a dynamic setting
will be compatible with stability in the general level of prices. To
achieve this objective, antitrust policy should aim at removing or
reducing the barriers to mobility of labor and capital resources. This
calls for increasing attention to the effect of the structure and organiza-
tion of major industries on pricing policies and on responsiveness of
resources to changing price relations rather than focusing exclusively
on specific and frequently petty violations of existing statutes. Greater
emphasis, therefore, should be placed on dissipating monopoly power,
as well as inhibiting specific monopolistic practices.

The committee's hearings brought out numerous instances of
Federal Government policies and practices which contribute to price
rigidity, at least in a downward direction. Procurement procedures
do not rely extensively enough on competitive bidding. Many
regulatory policies serve primarily to maintain floors under prices
of goods and services. A careful and extensive review should be made
to identify and evaluate any such practice or policy which tends to
prevent prices from responding quickly to changing market conditions.

We commend the President's recommendations to require notifica-
tion to the antitrust agencies of proposed mergers by businesses
engaged in interstate commerce, and to authorize the Federal Trade
Commission to seek preliminary injunctions in merger cases where
a violation of law is likely. Bank mergers should also be made subject
to regulation by the antitrust agencies. In lieu of the civil investi-
gative demands suggested by -the President, the Attorney General
should be empowered to issue subpenas in antitrust cases when civil
procedures are contemplated.

NOTE.-Because of the unexpected resignation of Senator Green early this
year as chairman of the Committee on Foreign Relations, Senator Fulbright
relinquished the chairmanship of the Committee on Banking and Currency, and
was appointed chairman of the Committee on Foreign Relations on February 6,
1959. As a result of the unusual burden of work occasioned by this change in
status, Senator Fulbright was unable to participate in the hearings or committee
meetings on this report. For that reason, the findings and conclusions herein
set forth are neither approved nor disapproved by him.

COMMITTEE ACTIVITIES AND PLANS

The Joint Economic Committee is directed by the law creating
it (Public Law 304, 79th Cong.) to report to the Congress on the
main recommendations of the President's Economic Report and to
make a "continuing study" of the economy. During the period
January-February of 1958 the committee held hearings and prepared
its report on the 1958 Economic Report of the President. During
1958 the committee continued the five subcommittees in the study
areas set forth in its report on the 1957 Economic Report of the Presi-
dent. The work of the committee and subcommittees during the past
year is summarized below.
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President's 1958 Economic Report
Hearings on the January 1958 Economic Report of the President

provided an opportunity (1) for the executive branch to indicate
the economic assumptions and reasoning underlying the President's
economic program and to justify major economic policy recommenda-
tions; (2) for a limited number of outside experts to set forth their
views on the President's economic analysis and program; (3) for the
economic interest and research groups to submit their views. The
committee's report on the President's report, due March 1, was trans-
mitted to the Congress on February 27. The report included supple-
mental and dissenting views of committee members, and materials
on the economic outlook for 1958 prepared by the committee staff
(H. Rept. 1409, 85th Cong., 2d sess.).
Committee study of the relationship of prices to economic stability and

growth
The staff completed the organization of a compendium of research

papers by 47 academic economists as approved by the committee
early in the year. These papers were published as a committee print
in March, under the title, "The Relationship of Prices to Economic
Stability and Growth." Oral presentations and discussion of these
papers were made in public hearings May 12 through 22, 1958. As a
third part of the study, the committee invited economists from labor
and industry to submit comments on the issues raised by the academic
economists. These commentaries were published in a volume re-
leased November 10. The fourth and final stage of the study was a
series of panel discussions, December 15-18, 1958, where the experts
from labor and industry were joined in public hearings by some of the
academic economists who participated in the earlier compendium and
hearings. As the title indicates, the focus of the committee study, in
contrast to more particularistic or specialized points of view, was upon
the ways in which the behavior of prices, the operation of the market
mechanism, and private pricing policies are related to the rate at which
the productive capacity of our economy grows and to the stability of
the rate at which the productive capacity is utilized.
Committee study of economic policy in Western Europe

In accordance with the plans approved and presented in the com-
mittee's report on the 1958 Economic Report of the President (H.
Rept. 1409, 85th Cong., 2d sess., p. 8), members of the committee
and staff held a series of conferences on stabilization and growth
problems and policies in seven Western European countries during
September and between November 9 and December 9, 1958. The
conferences, which were informal and directed primarily to an ex-
change of views, were held with governors of the central banks,
representatives of the Treasury and other Government departments,
academic economists, and economists and policymakers from industry,
labor, and the international organizations. In the conduct of these
conferences and the collection and selection of published and unpub-
lished materials on the subject, the committee had the valuable
assistance and cooperation of the economic staffs of the respective
embassies. A summary report, with supplemental materials, is in
preparation.
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Subcommittee on Economic Stabilization
The Subcommittee on Economic Stabilization was composed of

Representative Wright Patman, chairman; Senator Joseph C.
O'Mahoney, Senator Ralph E. Flanders, Representative Henry S.
Reuss, and Representative Clarence E. Kilburn.

On September 10, 1958, the subcommittee sent a questionnaire to
approximately 1,500 economists at 150 universities to obtain their
views on some key issues of economic stabilization and on certain
related banking questions. By the closing date of October 31, 615
completed questionnaires had been returned from all parts of the
Nation. The questionnaiies were tabulated and the results published
as a committee print on December 31, 1958.

Subcommittee on Fiscal Policy
The Subcommittee on Fiscal Policy was composed of Senator Paul

H. Douglas, chairman; Senator Joseph C. O'Mahoney, Senator John
D. Hoblitzell, Jr., Representative Hale Boggs, and Representative
Thomas B. Curtis.

Hearings were held by the subcommittee April 28-30 and May 1,
1958, on "Fiscal Policy Implications of the Current Economic Out-
look." The hearings were conducted as part of the Joint Economic
Committee's continuing responsibility to follow economic develop-
ments and to provide Members of the Congress with information on
adjustments in public policies which may be desirable for economic
stability and growth. The subcommittee heard 28 experts from in-
dustry, labor, agriculture, and the universities in a series of 4 panel
discussions.
Subcommittee on Economic Statistics

The subcommittee, in accordance with earlier instructions from the
full committee, has attempted, through correspondence and personal
consultation with members of the Appropriations Committees in the
House and the Senate, to obtain favorable action in the statistical
areas which its studies have shown to be lacking in coverage or ade-
quate data. On October 6 the chairman of the subcommittee released
a mimeographed statement which summarized the status of the final
appropriations for the Federal Government statistical programs.
(See pp. 620 ff., Joint Economic Committee Hearings on the 1959
Economic Report of the President.)

Subcommittee on Foreign Economic Policy
The Subcommittee on Foreign Economic Policy was composed of

Representative Hale Boggs, chairman; Representative Richard
Bolling, Senator J. W. Fulbright, Senator Ralph E. Flanders, and
Senator Arthur V. Watkins. Because of the full committee's con-
ferences and study of Western European stabilization policies, the
subcommittee did not conduct any inquiries of its own.

Subcommittee on Agricultural Policy
The Subcommittee on Agricultural Policy was composed of Senator

John Sparkman, chairman; Senator Paul H. Douglas, Senator Arthur
V. Watkins, Representative WrightlPatman, Representative Henry 0.
Talle, and Representative Thomas B. Curtis. The subcommittee
submitted the final report of its comprehensive studies, begun in 1957,
on February 10, 1958 ("Policy for Commercial Agriculture: Its Rela-
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tion to Economic Growth and Stability," report of the Subcommittee
on Agricultural Policy to the Joint Economic Committee, Congress of
the United States, committee print, February 10, 1958, 85th Cong.,
2d sess.). No additional subcommittee studies were made during
1958.
Committee and subcommittee studies for the coming year

The chairman announced on February 16, 1959, that the committee
would undertake a broad inquiry into overall economic policies
beginning immediately after completion of its work on the President's
Economic Report. The study will consider the problems of providing
substantially full employment and an adequate rate of economic
growth, as well as maintaining price stability and preventing inflation.

The study will be under the general direction of the committee as
a whole, although specific task forces may be created to deal with
subdivisions of the fields of inquiry, and a bipartisan steering com-
mittee has been set up.

The committee has approved a project (requested by Congressman
Curtis) to develop through hearings or other appropriate means,
further materials in the area of statistics and statistical comparisons
examined in the Joint Economic Committee print on "Soviet Eco-
nomic Growth, a Comparison With the United States," a study
published in September 1957.

Additional proposals and plans for subcommittee or committee
inquiries will be announced as they are developed.
Amendments to the Employment Act of 1946

Public Law 1, approved February 17, 1959, amended the Employ-
ment Act of 1946 to change the membership from seven Members of
each House to eight Members of each House. Tn addition, the part
of section 5(a) which now reads "The party representation on the
joint committee shall as nearly as may be feasible reflect the relative
membership of the majority and minority parties in the Senate and
House of Representatives" was changed to read "In each case the
majority party shall be represented by five members and the minority
party shall be represented by three members."
Changes in committee membership

Four new members of the Joint Economic Committee were ap-
pointed to fill vacancies at the beginning of the 86th Congress and
two additional appointments were made following approval of Public
Law 1. Senator Prescott Bush, Senator John Marshall Butler, and
Senator Jacob K. Javits were appointed to fill the vacancies in the
Senate Republican membership, and Representative William B.
Widnall was appointed to complete the Republican membership in
the House. Senator John F. Kennedy and Representative Frank M.
Coffin were appointed to the two new vacancies in the majority
membership created by the amendment to the Employment Act.
Staff participation in meetings with outside groups

In addition to conducting formal studies and arranging hearings for
the committee, the staff participated in discussions of economic prob-
lems and research techniques with outside groups. The following list
of meetings illustrates the nature of these activities in which the staff
took part during 1958: Economic workshops, Wisconsin and West
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Virginia Universities; economic seminar at Yale University; annual
sessions of the National Tax Association, Investment Bankers Associa-
tion, Mortgage Bankers Association of America, American Phar-
maceutical Manufacturers Association, the National Bureau of
Economic Research, Federal Statistics Users' Conference, American
Economic Association, American Statistical Association, the American
Association for the Advancement of Science, the Econometric Society,
Merrill Center for Economics, the National Association of State
Tax Administrators, American Society for Public Administration, and
the National Planning Association; conferences with groups of foreign
economists brought here under the sponsorship of the State Depart-
ment and the International Cooperation Administration; seminars of
the Industrial College of the Armed Forces; meetings of local chapters
of the American Statistical Association; meetings of the Brookings
Institution, the Chamber of Commerce Committee on Business
Statistics, Downtown Economists Luncheon Group at New York,
Financial Analysts at Philadelphia, Large State R. and A. Conference
of the Employment Service, the Association of Incorporated Statis-
ticians, Ltd., London, England, and other meetings of business groups,
civic organizations, and university classes.
Committee publications

During 1958 the Joint Economic Committee and its subcommittees
issued 12 publications. Nearly 53,000 copies of current and previous
committee publications were distributed to fill individual requests.
Most of these publications are also available through the Superin-
tendent of Documents. During the past year, individual sales and
quantity orders of committee publications, current and past, have
exceeded $15,000. This does not include the 7,800-8,000 paid sub-
scriptions for the monthly publication Economic Indicators.

A checklist of committee publications will be found at the back of
this report.



SUPPLEMENTAL VIEWS OF REPRESENTATIVE
WRIGHT PATMAN

In our concern over the great questions of public policy involvingbudget balance, national defense, and price levels, we ought not toneglect some of the lesser institutional problems, the solution of which,if not prerequisite to, will at least facilitate our handling of, thoselarger issues.
- Three among the many of these seemingly secondary problemswhich need to be considered if we are to maintain a healthy, growingeconomy, and an efficiently run government are: (1) The practice ofburdening the taxpayers with what amounts to an outright subsidy-gift to the private commercial banks for an alleged "service" whichthe Government can as a matter of fact do better for itself; (2) thedisposition to accept the Federal debt largely left over from wars assomething with which we must forever live, with no scheme or planfor payment, no matter what the effect of its management and over-hanging weight may be on Government credit and budget costs; (3) thecontinued tolerance, against all considerations of equity, and goodbusiness, of a tax shelter in the form of tax-exempt securities servingin a large measure to vitiate our progressive income tax system as wellas to reduce the tax base.

