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EXECUTIVE OFFICE OF THE PRESIDENT 
COUNCIL OF ECONOMIC ADVISERS 

Office of the Chairman 

Q&As on Economic Issues 

1. Attached are 17 Q&As on Economic Issues, 

1. Sustained prosperity 
2. ''Artificial prosperity" 
3. Full employment 
4. Fiscal policy 
5. State-local finances 
6. Taxes 
7. Monetary policy 
8. Balance of payments 
9. Guideposts: wages and prices 

10. Business -government relations 
11. Federal spending 
12. Foreign aid 
13. Trade expansion 
14 •. Regulatory agencies 
15. Tax reform 
16. Tax credits for education 
17. Depreciation guidelines 

2. These materials were worked out by CEA in close collaboration 
with the Treasury, Labor, and Commerce Departments, Budget 
Bureau, STR, and AID. 

3. They have been cleared by the President in general terms for 
use in preparation of speeches and the like. 

4. If you have any questions about the attached material, please 
call my office. My assistant, Joseph Walka (DU 2-2282), will 
serve as CEA' s "clearing house" for this purpose. 

Walter W. Heller 

A 



.Economic Jssues 

1 Sustained Prosperity 

Question: 

Do you believe that it will be possiblE:> to go another four years without 

a recession? What measures might you take to deal with a threat of 

recession? 

Answer . 

L Our unprecedented 44-month peacetime prosperity has already broken 

the historical rhythm of recess1ons after every 2 or 3 years of ex­

pansion; to go another 4 years without recession would completely 

change the character of Ameri can economic history No one can 

promise that such an achievernent is ''in the bag .. 11 

2 . But we are convtnced that recessions are not inevitable , and sustained 

prosperity is our realistic objectlVe . Many of the free ec-onomies 

of Western Europe have gone more than a decade without a business 

decline .. 

3 " Our prospects for continuing prospenty start from the solid base of 

a healthy and balanced expans ton that shows no signs of faltering : 

Nearly 5 million new nonfarm jobs have been created sinct! 

early 1961 . 

Our total production ts now expanding at a good So/o annual 

rate . 

Profits after taxes are up more than 60o/o since early 196L 

Wages and salaries after taxes are up nearly $60 billion , 

Prices and costs have bcPn more stable than in any other 

industrial country in the world" 

4 , The best way to avoid slipping backward is to maintain strong and 

steady forward momentum . A continued partnership of government 

and private enterprise can supply that momentum: 

by continued restraint in c osts .and prices , combined with 

steady progress in modernization, improved management. and 

cost-cutting investments; 
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by further tax reduction, with excises first in line. carefully 

timed and tailored to maintain continued growth and to head 

off recession; 

by monetary policies to provide the credit needed for steady 

expansion without inflation; 

and. finally. by a spirit of constructive cooperation~ not angry 
antagonism. between government and private enterprise , 

5 . A good offense- · a vigorous program for sustaining prosperity- .. 

is our best defense against recession. But !!_recession were to 

threaten. a well-timed tax cut would be one of our most effective 

measures . And within the bounds of efficient government expe.ndi­

tures ~ a speed-up of public works and other Federal outlays could 

also help take up economic slack. 



Economic Issuee 

Z. ,.Artificial Prosperit y '' 

Question: 

The opposition has labeled our economic performance this year an 

"artificial prosperity , " What is your reaction? 

Answer: 

1 . Our 44-month economic expansion rests on a solid and broad base 

of consumer and business spending , The dollars that are raising 

living standardsQ adding to savings, filling corporate treasuries ~ 

and financing business expansion are real dollars -- not artificial 

ones . Prices have not wavered from their remarkably stable course . 

Excesses and speculation have been avoided : 

Inventories have been rising very modestly. far less rapidly 

than sales . 

Credit expansion has been moderate , and the money supply 

has risen le sa than the Nation's output . 

Expansion of plant capacity has been closely geared to developing 

markets . 

Z. In 4 years of this Democratic Administration_. our great prosperity 

has boosted total output more than in the preceding 8 Republican years . 

This is real output, afte;&'if price changes have been eliminated , 

There is-;Gthing artificial about this Z- to-1 ratio of economic 

performance . 

3 . The economic news also show s full business confidence in sound and 

sustained proe;perity: 

- "" business economists foresee continued advances in 1965; 

purchasing agents anticipate good gains in orders and production 

for the next two quarters; 

businessmen are currently spending 13% more on plant and 

equipment this year than last - - this expansion of capacity testifies 

eloquently to their expectations for sales and orders in the future . 

4 . We fully admit the charge that we have been working to promote 

pro11perity this year . We are not sorry that the American people are 

enjoying prosperit y this election year (unlike 1960) or that we have had 

an economi c upswing right through 1961, 1962 . 1963. and 1964 , Every 

yea r is a good time for prosperity . in our opinion. and this Adminis­

tration will coflt:inue t o work to sustain and broa den pro~pe rity every 

day that we are in o{fice u 
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3. Full Employment 

Question: 

After a 3- 1/2 year expansion, unemployment today remains excessive 

by your own standards. What is a feasible target for full employment? 

Answer: 

1. Our employment objective must be to provide job opportunities for 

all individuals "iilling and able to work. 

Z. We have already made considerable progress : unemployment has 

fallen from over 6 - 1/?.o/c in January 1961 to about So/c today . In 

the previous four - year period - - 1957-1960 -· unemployment rose 

from 4o/c to over 6-l/2o/c. The reason for this encouraging reversal 

of direction is that we have had continued expansion in the economy 

for the past 44 months, whereas there were two economic recessions 

during the period 1957-1960. 

3. More than 1, 000, 000 new jobs a year have been created in nonfarm 

employment during the past four years. This contrasts with about 

500,000 jobs a year in the previous four years - · 1957·1960. 

4. In 9 months of 1 964 alone: 

5. 

Unemployment has fallen from about 5 - 1/l.o/c to So/c. 

The number of civilian jobs has risen 1. 2 million. 

The unemployment rate for married men has fallen below 3o/c. 

The rate for all men over 20 years of age has fallen below 4o/c. 

But the task is far from complete . 
rates for the unskilled, the young" 

high. 

Despite recent gains. jobless. 
the Negro worker a:re far too 

6 . We are now beginning to feel the impact of the postwar baby boom in 

the labor market. There are now one million more 1 7 year olds than 

18 year olds. The labor force is expected to rise by about t .. l/2. 

million next year. These young people ,on balance, are better tratned 
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than new entrants to the labor f~ rce have been in the past and they 

afford a reservoir of talent for the continuing improvement of our 

standard of living, To use this talent effectively we must accelerate 

the growth of new jobs. 

7. We must foster continued expansion of total demand, and, at the 

same time, devise special programs to deal with youth. the long .. term 

unemployed, and the disadvantaged groups in our population. New 

programs are needed to extend the economic advances of the past 

four years. Our ultimate employment goal .... job opportunities for 

all persons willing and able to work ... can and will be achieved in the 

years to come. 
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4 . Fiscal Policy 

Question: 

What are the basic principles for responsible and effective fiscal policy '? 

Answer: 

Responsible and effective fiscal policy requires: 

1. Comprehensive budgetary controls 

to insure maximum efficiency in operations; 

to weed out low priority and outmoded programs; 

to get a full dollar of value for every dollar spent. 

Z. Strong and innovating government programs that meet fully and 
efficiently our responsibilities at home and abroad. 

3. A tax system which distributes the burdens equitably and raises 

revenue without blunting the incentive and efficiency of the private 
economy. 