1. At times the Federal Government must (or does) run at a budget-ary deficit. The method employed in financing a deficit is a great dealmore than a mere "housekeeping matter." When "money," whichin modern times consist in large part of bank deposits, has literally
to be created to finance a deficit it is important to consider just "how"and "by whom" the inherent right of the sovereign to create newmoney for public purposes is employed:

The year 1958, during which the Federal Government operated ata substantial deficit; provides an excellent illustration of the round-about and costly practice into which we have fallen as a consequence
of our fractional bank reserves. On January 1, 1958, the reserve re-quirements of member banks in central Reserve cities, Reserve cities,and country banks were 20, 18, and 12 percent, respectively. Duringthe year these requirements were lowered by the Federal Reserveauthorities, so that on January 1, 1959, they were 18, 16X, and 11percent, respectively.

These reserve reductions, defended as measures to encourage theexpansion of credit during the period of recession, made available tothe commercial banks at the stroke of a pen several billion dollars ofadded costless resources. But that was not the extent of the "gift"to the private banking interests. Because of our fractional reservesystem the banking system as a whole was thereby enabled to expandearning assets-loans and investments-to six or seven times thenewly created reserves. While legally required reserves at the be-ginning of the year were $18.5 billion and even less at the end of theyear, $18.1 billion, total loans and investments of the banks on which
23.
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the banks draw interest increased nearly $15 billion-from $170.1
billion to $184.5 billion.

While these reductions in reserve requirements were put forward as
measures to encourage expansion of business credit during a period of
economic recession, the fact is that business loans of member banks
actually decreased slightly during the year-from $40.5 billion to
$40.1 billion. At the same time holdings by member banks of Federal
Government securities increased $8 billion and their holdings of mu-
nicipal, State, and corporate securities increased by $2% billion. It
will be urged by some that, since the Federal Government was run-
ning at a deficit, additional Government bonds had to be sold to some-
one, and that the commercial banks were, indeed, doing a public serv-
ice in taking these bonds-even at ever higher interest rates. This
contention would have a better ring if it were not that the private
banks were exercising the Government's power to create money while
charging the Federal Government for something the Government could
and should do for itself.

On occasions when the Government must sell securities to cover
a deficit every effort should be made to place these in the hands of real
savers, individuals, corporate savers, investment trusts, pension
funds, and insurance companies. Only after the resources of these
investors have been fully drawn on does the creation of new money
become necessary. When that situation arises, as it did in 1958,
instead of resorting to the private commercial banks, allowing them
to create new money outright on their books to loan to the Federal
Government and on which they collect interest, the direct and forth-
right procedure is for the Government to exercise its constitutional
power to do for itself what it can do through the Federal Reserve
System-its own instrumentality.

Some persons, evidencing a lack of faith in the capacity of gov-
ernment to manage its own affairs, argue that the Government as a
borrower must at all times be subject to the discipline of the market
rate of interest. If this be so, there is no reason why interest on ad-
vances to the Treasury by the Federal Reserve should not be charged
and paid for at a market rate. Any interest received by the Federal
Reserve banks would ultimately accrue to the Federal Government
through its claims on Federal Reserve net profits as an offset to the
interest paid. Such accrual would thus tend to reduce the net budget-
ary burden of public debt interest upon the taxpayers.

In summary, when and if money must be newly created to take
care of Federal Government needs there is no reason why the power
of creating money which the Constitution clearly says belongs to the
Government should be relinquished and turned over to the profit of
private banks by permitting them to exact a charge for performing an
essentially sovereign function.

(2) In spite of direct higher interest costs in the Federal budget
we have, by expanding our national income, been in a sense growing
up to our national debt since the war. Its relative burden has been
lessening although its interest cost has been pushed up and up, and no
progress made at reducing (except momentarily) its amount. We
can never know how much the Government's credit is clouded by the
overhang of this tremendous debt incurred because we failed to pay for
the war by current taxation and later treated it as if it were an obliga-
tion that need never be repaid, The analogy of the Federal debt to
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a household debt is somewhat unreal, but a practice of regularly going
deeper in debt without any considered plan for even token repayments
is not likely to be without costs to either a household or government.

We are all aware of the pressing demands for expanded defense and
Federal services. We are aware also of how difficult it is to balance
the Federal budget even in prosperous times. It may very well be,
however, that the diversion of some tax money, or even increased
taxes applied to the systematic curtailment of Federal debt, might be
rewarding in easier debt management problems, lower interest costs,
and in the meanwhile contributing to economic stability.

(3) The haven for tax avoidance which tax-exempt securities pro-
vide and the consequent loss of revenues to the Federal Government
have been neglected far too long.

Instead of taking such institutional situations for granted we need
to be giving constant thought to maintaining and expanding the tax
base. It is unfortunate that in 5 years the present administration
has apparently given no thought and has certainly demonstrated no
leadership in trying to cure this longstanding inequitable and costly
situation. Evils such as tax-exempt securities can only be cured by
efforts to do something about them and not by ignoring or accepting
them, no matter how seemingly ingrained they may be in our traditions.

The immunity of State and municipal securities from Federal tax-
ation is not an expressed provision of the Constitution. Even as a
rule of law it has not always been the case. While the principle
that a tax levied by a State upon a Federal instrumentality might
constitute a threat to the Federal Government itself goes back to
Chief Justice Marshall's times, it was not until 1870 that the con-
trary doctrine calling for the immunity of State instrumentalities
from Federal taxation was inaugurated. Exemption at the time was
no serious problem. It did not become so until after the passage of
the income tax amendment to the Constitution and the adoption as
a part of our tax system of a steeply graduated progressive income tax.

Today, with the substantial number of State and municipal bonds
now outstanding with tax-exempt features-$55 billion and increasing
at the rate of $7 billion a year-and in spite of the high marginal tax
rates on individuals and corporations, it is doubtful whether the States
and municipalities save anything as a result of the tax-exempt feature.
The competitive market for tax-exempt bonds tends to adjust so as
to capitalize the value of the exemption to the investor whose tax rate
is lowest but whose purchase of the securities is, nevertheless, neces-
sary to clear the market of the total available supply of tax-exempt
securities. Purchasers of the bonds whose marginal tax rates are
higher than the rate of these other taxpayers get a windfall by saving
more in taxes than they must to pay for the tax immunity.

Regardless of the question of whether the tax-exempt privilege may
be eliminated on future issues by simple congressional amendment (as
seems to many authorities to be the case) or whether a constitutional
amendment is necessary to accomplish the end, it seems likely that
the supposed saving in interest cost to local governments actually does
not compensate for the tax loss now suffered by all taxing jurisdictions
taken collectively. Not only equity but our revenue system and the
budget position of the Federal Government would be improved by
altering a tradition which today benefits the rich at a very doubtful
if any saving to the State and local borrowers.
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SUPPLEMENTAL VIEWS OF REPRESENTATIVE
HALE BOGGS

I agree with the general premise of the report on the necessity for
much more emphasis on our economic growth and in pointing out the
failure of our economy to expand at a rate commensurate with our
domestic and free world requirements.

However, I would also point out that the other specific recom-
mendations are subject to considerable differences of opinion and I
cannot agree with the blanket conclusions expressed with reference
to them.

I think that the report would be more effective if it listed these
areas rather than attempted to recommend specifics. Tax reform,
for instance, is of course very much needed and the Committee on
Ways and Means is working diligently in this area. However, to
single out a few items as is done places undue emphasis on these and
not enough on others.

In addition, the flat endorsement of certain recommendations of the
President bears some examination, such as that with respect to treat-
ment processes in mining. I think, too, that under the heading of the
farm problem and foreign aid, while much is said, a great deal more
could be said about the necessity for complete revision of these
programs.

In essence, I endorse the general proposition that we must strive
with all of our energies, both public and private, for maximum em-
ployment and much greater expansion of our economy. But I am not
prepared to endorse or reject the specifics set forth to obtain this
objective.
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SUPPLEMENTAL VIEWS OF REPRESENTATIVE
HENRY S. REUSS

I agree heartily with the majority's findings and recommendations.
They differ markedly from those of the President and the Council of
Economic Advisers. An important reason for the difference, I believe,
is the failure of the President and the Council to fulfill the require-
ments imposed upon them by the Employment Act of 1946. To
this extent, responsibilities which should have been assumed by the
President and the Council have had to be undertaken by the Joint
Economic Committee.

The Employment Act provides a specific framework, in the Eco-
nomic Report, for reviewing Federal economic policies in the past and
for outlining policies and programs for the future. It requires deter-
mining levels of "maximum employment, production, and purchasing
power" for the economy, and establishing targets to be achieved.
It then calls for a program of coordinated Government action directed
to the target levels.

The Economic Report disregards these provisions of the act in two
important particulars:
~First, no employment or production targets are set. As noted by
Dr. Gerhard Colm in his testimony before the committee:

* * * The discussion of the economic outlook in the report
remains vague without any clear or precise indication of the
increase in employment and production needed to approxi-
mate "maximum employment, production, and purchasing
power." In this respect the report fails to live up to one of
the requirements of the Employment Act * * *. I am con-
vinced that some discussion of reasonable goals of employ-
ment and production is useful and is actually required by
the * * * act (hearings, pp. 441-442).

On employment, there is not even an estimate of what may be
expected under the administration's recommended budget and other
policies, much less a statement of what it believes the ideal goal to be.
On production, the possible and hoped-for levels of output have had
to be inferred from tax revenue estimates submitted by the Treasury.
By this disregard of the procedures established by the act, the Presi-
dent and the Council of Economic Advisers have changed the
Economic Report from a purposeful document, as intended by the
act, to a mere review of the economy and a collection of legislative
and other recommendations whose relevance to maximum employment
and production can only be fortuitous.

Second, it was intended by the Employment Act that the President,
both in his review and his recommendations, would cover all the
economic policies of the Government. While the Economic Report
contains a discussion of the effect of monetary and credit policies
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during the past year, it does not include any recommendations on
what they ought to be in the coming year. The report merely states:

Responsibility for monetary and credit policies rests with
the Federal Reserve authorities who have independent
status within Government * * * the pursuit of appropriate
monetary (and) credit * * * policies would help attain
rising production and employment at stable prices (p. 52).

This omission of monetary and credit policies, on the ground of the
independence of the Federal Reserve System, is a serious miscon-
struction of the act. The purpose of the act was to provide for the
centralization of responsibility in the President for the planning of an
overall coordinated economic program. Monetary and credit policy
recommendations are an integral part of such a program. Making
such recommendations would not affect the independence of the
Federal Reserve, since it need not be bound.

The President should include in the report only the desired general
direction of monetary and credit policy. For obvious reasons he should
not issue specific recommendations on changes in the rediscount rate
or in reserve requirements; nor should he attempt to direct the daily
operations of the Federal Open Market Committee. But Congress
and the public, through the Economic Report, have a right to a
Presidential program that includes an overall stabilization program,
instead of leaving the major part of any such program to the Federal
Reserve. For example, the President should indicate whether the
credit policy to be followed is one of ease or restriction. He might
wish to indicate that certain of the credit tools available to the Federal
Reserve would better serve overall policy than others. If circum-
stances require, he should be prepared to recommend legislation to
regulate consumer credit, mortgage lending, or the loan and invest-
ment activities of the nonbanking financial intermediaries.

Nowhere is the report more barren of recommendations than with
respect to those inflationary price increases in the concentrated indus-
tries which have occurred even in the face of a decline in general
demand. This type of inflation was well described by Dr. Gardner C.
Means to the committee:

The third type of inflation has been called an administra-
tive inflation and involves a rise in prices in the more con-
centrated industries where there is a considerable area of
discretion within which pricing policy can be made. Such
pricing power clearly exists in such concentrated industries
as steel and automobiles. It could also exist where markets
are local and a few producers dominate the market. If this
type of inflation occurs by itself, it involves a specialized
price rise with the administration-dominated prices rising
while market-dominated prices rise little or even fall. But
this kind of inflation does not come from a general excess of
demand and it cannot be halted by contracting demand
except by creating unemployment. Indeed, there is some
question whether even a very sizable amount of unemploy-
ment could prevent an administrative inflation. * * * Con-
trol of this type of inflation by a balanced budget and tight
money can only succeed through high unemployment and
may not succeed even then (hearings, p. 755).
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The Economic Report implicitly recognizes that this "third type"
of inflation may be the type which presents the most immediate
danger. Yet recommendations on what to do about it are conspicu-
ously absent.

Bills now before the Congress (S. 1237 and H.R. 4870) would
redirect the President's attention to his duties under the Employment
Act with regard to setting employment and production targets in
quantitative terms, and with regard to including monetary and credit
recommendations in his overall program. The bills, in addition, as
a means for restraining inflationary movements in heavily concen-
trated industries, attempt to bring to bear an informed public opinion,
through public hearings, upon price increases which threaten economic
stability, and upon wage increases where the firm proposing such
price increases declares such wage increases to necessitate the price
increases.



MINORITY VIEWS

Under the Employment Act of 1946, the Joint Economic Com-
mittee of the Congress is called upon to-

* * * file a report with the Senate and the House of Repre-
sentatives containing its findings and recommendations with
respect to each of the main recommendations made by the
President in the Economic Report * * *.

It has been possible on some occasions in the past for the Joint
Economic Committee to submit its report to the Congress with agree-
ment by all members of the committee.

Although there is much with which we can agree in the majority
report, we have filed minority views because of a fundamental dis-
satisfaction with its partisan political tone and because of two prin-
cipal and basic defects it contains:

1. It fails adequately to present the problem of maintaining prices
at a reasonably stable level in our economy, the importance to sus-
tained high levels of employment and growth of achieving this goal,
and the kind of fiscal and monetary policies that will help assure this
result.

2. It fails to address itself explicitly and. directly to the recommenda-.
tions of the President in his Economic Report for legislation that would
help achieve the employment, production, and purchasing power goals
of the Employment Act.

We will discuss these deficiencies at greater length later in these
minority views, but first it seems appropriate to review the basic
purposes of the Employment Act and discuss how they best can be
achieved.

In the words of the Employment Act of 1946, the domestic economic
objectives are "maximum employment, production, and purchasing
power." These objectives have come to be expressed more explicitly
as a high and steady rate of employment of the labor force, expan-
sion of productive capacity, aDd stability in the general level of
prices. There is little disagreement among members of the committee
and between the majority and the minority on this score.

Although economic recovery by the end of 1958 had recovered
most of the ground lost in the short recession, we are all quite aware
that in mid-January, according to the Department of Commerce
sample study and estimates, 4.7 million of our citizens reported that
they were without a job but were looking for one. We yield to no
one in the extent of our concern over unemployment and the hope for
continued improvement in employment conditions.

Concerned as everyone is about the lost product of recessions and
the personal hardships involved in unemployment, we need to be
constantly reminded that the Employment Act of 1946, framed as an
expression of public policy in the shadow of widely feared postwar
unemployment, rejects the position that the Government itself
should provide the jobs for the unemployed.
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In our opinion the surest way now to provide additional job oppor-
tunities is precisely that called for under the Employment Act, namely,
to create a climate in which industry, agriculture, and the service
trades will be enabled to -expand, thereby creating jobs and the pur-
chasing power with which the products of maximum production may
be moved. A dynamic economy fostered by private initiative and
innovation coupled with a continuing flow of savings and confidence
that Government itself will not arbitrarily interfere is the best way
to foster these conditions. With the tide of economic activity now
moving rapidly upward, Government policy at this juncture should
nurture the recovery, alert to any setbacks, while seeking to prevent a
new set of conditions from developing which may lay the groundwork
for an outburst of 'inflation and a consequent future recurreace of
unemployment.

A great deal of discussion in our hearings on the President's report
and in the majority's report deal with the problem of economic growth.
The impression which some try to'create is that one party has a monop-
oly of interest in seeing a high rate of growth achieved and maintained.
On the contrary, Americans in every walk of life and every political
persuasion share this objective.

Our differences concern the best means for its attainment. More-
over, we reject the view held by some that any particular rate of
growth can or should be set as a specific objective.' Economists
have yet to resolve the formidable conceptual problems of economic
growth and the even greater difficulties of measuring it meaningfully.
In view of these problems, political debate over whether any given
growth rate is attainable is absurd. In addition, the reference to the
rate of increase of gross national product made by the majority can
hardly be taken as indicative, by itself, of the Nation's economic
progress. We should not overlook the fact that the recent expansion
of productive capacity was probably the most rapid and intensive for
any equally short period of time in our Nation's history.

Economic growth, as the majority have noted, is the process of
capital accumulation. Capital accumulation requires two things:
(1) incentives to invest, which in our free and private enterprise
economy means primarily the opportunity to earn net returns com-
mensurate with the risks involved; and (2) real savings needed to
finance the investment.. Public policies which limit or destroy in-
centives interfere with economic growth even if savings are high.
By the same token, policies which prevent or discourage adequate
savings will limit economic growth even if incentives to invest are
strong. Both incentives and savings are needed. It is useless to
urge a higher rate of growth for the economy if we are unwilling to
take the steps necessary to provide the conditions in which both
private investment incentives and savings will be adequate to this
purpose.

One of the' most important and constructive steps the Federal
Government can take in this respect is to stop the continuing erosion
of the value of our money.2 Without a stable currency, decisions of
individuals and businesses about both savings and investments' are

I Senator Javits: "I believe that specifying a rate of growth as a goal Is sound and helpful even though it
cannot be ordered in a free society. I have appended individual views which more fully refect my position
as referred to in the footnotes to the minority report."

' Senator JavIts: "I do not believe that the Federal Government alone can control the erosion of the value
of money, but that productivity and consumption factors are also vital elements."
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distorted by considerations of trying to hedge against inflation.
Moreover, the value of real savings out of any level of income will
tend to shrink as savers become increasingly aware that the purchasing
power of their savings is being eaten away by a rising price level.
At the same time, investors, finding the costs of capital goods rising,
experience increasing difficulty in acquiring an adequate volume of
real savings to finance replacement, modernization, and expansion
of their production facilities.

Stabilizing the price level and insuring the soundness of the dollar,
therefore, is not an alternative objective to achieving a high rate of
economic growth. On the contrary, it is a basic requisite for con-
tinuing growth without violent swings in the level of employment in
a free economy.

The President's proposals for a balanced budget in fiscal 1960 are
basic to achieving this aim. These proposals are not, as has been
alleged by some, the product of outmoded fiscal canons. On the
contrary, they represent constructive efforts to discharge fully the
Federal Government's responsibilities under the Employment Act.3

The consensus of the experts testifying before the committee was
that the economy would achieve high and record levels of employ-
ment, production, and purchasing power in the period covered by
the President's budget. Under these circumstances, failure to achieve
a balance in the budget can be expected to have prompt inflationary
consequences. A renewal of inflationary price trends would greatly
increase the difficulties to be faced by the entire economy in achieving
and maintaining a high rate of growth with maximum employment,
production, and purchasing power. Those who would unbalance the
budget for fiscal 1960 by increasing Federal spending, therefore, would
in fact defeat attainment of the Employment Act's objectives.

We turn now to the two major failures of the majority report-
its cursory and confused treatment of the broad problems of fiscal
and monetary policy, and the lack of adequate discussion of the
President's specific recommendations for legislative action to achieve
the goals of the Employment Act.

As to the first, the report of the majority presents a cloudy and
unclear position.
* On the one hand, the report registers its acknowledgement of the
importance of price stability as a goal of national economic policy.
It states that "* * * we should be acutely aware of the potential
dangers of inflation * * *" and it correctly recognizes the damage
which an inflationary trend does to our economy and to the welfare
of millions of American citizens. Also, the report correctly states
that under the conditions of full or virtually full employment of re-
sources the Government should operate at a surplus. Yet the report
fails to record support for the balanced budget program put forward
by the President for the fiscal year 1960, a program which in all logic
would fit the general fiscal policy conditions which the majority seems
to advocate. Apparently, the majority has failed to grasp the fact
that the budget put forward for the fiscal year 1960 is not a budget
for today's operations, but for the operations of the Federal Govern-
ment beginning July 1, 1959, and extending to mid-1960. The eco-

ISenator Javits: 'while I am in agreement with the principle of maintaining a reasonable relationshipof balance between income and outgo in the Federal Government, I believe that under conditions of exist-ing economic and world political activity, the total aims of the President's report and the essential needs ofthe Nation can be met without fiscal jeopardy within the limits of a 5 percent budget tolerance."
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nomic forecast of rising employment which is put forward in the
President's Economic Report is not specifically rejected by the
majority yet they fail to present a fiscal policy which would conform
with such an economic forecast. Obviously, the burden of proof in
this important matter rests upon the majority: they must either
present the evidence for believing that economic resources will not
be at full or nearly full utilization during the fiscal year 1960, or they
must revise their apparent budgetary recommendations to accord
more closely with those put forward by the President. This is the
central issue of this year's legislative program.4 It is regrettable
that the majority has not addressed itself to that issue in a forthright
manner but has chosen to speak on it in vague and apparently incon-
sistent language. The minority members of the committee want to
make it quite clear that they regard the budgetary proposals of the
President's Economic Report as appropriate for our present and
prospective economic situation and urge the Congress to direct its
legislative program along lines that will follow the general lines of the
President's fiscal recommendations.

On the problem of inflation-surely the gravest potential obstacle
to the achievement of high and rising rates of economic growth and
improvement'-the viewpoint of the majority seems to be that this
is a serious problem and one that we should do something about, but
that we can well afford to wait until inflation is upon us before we do
anything about it. Based on this completely unacceptable point of
view, the majority appears to favor a less restrictive monetary policy,
but no evidence is presented to support their point of view. The
majority suggests that expansion of the money supply has been in-
sufficient, whereas the fact is that the money supply increased in
1958 by nearly $6 billion (demand deposits and currency, seasonally
adjusted), an increase of well over 4 percent. This portion of the
majority report must be rejected as muddled, lacking in any obvious
policy direction and affording no useful guidance to the Congress,
let alone to the Board of Governors of the Federal Reserve System
which has responsibility to the Congress for the formation and admin-
istration of monetary policy.

We will now discuss the majority report's treatment of matters on
which the Economic Report makes specific proposals for action to
achieve the goals of the Employment Act.

I. There is general agreement that monetary policy and debt
management have an important role to play in assuring the sound
currency upon which steady economic growth over the long run de-
pends. A monetary policy which ignored the strength of demand in
the free money markets and which sought to provide easy credit under
all circumstances would clearly lead to inflation and the speculative
excesses out of which recessions develop. Responsible monetary and
debt policy, therefore, is flexible and adjusts to the changing needs
of the economy.

This flexibility was well demonstrated during 1958. The easing of
conditions in the money markets during the early part of the year,

4 See footnote 3, page 33.
'Senator Javits: "I do not consider the danger to economic growth to be primarily inflation but Include

inadequacy of productivity, international development, research and development, and government-busi-
ness coordination; these, too, are vital elements in helping us to attain an optimum rate of economic
growth."
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to which the Federal Reserve System contributed, was a material
factor in arresting the decline and in providing the conditions under
which recovery could get underway. As economic activity increased,
the subsequent adjustments by the Federal Reserve provided the
basis for sound growth in the availability of money and credit, with-
out affording the basis for resurgence of speculative demands in the
money market. These policies are being employed today to prevent
renewal of strong inflationary pressures. There can be little disagree-
ment that this is to be preferred to waiting until inflationary strains
are well underway before taking action.

Monetary policy during 1958, moreover, should once and for all
dispel any impression that "tight money" has in the past or will in
the future be sought as an end in itself. We can be confident that
monetary and debt management policies will be continuously adjusted
to changing conditions and that the maximum volume of credit on
the easiest terms consistent with stability in the price level and in
employment conditions will be available.