4. Careful appr aisal of the budget's impact on our economic performance 
in pursuit of the goal of a balanced budget in anyeconomy balanced at 
full potential. At times when m.en and machines are idle, measures 
to raise production and create jobs may find the budget in deficit; at 

timea when total demand would otherwise outru.."l our capacity to pro­

duce ~ a surplus is called for . This means the continuous pursuit 
of policies to promote steady and sustained prosperity without inflation 
- .. not merely actions to counter recesaions after they begin. 

5. Flexibility in meeting the changing needs of tbe economy and the 
world situation. We cannot lay dowt1 rigid and mechanical rules 
for tax reduction~ years in advance . without any possible knowledge of 
the budgetary needs and economic conditions that the future may bring. 
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5 , State-Local Finances 

Question: 

The opposition has endorsed a program of unconditional fiscal grants 
to the States out of Federal revenues . Do you consider thi s an effective 
method of relieving the financial burdens ~n the States ? 

Answer: 

L Long before the opposition announced its plan ~ we were acti ng -­
in line with the Democratic platform . .. to consider "development 
of fiscal policies which would provide revenue sources to hard­
pressed State and local governments to assist them with thei r r es ­
ponsibilities . " 

2 ~ At the State and local level. we see responsibilities rising faster 
than revenues 9 while at the Federal level an average annual revenue 
growth of some $6 billion provides a comfortable mar gin for Federal 
tax reduction and more generous help to State and local units , 

3. The opposi tion offers aid to States and localities with one hand. but . 
with the other . it would destroy existing programs of Federal-State­
local cooperation i n such vital areas as highways p public ass i s t ance$ 
public healtbp urban renewal ~ and education. We want to strengthen 
these programs . 

4 , The national governmentg as a constructive partner in a creativ e 
federalism . should help restore fiscal balance and strengthen State 
and local governments by making available for their use some part 
of our great and growing Federal tax revenues -- over and abov e 
existing aids . 

5 , For the past four months i a task force appointed by the President has 
bee n studying intensively the various ways to strengthen the Federal­
State- local partnershi p . One of the proposals they are weighing most 
seriously i s unconditional grants to the States . They will report their 
findings to the President on November 15 -- in t i me to help the Adminis­
tration formulate its program for the next Congress , 
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6. Taxes 

Question: 

You have annou~ced that you will propose excise tax l'eductions next year. 
Can you say any more about these proposals now? What are the prospects 
and priorities for further tax cuts in the years ahea.d? 

Anewer: 

1. Currently,. the Treasury Department is intensively studying each of 
the 75 excise taxes to design a rational program of excise tax reduction. 

2, The size and timing of excise tax reduction, as of any tax :reduction. 
must be tailored most carefully to fit 

the budget program as a. whole, and 

business conditions, so that it works to sustain prosperity 
without inflatinaary excesses. 

These nee.ds can be aef'.lessed more clearly at the end of the year, 

3. As long as the economy remains prosperou6, rising incomes will 
increase the revenues of the Federal Government by roughly $6 
bUliort a year at current tax rates. Unless a major increase in 
defense was required by unanticipated international developments, 
revenues would therefore tend to rise relative to expenditures" 
Fiscal policy must be constantly alert to the danger that such a 
growth in revenues could choke off our econmn.ic expansion. as it 
did in the late 1950's. 

4. There are many ways by which this Hfiscal drag" can be countered, 
The possibilities include-: further tax reductions~ increases in 
top-priority Federal programs, and an increased flow of funds to 
State and local authorities~ 

5, Thua far we have cut both individual and corporate income tax. 
liabilities by nearly one-fifth by 

revis:lng dep?eciation guidelines ,. thus adding $1-1/2 billion a 
year to corporate ''cash flow~ '' 

enacting the investment tax credit, th119 reducing tax liabilities by 

more than $1 billion a year. 

cutting personal and corporate income tax rates, thus raisin.g 
private after-ta...."t income& directly by $11-1/2 billion. 
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6. Excise taxes will have priority for the year 1965. Later, we will 
again focus on income taxation -- both personal and corporate - - as 
the major are as for future tax cuts . We fully anticipate that taxes will 
be cut furthe r in the years abead9 barring any major unanticipated need 
for increased defense spending. 