The President has strongly urged the Congress to grant wider
administrative authority in setting interest rates under Federal direct
lending, loan insurance, and loan guarantee programs. It is not
clear from the majority report that they reject this constructive pro-
posal; indeed, it would appear that they approve it, in principle.
Yet the majority report fails to make a forthright recommendation to
the Congress for action along the lines of the President's recom-
mendation. We of the minority strongly recommend that this
recommendation of the Economic Report be acted upon by the
Congress in order to help achieve a higher level of residential building
and, in line with the explicit objectives of the Employment Act, to
accomplish this to the maximum extent possible through the agencies
of our private financial institutions. Here is a definite proposal that
would both spur building and reduce Federal expenditures. It should
have the forthright support of the committee and of the Congress.

II. The majority report favors legislation looking to the reform of
our tax system, as does the President's Economic Report, but the
majority report, unlike the President's Economic Report, fails to
discuss this question in sufficiently specific terms to be useful as guid-
ance to the Conress.

The Federal Government can contribute significantly to providing
the climate for economic progress by careful revision of the Federal
tax structure. Tax reform is needed to eliminate the present biases
against capital accumulation and to provide a tax framework within
which sound business considerations, rather than tax differentials,
determine the character of business activity. Studies by the Tax
Policy and Fiscal Policy Subcommittees of the Joint Economic Com-
mittee have indicated, for example, that (1) a substantial volume of
financial assets have been immobilized by various features of the
Federal tax system; (2) business capital structures and the methods
of financing improvements and expansion are adversely affected by
the present tax bias in favor of debt financing; and (3) present depre-
ciation allowances for tax purposes are inadequate to provide the
resources needed to expand and to replace obsolete plant and equip-
ment with facilities incorporating technological advances.6

I Senator Javits: "I also believe that emphasis must be placed upon tax Inducements for foreign privateinvestment and that consideration should be given to measures which would increase tax revenues, as, forexample, in the reconsideration of depletion allowances."
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Numerous studies, including those by subcommittees of this com-
mittee, have also pointed out various ways in which the Federal tax
system has limited the development of adequate revenue sources for
the States and localities. Tax revision to eliminate these features of
the Federal Revenue System would permit State and local govern-
ments more adequately to discharge their responsibilities in providing
the essential public services upon which attracting new industry and
holding existing industry largely depends.

III. The majority report expresses concern over the so-called cold
war but fails to make specific recommendations for measures that
would help the United States combat the efforts of the Soviet bloc.
This is regrettable since it would appear that the majority, had they.
been of a mind to do so, could have found in the President's economic
program exactly the measures that they desire to support. The
minority registers its support for (i) extension of the authorization for
sales of surplus agricultural commodities for foreign currency under
title I of Public Law 480 and for the donation of such commodities
for famine relief and other assistance under title II of that law; (ii) ad-
ditional obligational authority for the Development Loan Fund; (iii)
careful study of the merits of an International Development Associa-
tion, to be affiliated with the International Bank for Reconstruction
and Development; and (iv) prompt action by the Congress on the
request of the President for augmenting, along with other nations,
the resources of the International Monetary Fund and the Inter-
national Bank for Reconstruction and Development. These are
positive steps that can be taken by the Congress to achieve the foreign
economic policy objectives which, as we read the majority report,
the majority members of the committee appear to support.7

IV. That section of the majority report directed to Federal programs
for natural resource development hardly provides any useful guidance
to the Congress. It goes without saying that "* * * Federal pro-
grams to expand the Nation's natural resource base should be carefully
reviewed in the light of the future demands of an expanding
economy * * *" Such review is a continuing activity of Govern-
ment; any criticism of our present programs of resource development
can be useful only if stated in very specific terms. Apparently, the
majority view is simply that the Federal Government is not spending
enough money in this activity, but the majority fail to note that the
budget for the fiscal year 1960 contemplates spending on natural
resources at a rate higher than in the fiscal year 1959, substantially
above 1958, and very much higher than 5 years ago.

V. On the subject of slum clearance and urban renewal, the majority
report is again vague and inconclusive, offering no specific guides to the
Congress. In the judgment of the minority and of virtually all ex-
perienced and competent students of housing problems, the Federal
public housing program has failed to provide an acceptable solution
to the problem of inadequate housing in our great urban centers. It
would have been wise and helpful had the majority registered its
support of the President's program, as set forth in legislation presented
to the Congress, for additional funds for the urban renewal program
and for revisions in certain of the procedures of that program that will

7 Senator lavits: "I consider one of the great opportunities for reali'ing the goals of the Employment Act
to be in the development of new markets through foreign public and private investment, in the develop-
ment of the underdeveloped areas, ond in greatly increased technical assistance to them."
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make it more effective as a means for helping to solve redevelopment
problems in urban centers.8

VI. The gist of the majority report's comments on the farm problem
is that we should "rethink our farm program." Assuredly, there can
be no dispute about this. There is only a need for action on the part
of the Congress to write laws which will make it possible for, the farm
economy to adjust production, in an orderly fashion, to a proper
balance with commercial demand, and thus to eliminate the inordi-
nately large and growing burden on the Federal budget for subsidies
to farm production. There is, fortunately, no inconsistency between
a proper agricultural program and the protection of the values which
we all recognize in the continuance of the family farm.

VII. The minority is happy to note the fact that the majority agrees
with the President's recommendations with respect to improvement
of our antitrust laws and the strengthening of their enforcement. In
this same section of its report, the majority takes notice of govern-
mental activities that affect prices and costs but fails to acknowledge
the appointment by the President of a special Committee on Govern-
ment Activities Affecting Prices and Costs which will study exactly
the range of problems in which the majority members of the com-
mittee express an interest.

In summary, the report of the majority fails to deal directly with
the recommendations of the President for economic legislation and,
accordingly, fails to give the Congress the guidance which is called
for under the Employment Act of 1946. The minority members of
the committee have examined the President's report closely, and have
participated in the hearings which have been held by the Joint
Economic Committee on that report. 'In our judgment, enactment
by. the Congress of legislation along the lines proposed in the Presi-
,dent's report would help accomplish this year and in the years ahead
the employment and production goals of the Employment Act. The
minority members of the committee wish also specifically to register
their support for the President's proposal that the Employment Act
be amended to make reasonable stability of prices an explicit goal of
that statute.

We wish to commend the Council of Economic Advisers on the
technical quality of the analysis, and presentation of the report and
appendixes. There continue to be items of seemingly marginal
importance in the report yet there is marked progress in directing
the recommendations to the broad questions of policy with which
the Employment Act is concerned. i

THOMAS B. CURTIS. PRESCOTT BUSH.
CLARENCE E; KILBURN. JOHN MARSHALL BUTLER.
WILLIAM B. WIDNALL. JACOB K. JAVITS.

Senator Javits: "A balanced approach to the housing problems of our urban communities requires not
only an adequate urban renewal program. but also assistance to housing for middle-income families and
the elderly, whose needs private enterprise is not able to meet alone, and the provision of some low-rent
public housing to meet the social needs of our people."



ADDITIONAL VIEWS OF SENATOR JACOB K. JAVITS

While expressing reservations to the minority report in some re-
spects, I have concurred with it, subject to these reservations, because
I believe that its emphasis on thoughtful consideration of budget and
fiscal policy is essential to the country. I would have much preferred
to see a report issued on which we could all agree-indeed, attempts
were made to bring this about-but this proved to be impossible.

Though I suspect that efforts will be made to draw an issue between
those who will be labeled the "spenders" and the "savers," and to
make the views of those who believe in "economic growth" appear
irreconcilable with those. fearing inflation more, I cannot help but
feel that the very substantial areas of agreement which exist in the
committee should be highlighted at least as much as the differences.

There is general agreement that these are not normal times for our
country or for the world and we cannot deal with the budget and with
our general economic position as if they were. Though we are not
engaged in a fighting war, the struggle between the economic and
social systems of freedom and communism-"the cold war"-demands
unusual expenditures and policies. Also, the drive of people in large
parts of the world toward more tolerable living conditions and toward
self-government make these explosive, not normal, times.

The objective of a balanced budget over a cyclical period is a sound
one and should be followed, but we must take into account the exist-
ence of a cold war extending more and more into the economic field
and the existence of more than normal unemployment; hence the
reason for accepting some budget imbalance, which should, of course,
be kept within minimal limits.

The Federal Government has the responsibility under the Employ-
ment Act of 1946 to use all the means at its disposal to promote
maximum employment, production, and purchasing power. This re-
quires development of the Nation's productive capacity and markets,
a high and steady rate of use of the labor and material resources, a
high degree of stability in the general level of prices, high efficiency
in production and distribution, and fair compensation to workers in
accordance with our long-established principles of mass production
and mass consumption. All of these objectives must be given due
regard.

There is no need for me to restate the majority report's discussion
of the testimony of economic experts from the executive branch and
from groups outside the Government who generally foresee relatively
stable prices for 1959. The great need to protect our pensioners,
retired persons with fixed incomes, life insurance beneficiaries, and
Government and white-collar workers, who are ordinarily the worst
victims of inflation, is also generally recognized. Neither should there
be any disagreement with the statement that there is room for sub-
stantial tax reform, in view of the great influence both positive and
negative of the tax structure upon the growth and utilization of our
productive resources.
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We would also agree generally that the major economic study, which
this committee plans to undertake, and another proposed by the admin-
istration, can shed much light on the various factors which must be
considered under the Employment Act's objectives and the weight to
be given each.

The differences between us, it seemsoto me, are in the means to be
used and in the degree of emphasis to be given each objective.

The overriding issue, in my opinion, is peace-more so than the
budget, very important as the budget is. The financial viability of
the country is a major element in national security, and we cannot,
therefore, lay aside budgetary considerations-but they cannot be
permitted to be the primary determinant of our policy.

Under all the circumstances, I believe that we can come close enough
to a balanced budget for the health of the economy and yet do all the
things we have to do. I would not regard an excess of expenditures
over budgeted revenues in the area of 5 percent of the budgetary
figure as throwing the budget dangerously out of balance, and this, of
course, assumes that we will not face any international crises jeopard-
izing the security of the country. Such an excess would, of course, be
expected to represent both defense and nondefense items and would
run between $2 billion and just under $4 billion.

A little loosening of the budget could be joined with tay revision and
tax reform. I recognize the obligation to support an adequate tax
structure, both in terms of continuing for the present the existing
scale of most excise taxes and in terms of closing tax loopholes which
presently permit large segments of the economy to escape their
responsible share of the burden of government. That is why I favor
a reasonable reduction in the 2732 percent oil depletion allowance,
excessive mineral depletion allowances, and other special tax privileges.
Also, consideration needs to be given to the encouragement of foreign
private investment, the retirement needs of middle-income earners,
and small business.

We must realize that we cannot work in exactitudes in this area.
Our budget is based on estimates which are extremely generalized.
We estimate the level of our economic activity more than 1N years
ahead in order to determine our potential revenues. We estimate
even further ahead the national needs of many programs which are
subject to events completely beyond our control, like international
crises, wars, drought, and flood; even a minor change in the going
rate of interest on Government bonds can throw off our budget
estimates by hundreds of millions of dollars.

I believe in every effort to increase output and consumption and to
promote economic growth. But, at a time of high economic activity
like the present, this should not be accomplished through govern-
mental "pump priming" or forced-draft Government spending-in the
way in which they were applied to the recession at the end of 1957
and early 1958.

The emphasis in the majority report on continuing unacceptable
levels of unemployment is, of course, fully justified, and I agree with
the need for adequate unemployment compensation standards and
payments to avoid distress and remanding of the unemployed to the
welfare rolls. But I do not accept the easy theory of Federal Govern-
ment expenditures to create employment which is implied in the
majority views. This is a self-delusive answer under existing condi-
tions and as unacceptable as the unemployment itself.
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What is called for at the present time is stepped-up economic
growth in the private sector to bring about reemployment, and that
should be our main goal. Among the steps which could help economic
growth materially is the establishment of "local productivity coun-
cils" similar to those which operated in various areas of the country
during World War II. Consisting of top-level labor, management,
and public representatives in a locality, these councils could make
major contributions toward increased production, without sacrificing
the interests, needs, and goals of either management or labor. A
case in point is what they could do on the local level to modernize
industry including the updating and standardizing of archaic building
codes. The same urgency which led to the creation of these councils
in wartime exists now-the cold war is mainly one of economic
pressures-and similar measures are appropriate, particularly when
they involve voluntary cooperation in the Nation's interest.

In line with meeting this problem, we should also consider methods
for promoting public awareness of the problems created by an
imbalance between wages and salaries and prices on the one hand, and
production and consumption on the other. In this area lies the chief
cause of the inflationary spiral-the constant, yet constantly less
successful, attempt of these elements to catch up with each other.

We must make a very great effort overseas to develop new markets
and new opportunities for investment. This is our greatest chance for
economic expansion, equivalent to the "go west, young man" drive
of the decades following the Civil War. 'We should place a great
premium upon oversea private investment, encouraging it through
governmental measures including tax advantages, guarantees, govern-
mental services at home and abroad, and efforts by treaty and agree-
ment to assure equal treatment and the integrity of investments.
We should back up foreign private investment with long-term Govern-
ment loans for "infrastructure" development purposes (ports, roads,
sanitation, education, reclamation, navigation, and irrigation) while,
at the same time, spending as needed for technical assistance and for
the education and training of far more Americans than at present to
engage in this technical assistance.

In considering economic growth patterns and our ability to progress
in the various areas of national need, we must constantly consider the
rising cost of defense expenditures as a major influence. The report
of the Rockefeller Brothers Fund on the U.S. economy pointed
out that-

We can afford the defense programs essential for survival'
II doing so, however, unless we achieve a 5-percent growth
rate, we shall have to hold back otherwise desirable expendi-
tures in the Government field and keep the growth of private
expenditures below a level commensurate with our aspirations.

As to national needs, I believe that those financed from Federal
appropriations must be conducive to the above objectives; hence I
have favored middle-of-the-road programs for Federal aid as in the
fields of housing, airports, highways, depressed areas, education, and
health. I see less justification for federally financed power and similar
development at this time. I do not believe that the budgetary impact
of middle-of-the-road programs which primarily utilize Government
guarantee techniques and the stimulation of private investment will
cause budget imbalance of a prejudicial inflationary nature.
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The problem of our metropolitan areas is a national one, not only
because many like New York, Chicago, Washington, and Philadelphia
extend beyond the boundaries of one State, but because these urban
communities are the nerve centers of the Nation and contain the bulk
of its productive resources. The health and growth of our cities are
key items in the health and growth of our entire economy. With 6
out of every 10 American citizens living in the 186 biggest metropolitan
areas, appropriate consideration on the Federal level must be given
to their needs. Ofthe greatest importance are programs which will
sustain and renew their growth and viability, increase their ability to
produce, and reflect themselves in greater future values both for the
particular community and for the Nation as a whole. In this respect
I consider of the greatest significance those programs dealing with
urban renewal and mass transportation, which, over a period of time,
more than compensate for their costs.

I do not consider such expenditures inflationary when they increase
directly the aggregate wealth of the country, especially in terms of
its capacity to produce efficiently and economically and to provide
products for which a legitimate demand remains unsatisfied at home
and abroad. The effect of such increased wealth upon increased
revenues, even existing rates, will be more than enough to cover
these expenditures.

In its approach to farm policy and to expenditures in the agricul-
tural sector, I find the majority's views especially hard to justify.
It is naive to omit from consideration the fact that a substantial
portion of increased farm output is directly attributable to produc-
tion for Government price support payments. This factor is par--
ticularly damaging since the increase in output often bears no rela-
tionship at all to demand or needs; this is especially the case with
the basic crops of wheat, cotton, corn, tobacco, rice, and peanuts.
A reduction of the Federal Government's price guarantees is sound,'
but such a cutback must be coupled with more vigorous substantive
programs-these will also cost money, but money infinitely better
spent. They include increased industrial uses of farm products, more
efficient mechanization, better marketing-including processing and
packaging closer to the farm-and greater utilization of farm prod-
ucts in foreign aid. Our dairy farms in New York, for example, have
shown a marked ability to adjust to a more realistic situation.

The additional problems of the family farm, cited by the majority,
are often social ones and will not be solved by a subsidy. What is
required here is credit, home and road improvement, extension serv-
ices, specialization, and, as a last resort, means for transition from
farm to town and an opportunity for retraining where the family farm
is without reasonable economic prospect.

As an important concomitant of satisfactory growth, there must be
the ability to invest and borrow at a reasonable cost. I believe that
the economy of the country deserves and demands lower interest
rates and that Congress should do its best to hold the line on the cost
of borrowing. This should be done, however, through governmental
and fiscal policy, through encouragement of Government bond buying
by individual investors, by making governmental bonds more attrac-
tive, by judicious open market operations in the Government bond
market, and through the encouragement of foreign investments and
the expansion of foreign markets, rather than primarily through
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interest ceilings fixec; by law. We cannot hope to accomplish 'such
reduction of interest rates by attempting to peg specific rates of
interest, such as those on veterans' home mortgages, at an unrealistic
level below the rates required by the general money market, for the
result of such a policy is to deprive that section of the economy of
access to credit, rather than to reduce the cost of money available to it.
Our programs for the achievement of lower interest rates must cover
the entire credit structure.

In all these considerations, I think that the greatest importance
should be placed on finding the methods which will maximize the use
of the private sector of the economy to meet the needs of our people
and our Nation, both at home and abroad. We must find the areas
in which, without sacrificing the basic economic precepts of free
enterprise and individual choice, we can expand our wealth, produc-
tion, and employnient while, at the same time, protecting our standard
of living, our fiscal stability, and the value of the dollar.

As the Rockefeller report points out:
In making the choices which will confront us, we have the

opportunity to adopt a series of measures that could give us
a more rapid economic growth. * * * Our choices are not
necessarily limited by past rates of expansion-they en-
compass the possibility that we can adopt policies that
provide positive stimuli to greater output.

Our task is to balance our needs, not with the thought that one
goal must be sacrificed to achieve another, but with the full realization
that we may be able to achieve most or all of them through a judicious
use of our resources.'
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LETTER OF TRANSMITTAL

FEBRUARY 23, 1959.
Hon. PAUL H. DOUGLAS,
U.S. Senate,
Washington, D.C.

DEAR SENATOR DOUGLAS: Transmitted herewith are committee
staff materials on the economic outlook for 1959. These materials,
as in previous years, attempt to quantify the "foreseeable trends" of
economic activity for 1959 which, in the judgment of the staff, are
consistent with the outlook assumptions of the President's Economic
Report and budget, as well as those consistent with testimony during
the recent committee hearings.

Detailed and precise figures must be used, of course, if economic
projections are to be internally consistent; it is to be emphasized,
however, that the purpose of such projections is to show the general
order of magnitude and direction of possible major economic develop-
ments on the basis of stated assumptions.

Sincerely yours,
RODERICK H. RILEY,

Executive Director.
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THE ECONOMIC OUTLOOK FOR 1959

[NOTE.-References in text and tables are to numbered sections of the Technical
Materials beginning on p. 58.]

The President's Economic Report and his budget message axe
based on confidence that economic recovery will continue in 1959.1
This outlook assumes that-

(1) Gross national product for 1959 will be about $473 billion
and the annual rate will reach the range of $480-485 billion by
the fourth quarter; 2

(2) Prices on the average will change little, but inflationary
possibilities are present; 3

(3) The rate of increase in output during 1959 will be slower
than in the initial revival stage during 1958; 4

(4) The year-to-year rise, 1958 to 1959, will be somewhat
slower than after the 1954 recession; 6

(5) Further improvement in economic activity will result from
an upturn in business. expenditures on fixed capital, a shift from
inventory liquidation to accumulation, continued strength in
residential construction, a further rise in combined outlays of
Federal, State, and local governments, some improvement in
exports, and increases in consumer purchases."

(6) The budget for fiscal 1960 will be balanced at $77 billion.7
The President's Economic Report and his budget seem to reflect

a belief that this outlook is consistent with the objectives of the
Employment Act," making due allowance for the fact that the econ-
omy is still recovering from the recession of 1957-58, and that there-
fore, although activity will increase during 1959, maximum employ-
ment, production, and purchasing power will not be reached before
late in the year or in the first half of 1960. (See chart I, p. 53.) 9

Will the total demands of consumers, business, and Government be
large enough to result in realization of the assumptions underlying
the President's Economic Report and budget as set forth above?
This question is examined in the following sections of these materials
on the basis of the record of the committee hearings and other in-
formation assembled by the staff.

DEMAND PROSPECTS FOR 1959 AS DEVELOPED IN COMMITTEE
HEARINGS

Prospects for changes in demand by consumers, business, and
Government in 1959 were analyzed by witnesses in the committee's
hearings on the Economic Report of the President.'0

Government expenditures
If expenditure policies conform to the President's budget message,

Federal, State, and local demands for goods and services (on a national
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income and product account basis) are expected to total $97.5 billion
for calendar 1959, an increase of $6.3 billion over 1958. State and
local governments would account for $3.4 billion of this increase,
reflectig mainly increased outlays for construction-particularly
of schoofs and highways-and higher employee compensation. Fed-
eral expenditures for goods and services are scheduled to average
$54.5 billion in calendar 1959, about $2.9 billion more than in 1958.
The annual rate of such expenditures is scheduled to be about
$55 billion in the first half of 1959, and then average a billion lower or
$54 billion in the second half of 1959 and the first half of 1960. Total
Federal expenditures on a national income and product account basis
are scheduled to level out during all of 1959 and- the first half of 1960
at about a $92 billion annual rate. This is in contrast to the rise in
the annual rate of these expenditures of about $9.5 billion between the
first quarter of 1958 and the first half of 1959, of which $5.3 billion
represented a rise in the annual rate of purchases of goods and
services."1
Business plant and equipment outlays

Business investment in new plant and 'equipment appears likely to
begin- to rise in 1959, with the rate accelerating in the latter part of
the year. Lower outlays than in 1958 by manufacturers are expected
to be offset by rising outlays by nonmanufacturing firms. Manu-
facturing companies are expected to continue to report slight declines
in capital expenditures through part of this year. Recent modest
rises in their capital appropriations for future spending, as reported
in the NICB-Newsweek survey, point toward rising rates of expendi-
ture by manufacturers later in 1959. This pattern seems consistent
with the McGraw-Hill survey of last October which indicated a 3-
percent decline in manufacturing capital outlays for 1959 compared
to 1958, but with a counterbalancing increase in the nonmanufacturing
sector. This equality of total private capital outlays in 1958 and
1959 implies a rise during 1959, since the rate of spending in the fourth
quarter of 1958 was below the year's average. The next Government
survey (SEC-Commerce) of such plans, now underway and to be
available in March, will shed further light on prospects for business
fixed investment this year. The professional consensus, on the basis
of present information, is not significantly different from the assump-
tions implicit in the Economic Report.12
Residential construction

Residential construction (nonfarm) is generally expected to average
about $2 billion higher in 1959 than in 1958, or about the same as the
$20 billion per year rate reached in the fourth quarter of 1958.
Housing starts are expected to average close to 1.3 million this year
compared to about 1.2 million in 1958 and an annual rate of about
1.45 million (preliminary) in December 1958. This implies a high
rate of housing starts at the beginning of 1959, tapering off as the
year progresses. The extent of the decline in starts is expected to
depend on availability of funds for home mortgage financing. Actual
expenditures (construction put in place) are expected to be higher
than in 1958, in part because of a modest rise in average cost per
unit., 3
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Business inventories
Heavy liquidation of business inventories in the early months of

1958 slackened as the year progressed and ceased altogether by the
fourth quarter. Present conditions appear to be favorable to rebuild-
ing of inventories. The annual rate of inventory accumulation is
expected to move rapidly to over $5 billion and may reach $6 billion
or more in the fourth quarter, particularly if steel inventories are
depleted by a strike in the third quarter. This pattern could result
in an average accumulation of $4 billion or more for the year.' 4

Personal consumption
Consumption as a whole is likely to move pretty much in line with

disposable personal income. At the end of 1958 the rate of personal
saving, about 6 percent, was about as low as it has been since 1950,
so that the savings ratio might be expected to rise somewhat during
1959. This may be moderated by a rise in automobile purchases at
a rate more than proportionate to income. If events develop along
these lines, total consumption could rise by $15 billion or more be-
tween the fourth quarters of 1958 and 1959. For 1959 as a whole,
total consumer expenditures would amount to about $306-$308
billion.' 5

International
Improvement in economic activity at the rate indicated by the

above analyses would generate an increase in our imports; expendi-
tures for services and overseas military spending should also be higher
than in 1958. Government foreign aid is expected to be about the
same as last year. Private foreign investment could then maintain
approximately the 1958 level. Exports are expected to pick up as
the year progresses, and other uses of dollars to increase. On balance
the transfer of gold and dollars to foreign accounts might average less
than in 1958, with the rate of transfer declining as the year
progresses."1

In total, these analyses of prospective demands in 1958, as presented
at committee hearings, amount to about $470-$475 billion for the year
as a whole and to an annual rate of about $480-$485 billion by the
fourth quarter."7 Implicit in this outlook is a rise of about 1 to 1Y2
percent in prices as measured by the gross national product deflator,
although the consumer price index is expected to be roughly stable.
The rise in the deflator would result almost wholly from rises in con-
struction costs and increased compensation of Government employees
(principally State and local).3

THE NATION's ECONoMIc BUDGET FOR 1959

A national economic budget for 1959, consistent with the assump-
tions underlying the President's Economic Report and his Budget
Message, is shown in table 1 (p. 56). Government expenditures,
personal income, and corporate profits are those transmitted by the
executive branch. Other details are consistent with, though not
necessarily identical to, those of the executive branch, which, as a
matter of policy, does not publish detailed numerical estimates of its
economic assumptions.
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Chart I (p. 53) illustrates the relation of this assumed gross national
product of $473 billion for 1959 to past changes in actual output and
to potential output calculated from experience of past years not
marked by war or severe recession." The quarterly deflated gross
national product shown in chart I is the series published for the first
time in December 1958 by the Office of Business Economics of the
Department of Commerce, converted from 1954 dollars to the price
level of the fourth quarter of 1958, using their deflator. This series
replaces a tentative quarterly series by the committee staff used on
similar charts in past years.

Comparison of the economic assumptions for 1959 implied in the
President's Economic Report and budget with the demand prospects
for 1959 developed during the committee hearings, as summarized in
the previous section, reveals some differences in details and in empha-
sis, but no significant difference in the expected overall output for the
year or in the relationship of demand to the potential output.

What are the implications of this analysis, and of the numerical
estimates in which it is summarized?

(1) If the gross national product of $473 billion for 1959 implied in
the President's Economic Report and budget does not assume any
price increase after the fourth quarter of 1958 then, as indicated by
pattern A on chart 1, the assumed output for the year, if realized, will
be about $12 billion or 2.5 percent below the potential output of
about $485 billion (expressed in prices prevailing in the fourth quarter
of 1958). The corresponding rate of increase in output during the
year would be slower than that experienced between the second and
fourth quarters of 1958.

On the other hand, the assumed gross national product of $473
billion for 1959 as a whole may allow for a modest price increase,
reflecting mainly expected rises in construction costs and in compen-
sation of government employees.' Then the gross national product
for 1959 of $473 billion would be lowered to perhaps $467.5 billion in
terms of the prices of the fourth quarter of 1958 used for chart I-
a level $17.5 billion or 3.6 percent below the potential output (pattern
B on chart I).

In either case, the assumptions underlying the President's Economic
Report and budget imply: (a) that the rate of rise in output during
1959 will be slower than during the second half of 1958 though faster
than the long-term rate of increase; and (b) that output and employ-
ment are not expected to reach the potential growth trend before
the end of 1959 or, perhaps, sometime in 1960.

(2) How much unemployment might be experienced this year if the
assumed output increases are realized? Since the amount or percent
of unemployment will depend on several factors, a number of outcomes
are possible. On the assumption that the labor force will increase in
line with longrun relationships to population changes and that the
recovery in hours worked was largely complete by the fourth quarter
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CHART I. POTENTIAL GROSS NATIONAL PRODUCT COMPARED TO ACTUAL
1952-1958, AND ASSUMED FOR 1959
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of 1958, prospects for this year can be illustrated by the following tab-

ulation:
A. If prices are assumed to remain constant after the fourth quarter of 1958,

then the average gross national product of $473 billion for 1959 implies that-

If output per man-hour increases be- Unemployment, seasonally adjusted, in
tween the fourth quarters of 1958 the fourth quarter of 1959 will be-
and 1959 by-

1 percent 3 percent
2 percent 4 percent
3 percent 5 percent
4 percent 6 percent
5 percent 7 percent

B. If prices are assumed to increase by 1 percent from the fourth quarter of
1958 to the fourth quarter of 1959, then the average gross national product for
1959 valued in prices prevailing in the fourth quarter of 1958, would be $467.5
billion instead of $473 billion, which would imply that-

If output per man-hour increases be- Unemployment, seasonally adjusted, in
tween the fourth quarters of 1958 the fourth quarter of 1959 will be-
and 1959 by-

1 percent 4 percent
2 percent 5 percent
3 percent 6 percent
4 percent 7 percent
5 percent 8 percent

In past years of revival from a contraction, such as 1949-50 or
1954-55, output per man-hour has increased by above-average rates
and the bulk of the recovery in hours worked occurred in the first
6 to 9 months. If this pattern of recovery unfolds again in this cycle,
one would expect the total increase in the combination of hours
worked and output per man-hour to be in the range of 3 to 5 per-
cent per year. Therefore, unemployment (seasonally adjusted) might
range between a low of 5 to 6 percent and a high of 7 to 8 percent.

This analysis, of course, assumes that the labor force will increase
in line with longrun relationships to population growth. If con-
tinued unemployment were accompanied by a slower rate of growth
in the labor force, as in 1958, the percent unemployed would be lower
than indicated above.2 6 Considering the necessarily approximate
character of any such calculations, the economic assumptions under-
lying the President's Economic Report and his budget imply little
reduction in the seasonally adjusted rate of unemployment.

The employment and unemployment implications of the outlook
may be clearer if we look graphically at the relation of employment to
output in recent years. Chart II, which is derived from the data
underlying chart I, shows two lines: (a) the actual gross national
product in constant prices as a percent of the potential; and (b)
employment as a percent of the civilian labor force. Since the poten-
tial assumes 4 percent unemployment, the 100 percent mark on the
left scale for the output percentage has been lined up with the 96
percent mark of the right scale for the percent employed. The scales
were chosen so that the fluct nations of the two lines are of about the
same size. The assumed pat-terns A and B of chart I also appear on
chart II.
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CHART I[. RATE OF OUTPUT COMPARED TO RATE OF EMPLOYMENT,
ACTUAL 1952-1958, AND ASSUMED FOR 1959
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It will be seen that a slower recovery in employment than in output
in the coming year would be consistent with the recovery pattern of
1954-55; and it output rises as slowly as now assumed, the percentage
of the civilian labor force with jobs could be expected to rise very little

this year-i.e., the percent unemployed, seasonally adjusted, would
fall very little.30

TABLE 1.-Summary of the Nation's economic budget, calendar years, actual 1956

and 1957, preliminary 1958, and estimated 1959

[Billions of dollars]

Item

Personal:
Income: Total disposable -

Expenditures:
Durable goods -
Nondurable goods-
Services-

Total expenditures-

Savings (+)-

Business:
Income:

Undistributed corporate profits
Capital consumption allowances .
Inventory valuation adjustment.

Total income-

Expenditures:
Construction:

Residential (nonfarm)-
Other private-

Producers' durable equipment .
Net change in business inventories

Total expenditures-

Dissavings (-)-

International:
Foreign net transfers by Government
Net exports of goods and services .

Excess of transfers (+) or net exports (-)

Government:
Income:

Personal tax and nontax payments
Business tax and nontax payments
Contributions for social insurance.
Less transfer payments, etc.

21

Total income-

Expenditures:
Federal-

National security ---
Other - ------ --------------

State and local-

Total expenditures-

Savings (+) or dissavings (-)

Statistical discrepancy (+) or (-)-

Total gross national product-

Actual
1956

290.5

Actual Preliminary
1957 1958

305.1

IlIEI

Estimated
1959 2"

311.6 I' 328.0

38.4 39.9 36.8 41.0
131.4 138.0 141.9 149.0
99.6 106.5 111.9 118. 5

269.4 284.4 290.6 Is 308.5

21.1 20.7 21.0 19 19. 5

11.0 9.4 5.6 1210.0
34 7 37.7 39.6 20 42.5

-2. 6 -1.5 -.2 -1.0

43.2 45.6 45.0 51.5

17.7 17.0 17.8 '320.0
18.1 19.4 18. 7 12 19.0
27.0 27.9 22.6 12 24.0
5. 4 1.0 -4. 7 I

68.2 65.3 54.4 66.0

-215.0 -19.7 -9.4 -14.5

1. 4 1.5 1.3 1.2
2. 8 4. 9 1.4 1510

-1.4 -3.5 -.1 I2+.2

40.1 42.7 42.8 46.0
58. 0 59.2 57. 1 65. 0
12.3 14. 2 14.4 15.6
25.3 28.8 33.3 34.3

85.1 87.4 81.1 1192.3

45.7 49.4 51.7 54.5

40.34 44.3 44.4 45. 7
5.4 5.1 7. 3 6. 8

33.1 36.3 39. 6 43.0

78. 8

+6.3

-.9

419. 2

85. 7

+1.7

+.7

440. 3

91. 2

-10. 2

-1. 2

437. 7

1197. 5

-5.2

0

473.0

NOTE.-Reference numbers in this table correspond to numbered items in the Technical Materials, p. 58.

Sources: 1956-58, Office of Business Economics, Department of Commerce; and 1959, Staff, Joint
Economic Committee.

I
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TABLE 2.-Relation of gross national product, net national product, national income,and personal income, calendar years, actual 1966 and 1957, preliminary 1958,and estimated 1959
[BUic

Item I

Gross national product
Less: Capital consumption allowances

Equals: Net national product

Less:
Indirect business tax and nontax lia-

bility -------------------
Business transfer payments
Statistical discrepancy

Plus: Subsidies less current surplus of Gov-
ernment enterprises

Equals: National income

Less:
Corporate profits and inventory valua-

tion adjustment
Contributions for social insurance
Excess of wage accruals over disburse-

Plus: ents

Government transfer payments
Net interest paid by Government
Dividends
Business transfer payments

'ns of dollars]

Actual Actual Preliminary
1956 1957 1958 1959'

419.2
34.7

384. 5

35. 6
1.5

-.9

440.3
37. 7

402.6

37.6
1.6
.7

437. 7
39. 6

397. 1

38.6
1.6

-1. 2

473.0
0 42.5

430. 5

11 41. 5
1.6
0

1.0 1.3 1. 112.2

349.4 364.0 360.5 389.6

42. 9
12.3

0

17.1
5.7

12.0
LI5

Equals: Personal income-- 330.5

Less:
Personal tax and nontax payments

Federal
State and local

Equals: Disposable personal in-
come

Less: Personal consumption expenditures.

Equals: Personal savings

Percent

Addendum:
Corporate profits and inventory valuation

adjustment --------

Inventory valuation adjustment
Corporate profits before tax

Corporate profits tax liability

Corporate profits after tax

290.5.

269.4

21.1

7.2

42.9

-2. 6
45.5

22.4

23.1

41.9
14. 2

0

19.9
6. 2

12.4
1.6

347.9

36.2
14.4

0

24. 3
6.2

12. 3
1.6

354.4

40.1 42.7 42 8
35. 37. 4 37.0
4.8 5.4 .

305.1

284. 4

20. 7

6.8

41.9

-1.5
43.4

21. 6

21.8

311. 6

290.6

21.0

6.7

36. 2

-.2
36.4

18.6

17.9

" 46.0
1115.6

0

" 24.4
116.5

13.5
1.6

23 374.0

"146.0
40.0
6.0

328.0

30& 5

19.5

5.9

2246.0

-1.0
n47r0

" 23.5

23. 5
Dividends ------- - 1 12. 0 12.4 1 12.3 24113.51
Undistributed corporaterp;ols 11.0 9.4 5.6 1 10.0

NOTE.-Reference numbers in this table correspond to numbered items in the Technical Materials, p. 58.
Sources: 1956-58, Office of Business Economics, Department of Commerce; and 1959, Staff, Joint Eco-nomic Committee.
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TABLE 3.-Actual and "potential" 25 gross national product in constant 1954 prices,
calendar years 1957-59

1957 1958 1959

Item
Actual Poten- Prelimi- Poten- Poten-

tial 26 nary tisI 25 tial 20

Total labor force (in millions) -70.7 26 70 7 71. 3 25 71. 5 25 72. 6

Armed Forces -2. 8 3.0 2. 6 3.0 3. 0

Civilian -67.9 67.7 68.6 68. 69. 6

Unemployment -2.9 27 2.7 4. 7 277 2. 27 2. 8

Percent of labor force .- 4.3 4. 0 6.8 4.0 4.0

Employment -65.0 65.0 64. 0 65.8 66. 8
__~~~~~~~~~~~5.

Private -----------------------------------

Agriculture-
Nonagriculture-

Government-civilian 28__________________

Private:
Average annual hours:

Agriculture-
Nonagriculture-

A,...i,- nor m l{ 9 dIllorc1 Tots] uri-

57. 9

6.2
51. 7

7. 1

58.4 56.6 59.0

6.2 5.8 6.1
52.2 50.8 53.0

6.6 7.3 6.7

59.9

6.0
53. 9

6.9

2 296.5 2, 387.0 2,272.2 2, 368.0 2,349.0
2,004. 9 1 975.0 1,982.3 1,960.0 1,940.0

I I $3 07 j $3 9

vate - ------------------------------------ $3. 169 $3. 212 $3.167 $3. 307 $3. 394

Agriculture-$1.456 $1. 306 $1. 649 $1. 345 $1. 385

Nonagriculture - $3. 409 $3. 483 $3. 368 $3. 578 $3. 664

Gross national product (in billions of 1954 dollars) - $407.0 $411.1 $364. 3 $424. 1 $436. 5

Total private -373.8 378. 3 361.0 390. 8 402. 7

Agriculture -20.8 19.2 21.9 19.3 19. 5

Nonagriculture-3.53.0 359.1 339.1 371.5 383.2

Government 
2
'_----------------------------------- 33.2 32.8 33.3 33.3 33.8

NOTE.-Reference numbers in this table correspond to numbered items in the Technical Materials, pp.

58 ft. Detail will not necessarily add to totals because of rounding.

Sources: Population, labor force, and average annual hours-Bureau of the Census, Department of

Commerce; gross national product-1957 actual and 1958 preliminary, Office of Business Economics, Depart-

ment of Commerce; 1959 potentials-Staff, Joint Economic Committee.

TECHNICAL MATERIALS

These technical materials correspond to the numbered
references in the preceding text and tables. In addi-
tion to references to sources of information, these ma-
terials contain definitions of terms, explanations of
points of analysis, statements of basic assumptions, and
supporting materials drawn from committee hearings on
the January 1959 Economic Report of the President,
from that report itself, from the President's January
1959 Budget Message, from other official statements or
reports, and other sources.

(1) The general character of the administration's outlook is given

in the January 1959 Economic Report of the President (hereinafter

cited "Economic Report"), page IV, as follows:

As 1959 opens, there is reason for confidence that the im-
provement in business activity which began in the second
quarter of last year will be extended into the months ahead.

-=1-I 1=1
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(2) The estimate of a gross national product of $473 billion for
1959, a range of $480-485 billion for the fourth quarter, and the
associated detailed income and expenditure estimates reflect assump-
tions contained in executive branch statements, and the Joint Eco-
nomic Committee staff's interpretation of levels and trends consistent
with the President's Economic Report and budget. These estimates
in tables 1 and 2 rest on various assumptions and reasons given in
these numbered technical notes. See also statement of Maurice H.
Stans, Director, Bureau of the Budget, in his letter to Representative
Bolling (Hearings on the January 1959 Economic Report of the
President Before the Joint Economic Committee, 86th Cong., 1st
sess., p. 89; hereinafter cited "Hearings").

(3) Several statements on prices and on price expectations for 1959
were made by the executive branch. The Economic Report states on
page 51:

Acceptance by the Congress of the expenditure level of
the 1960 budget would be the most important single step in
discharging Government's responsibility to help preserve the
stability of prices and costs through prudent management of
its own financial affairs.

Testifying before the committee, Dr. Ewan Clague, Commissioner,
Bureau of Labor Statistics, stated:

The decline in agricultural and food prices should continue,
at a moderate pace, in the coming months, assuming that
weather conditions are reasonably favorable. On the other
hand, there is every likelihood that the rise in the cost of
services will continue.

In addition, the maintenance of the present pace of busi-
ness recovery will probably exert new upward pressures on
industrial prices. Thus, it seems fairly clear that these two
opposing forces-declining farm and food prices and rising
costs of services and some industrial items-will tend to
offset each other in the immediate future, keeping the indexes
relatively stable (Hearings, p. 96).

Likewise, Wm. McChesney Martin, Chairman of the Board of
Governors of the Federal Reserve System, testified that he expected
price stability for the immediate future, but he qualified this by
expressing a concern over the danger of a renewal of inflationary trends
later in the year (Hearings, pp. 464, 466-468). Dr. Clague expressed
an expectation of a rise in construction costs (Hearings, p. 109), and
Dr. Louis J. Paradiso, Assistant Director and Chief Statistician, Office
of Business Economics, U.S. Department of Commerce, expected that
compensation of State and local employees would continue to rise
(Hearings, p. 146). In his letter to Representative Bolling, Budget
Director Stans stated:

The budget estimates have been prepared on the basis of
prices remaining, on the average, at their present level;
exceptions to this general rule may occur in certain cases
where agencies may have made allowances for changes based
on actual experience with specific areas of procurement.
(Hearings, p. 89.)
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It may be that the executive branch economic assumptions reflect
no further price increase on the average from the level in the fourth
quarter of 1958. In this case the rise in gross national product from
$453 billion in the fourth quarter of 1958 to the annual average of
$473 billion in 1959 would be an increase in real terms as shown by A
on chart I. If, however, some increase in prices is assumed-say lS
percent from year to year-then the increase in gross national product
in real terms (fourth quarter 1958 prices) would be somewhat lower,
as shown by B on chart I (p. 53).

(4) This is clear from chart I, which shows a slower rate of increase
during 1959 than in the second half of 1958. In addition, see the
statement of Robert B. Anderson, Secretary of the Treasury (Hear-
ings, p. 436).

(5) Secretary Anderson, speaking of increases in 1959 (Hearings,
p. 399), said:

* * * The increases they represent imply a continued
vigorous recovery, but at a slightly lesser rate than we experi-
enced after the 1954 recession.

(6) Economic Report, pages IV-Y, and pages 30-32.
(7) Economic Report, page VI, and page 32.
(8) In his budget for fiscal 1960 submitted to Congress January 19,

1959, the President stated:

We are now entering a period of national prosperity and
high employment (Budget of the United States Government
for the Fiscal Year Ending June 30, 1960, pp. M5, hereinafter
cited "1960 Budget").

The nearest to an explicit statement on this point to be found in the
Economic Report is on page 32 as follows:

With due allowance for the limitations that surround all
efforts to forecast the probable course of activity in a free
economy, there is a reasonable basis for confidence that the
recent improvement in activity will be extended into the
months ahead. However, it must be recognized that the
actions of all individuals and groups in the Nation-con-
sumers, business concerns, labor organizations, and Govern-
ment-will have a decisive bearing on the outcome. All
must play their parts appropriately if the high levels of em-
ployment, production, and purchasing power envisaged by
the Employment Act are to be attained. A significant
contribution by Government to the accomplishment of this
purpose, and particularly to the achievement of the price
stability essential for sustainable economic growth, would
be assured by the economic program outlined in chapter 4.
That program is recommended to the favorable attention of
the Congress.

See also statement of Mr. Stans in his letter to Representative Bolling,
Hearings, page 89. Also his statement (Hearings, p. 65) as follows:

* * * Certainly, it is the view of the administration that
the 1960 budget as transmitted to the Congress is in accord
with the objectives of the Employment Act of 1946 and, if
accepted and approved by the Congress, would meet the
needs of the economy as we now see them.
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See also comments of Dr. Raymond J. Saulnier, Chairman, Council
of Economic Advisers, Hearings, p. 24.

(9) It seems a reasonable deduction from chart I that the recovery
will not carry to levels consistent with "maximum employment, pro-
duction, and purchasing power" before the end of 1959 or early 1960,
although no explicit statement on this point by administration spokes-
men could be found. However, this point was explicitly made by
other witnesses during the hearings, in referring to their own expecta-
tions which turned out to be roughly similar to those expressed by the
executive branch. (See Hearings, pp. 184-185.)

(10) The hearings were supplemented where necessary with addi-
tional information assembled by the staff from official and private
sources.

(11) Estimates of Government receipts and expenditures are based
on the President's budget for 1960 and on the translation of the budget
and analysis of State and local finances contained in testimony of
Dr. Paradiso. (Hearings, pp. 144-149.) The calendar year estimates
are either given directly in Dr. Paradiso's testimony or were calculated
from the fiscal year estimates by interpolation. His tabular summary
of Federal receipts and expenditures is reproduced below:

EXHIBIT 1

Federal Government receipts and expenditures: Administrative budget, cash budget,
and national income and product account, 1958-60

[Billions of dollars]

Fiscal years

1958 actual 1959 esti- 1960 esti-
mated mated

Receipts:
Administrative budget - -69.1 68.0 77.1
Plus: Trust fund receipts - - 163 17.6 205
Less: Intragovernmental transactions and other adjust-

ments - --------------------------------------- 3.6 3.9 4.1

Equals: Cash receipts from the public -81.9 81. 7 93.1
Plus:

Excess of tax accruals over tax collections, corporate- -2.3 4.0 1.5
Miscellaneous adjustments -- 1.2 -1.2 -1.5

Equals: National income and product account
receipts ------------------------------ 78.3 84.6 93.5

Expenditures:
Administrative budget - 71.9 80.9 77.0
Plus:

Trust fund expenditures -- ---------------- 16. 1 18.9 20.3
Government-sponsored enterprise expenditures (net) -- 6 9 1

Less: Intragovernmental transactions and other adjust-
ments (including IMF notes) -- 4.0 5.7 4.1

Equals: Cash payments to the public - -83.4 94.9 92.9
Less:

Loans and other capital transactions- 1. 5 3.9 1. 1
Miscellaneous adjustments 2_------------------------ -.6 0 -.2

Equals: National income and product account
expenditures -82.5 91.0 92.0

Surplus or deficit (-):
Administrative budget ----- --- -2.8 -12.9 .1
Cash budget - - -1.5 -13. 2 6
National income and product account - -- 4. 2 -6. 5 1. 5

' Includes such receipts as those of the District of Columbia, contributions to Federal retirement funds,
and receipts of capital items like repayment of loans.

2 Includes such expenditures as those of the District of Columbia, government-sponsored enterprises,
contributions to Federal retirement funds, and accrued interest on savings bonds and Treasury bills.

Source: Administrative and cash budgets from the Budget of the United States Government for the
Fiscal Year Ending June 30, 1960; national income and product account data from the U.S. Department
of Commerce, Office of Business Economics, data for 1959 and 1960 based on estimates in the budget.



EXHIBIT 2

Federal Government expenditures on national income and product account, 1957-60
[Billions of dollars]

1957 1958 1919 2 Fiscal years Calendar years
- ~ ~ . . _ _ _ _ __________ ~~1960, _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

lot
I II III IV I II III IV I ist 2d half2 1958 19592 196012 1957 1958I 1919 2

half half

Total expenditures-- 77.7 80.1 79.9 80.8 82.8 86.0 88.7 90. 6 92.3 91.8 92.0 82.5 91.0 92.0 79.6 87.0 92.0

Purchases of goods and services (less sales) -49.1 49.7 49.7 49.1 49.7 50.7 52.2 53.8 55.0 54.0 54.0 49.7 54.0 54.0 49.4 51.6 54.5
National defense -43.7 44.9 44.9 43.9 43.7 44.1 44. 5 45.0 46.0 45.5 45.5 44.1 45.5 45.5 44.3 44.3 45.7

Other expenditures -28.6 30. 5 30.2 31.8 33.0 35.4 36.5 36.8 37.2 37. 8 38. 0 32.6 37.0 38.0 30.1 35.4 37. 5

Grants-in-aid -3.9 3.8 4.3 4.4 4.4 4.8 5.4 6.0 6.2 6.4 6.6 4.5 5.9 6.5 4.1 5.1 6.3
Transfer payments -16.0 17.8 17.1 18.6 19. 5 21.5 22.1 21. 7 21.0 21.7 22.1 19. 2 21. 4 21.9 17.3 21.2 21.3

To persons ----- ------ 14.6 16.0 15. 9 17.2 18.3 20.3 20.9 20. 5 19.8 20. 1 20.9 18.0 20. 2 20.7 15.9 20.0 20.1
To abroad-1.4 1.8 1.2 1.4 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.5 1.2 1.2

Interest ---------------------------------------------- 5.5 5.7 5.7 5.7 5.7 5.7 5.6 5.6 5.6 5.9 6.3 5.7 5.6 6.1 5.6 5.7 5.8
Subsidies less current surplus Government of enterprises-- 3. 2 3. 2 3.1 3.1 3. 4 3. 4 3.4 3. 5 4.4 3. 8 3.0 3. 2 4.0 3. 5 3.1 3. 4 4. 2

I Preliminary.
3 Estimated.

I o
CA'
co

CL

0
4
Ev3

z
0

0I-I

.tj

Source: U.S. Department of Commerce, Office of Business Economics. Data for 1957 6
and 1958 are actual; data for 1959 and 1960 are based on estimates in the Budget of the w
United States Government for the Fiscal Year ending June 30, 1960. d
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(12) Prospects for business investment in new plant and equipment
were analyzed in the Economic Report on page 30, and during the
committee hearings. See particularly the testimony of Martin R.
Gainsbrugh, chief economist, National Industrial Conference Board,
Hearings, pages 151-159; and comments by other members of the out-
look panel, Hearings, pp. 191-192.

(13) Estimates of residential nonfarm construction, of housing
starts, and of construction costs reflect the Economic Report, pages
30-31, and testimony of Dr. Clague, Hearings, pages 109-110 and-
of Robinson Newcomb, consulting economist, Hearings, pages 149-151.

(14) See Economic Report, page 32, and testimony of Prof. Irwin
Friend, University of Pennsylvania, Hearings, pages 159-163.

(15) See Economic Report, page 32; testimony of Dr. Friend,
Hearings, pages 160-161; and estimates by other members of same
outlook panel. The most recent survey of consumer buying plans
under the NICB-Newsweek program suggests "continued improve-
ment of possibly moderate rather than buoyant dimensions in consumer
market," Conference Board Business Record, February 1959,
pp. 65-81.

The preliminary findings of the 1959 Survey of Consumer Finances,
released by the Board of Governors of the Federal Reserve System
on March 6, 1959, indicate that early this year consumers viewed
their financial situations and prospects more favorably than a year
ago, and the proportion who planned to make major expenditures
during 1959 was moderately larger than in early 1958.

(16) Economic Report, page 31; and Hearings, pages 164-167,
where international economic picture was analyzed by Dr. William F.
Butler, vice president, the Chase Manhattan Bank.

(17) See particularly statements of Butler (p. 165), Friend (p. 159),
Coln (pp. 441-445), Fellner (pp. 199-200), in the Hearings.

(18) For derivation, see table 2, page 57.
(19) Neither the Economic Report nor Dr. Saulnier's testimony is

explicit about the rate of savings in 1958. The assumed rate of approx-
imately 5.9 percent seems consistent with the general tenor of the
Economic Report, and is close to the rate in the fourth quarter of 1958,
estimated in the Economic Report, table D13, page 154.

(20) Capital consumption allowances reflect continuation of recent
trends.

(21) Includes government transfer payments, net interest paid by
Government, and subsidies minus surplus of Government enterprises.

(22) The corporate profits assumption for 1958 and 1959 underlying
the President's Economic Report and budget was stated by Treasury
Secretary Anderson as follows:

* * * the corporate profits assumption of $47 billion for
1959 compares with a rate for the fourth quarter of 1958 of
$44 billion" (Hearings, p. 399).

(23) Assumption underlying the President's Economic Report and
budget as stated by Treasury Secretary Anderson (Hearings, p. 399).

(24) Dividends assumed to be 57.4 percent of profits after tax in
1959, compared to 68.7 percent in 1958 and 56.9 percent in 1957.

(25) The potentials are consistent with longrun projections pub-
lished in "Potential Economic Growth of the United States During
the Next Decade" (materials prepared for the Joint Economic Com-
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mittee by the committee staff, joint committee print, 83d Cong.,
2d sess.). The-word "potential," therefore, refers to average longrun
relationships in past years, exclusive of those marked by war or severe
contraction in activity. The estimates given in table 3 are consistent
with the original estimates made in 1954, but incorporate revisions
in data and a change to 1954 prices.

(26) It is assumed that the potential labor force will increase about
1.1 million from 1958 to 1959. See testimony of Dr. Clague, Hearings,
pages 97-99 and 111.

(27) Unemployment is assumed to average about 4 percent of the
civilian labor force each year. These assumed unemployed persons
would be largely new entrants into the labor force; the frictionally
unemployed (i.e., those in process of changing jobs) and those shifting
to new industries or occupations because of technological advances.
The use of this assumption does not imply that the committee staff
necessarily believes that this level of unemployment is "the level"
consistent with the goals of the Employment Act. Such a determina-
tion is beyond the scope of staff responsibilities. However, such data
as are available suggest that unemployment in years not marked by
war or severe recession has averaged close to 4 percent of the civilian
labor force.

(28) Estimates of civilian Government employment were taken
from the estimates of the National Income Division, Office of Business
Economics, U.S. Department of Commerce, in order to be consistent
with their estimates of Government gross product. The figures in-
clude all Federal, State, and local civilian employees except employees
in Government commercial-type enterprises.

(29) Government gross product represents compensation of general
government employees-civilian and military. The potential is based
on assumed trends in Government employment given in the original
study of 1954 cited in note 25 above.

(30) In this connection see the discussion of unemployment and
unemployment prospects in the testimony of Ewan Clague, Com-
missioner, Bureau of Labor Statistics, U.S. Department of Labor
Hearings, page 102.

REVIEW OF THE MATERIALS ON "THE ECONOMIC OUTLOOK FOR 1958"

One year ago the staff transmitted to the chairman for the use of
the committee materials which attempted to quantify the "foresee-
able trends" of economic activity in 1958 which it then believed were
consistent with the outlook assumptions contained in the 1958 Eco-
nomic Report of the President and the budget, as well as those con-
tained in testimony heard during the committee hearings.' It is now
possible to make a tentative review of last year's outcome in relation
to those advance estimates brought together in January and early
February of 1958.

A year ago, the staff reported two sets of demand assumptions:
those implied in the President's Economic Report and budget (labeled
"A" in the tables) and alternative estimates derived from testimony
in the record of the committee hearings on the President's Economic

i1958 Joint Economic Report, Report of the Joint Economic Committee on the January 1958 Economic
Report of the President, H. Rept. 1409, 85th Cong., 2d sess., pp. 17-44.
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Report and other information from official and private sources (la-
beled "B").

The analysis estimated that the January 1958 Economic Report
and budget probably implied a demand for gross national product in
1958 of $445 billion; little change in prices from the level at the begin-
ning of the year; and a recovery under way by the third quarter at
the latest.

The alternative estimates of government, business, and consumers
derived from committee hearings and other information, labeled "B,"
implied a demand for gross national output of $429 billion for 1958;
and that "unless present private and public policies are changed, the
current decline in economic activity is likely to continue through at
least midyear." Furthermore, the staff pointed out, with regard to
the alternative estimates:

Basing their conclusions mainly upon current expectations
that private spending for plant and equipment will continue
to decline throughout this year and perhaps into 1959, some
suggest that it would be hazardous to base public policies on
the assumption of a substantial recovery even in the second
half. This weakness in the investment sector has generally
been attributed to a rate of increase in aggregate demand
too slow to provide markets for the output from rapidly
rising capacity in the last 3 years.

To compare the two estimates of gross national product for the year
with the actual outcome, two adjustments are necessary. First, up-
ward revisions of the 1957 and earlier benchmark data, from which
projections were made a year ago, were published in July 1958.
Second, the two estimates of last year must be raised by about 1 per-
cent to adjust for price increases in 1958 above the assumed level.

The preliminary official estimate for 1958 is $436.7 billion. This
is $17.9 billion, or 3.9 percent, below the gross national product assump-

-tion implied in the President's Economic Report and budget a year
ago, amounting to $454.6 billion when adjusted as indicated for data
revisions and price rises. The actual demand was also $1.7 billion,
or 0.4 percent, below the lower alternative estimate of demand, which
was $438.4 billion when similarly adjusted.

Demand assumptions of January 1958 versus actuals
[In billions of dollars]

A B

Gross national product: January 1958 assumed -$445.0 $429.0
Adjustment for-

Revision of 1957 benchmark data- +6.0 +6.0
Increase in prices over assumed-+3. 6 +3.4

Adjusted gross national product -454. 6 438.4
Gross national product: Preliminary January 1959 -436. 7 436. 7

Amount below adjusted January 1958 assumption- -i7. 9 -1. 7
Percent -- 3.9 -0.4

65
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If the preliminary estimate is confirmed by later more complete
information, demand turned out slightly lower for the year than even
the more pessimistic estimates of a year ago. In the past, the pre-
liminary estimates have tended to be a little below the later revised
data. On the other hand, the preliminary estimates for 1958 have
not been revised to reflect lower plant and equipment expenditures
in the last three quarters as reported in the surveys of business ex-
penditures. These two factors could largely offset each other. In
that case, the preliminary estimate for total gross national product
for 1958 may be closer to later revised estimates than is usual. How-
ever, it is clear that the actual has turned out to be about in line with
or, at most, slightly above the lower (B) estimate representing the
consensus of experts, but still significantly below the estimate (A)
implied in the Economic Report and Budget.

The 1958 decline in economic activity appears to have reached a
low in April and then to have turned up. Measured in terms of
industrial output the turn was sharp and the recovery quite rapid
until the fourth quarter. Measured in terms of total national output
(GNP) in constant prices, the low was reached in the first quarter,
about 5% percent below the third quarter of 1957. Little change
occurred in the second quarter, but output rose rapidly in the second
half. Output in the fourth quarter was 5.6 percent above the first
quarter and almost at the peak level of the summer of 1957. This
course of decline and recovery was similar to that envisioned in the
Economic Report a year ago. The average level for the year, on the
other hand, as already pointed out, was close to the more pessimis-
tic estimate (B) of a year ago, rather than the optimistic assump-
tions underlying the Economic Report and Budget.

The outcome for 1958 is shown on the accompanying reproduction
of chart I of last year's report. The chart has been extended through
1960 and 1958 actual data have been plotted for comparison with the
estimates made a year ago. The actuals for 1958 as plotted on this
chart were calculated by linking the revised Office of Business Eco-
nomics' data for 1958 in 1954 prices to the old series used a year ago.

Actual output for 1958 as a whole was about 7 percent below the
potential growth trend, and even after the rapid second half recovery
was still about 5 percent below in the fourth quarter.



CHART I. POTENTIAL GROSS NATIONAL PRODUCT COMPARED TO ACTUAL
1952-1957, AND ASSUMED FOR 1958
(In constant beginning-of-1958 prices-- seosonally adjusted)
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