7 . The exact combination of measures cannot be laid out in advance in 
any arbitrary, automat ic fa.ahion. Tax proposals should be examined 
most thoroughly and t imed carefully with full consideration of the 
state of the e c onomy and the prioritiea in the Budget. 
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7 Monetary Policy - . 

Question 

Now - ~ as always - ~ the Federal Reserve 2sn ' t pleasing everyone ~ some say 
credit is too easy ; o thers find it too tight,. How would you e valuate the per ­
formance and prospects of monetary policy? ln light o:f your experience as 
President, how do you feel about the independence of the Federal Reserve? 

Answer 

The job of the money managers is never easy But the results over 
the past four years have been remarkable · 

Ample but not excessive credit has been available to businesses . 
home buyers . and State and local governments ,. 

At the same time , short-term interest rates have been pushed 
up to reduce capital outflows and help correct our balance of 
payments deficit . 

Yet long~- term interest rates . which are so important to domestic 
borrowers, have remained moderate ·- in !act , home mortgage 
rates and the rates paid by State and local governments are lower 
today than in early 196L 

2 ., All this has been made possible by close ties between our monetary 
and our fiscal and debt management policies . and close harmony 
among the men responsible for these policies 

We have maintained the Fe.deral Reserve s traditional inde­
pendence within the Government, 

Yet the Fede1·al Reserve and the Administration agree entirely 
on the practical need for informal coordination among the various 
economic programs o! the Government. 

To do this the President meets periodically with Secretary Dillon , 
Budget Director Gordon, Chairman Martin, and Chairman Heller 
of the Council of Economic Advisers ,. and they in turn are in close 
and continuous contact, 

In our view, these informal a.rrangements have worked very welL 
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Monetary Policy (contvd , ) 

3o In the future as in the past~ our monetary system must remain flexible , 
and not be bound by any rigid. mechanical rules : 

In an atmosphere of private and public moderation, monetary 
policy has been steadily expansionary for 4 years . 

With continued moderation, there can be continued monetary 
expansion. 

But if inflation develops 9 or if excessive outflows of funds occur . 
the Federal Reserve System is in a position to do what is 
necessary. 
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So Balance of Payments 

Question: 

Do you feel we are making satisfactory progress in reducing our balance 

of payments deficit? 

Answer: 

L We have made much progress : 

Our surplu• of merchandise export& over imports is 40o/c above 

1960 .. 

Our balance of payments deficit (on regular transactions) has 

been cut. by more than half ·- from an average level of $3. 9 

billion in 1958 - 60 to $1. 7 billion during the last fiscal year. 

Confidence in the dollar has been restored. 

As a result, the gold outflow """' which averaged an alarming 

$L 7 billion a year from the end of 195"1 through 1960 ..... was 

cut in half in 1961 and 196Z, and has ceased entirely over the 

past lZ months . 

Zo This progress has not come at the expense of our other vital responsi ... 

bilities 

for maintaining and improving our defenses abroad, 

for providing needed assistance to developing nations, 

and for sustained and rapid growth at home . 

3. Moreover, we have refused to seek "easy" and fast solutions to our 

balance of payments problem through controls and restrictions that 

would have curbed economic freedom, hurt our domestic prosperity, 

or damaged other countries• trade. 

4. Instead, we have chosen the slower but surer path of progress through 

a more competitive, efficient, and prosperous domestic economy e.­

an economy fully equipped to maintain and expand its share of rapidly 

growing world markets. 
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59 During the past year, we have cut back hard on the U. S. Government 

flow of dollars abroad; we have passed the Interest Equalization Tax 
and raised short ... term interest rates at home to cut off an excessive 
flow of capital abroad; we have given fair assistance to our exporters 
while our policies have helped to maintain the price stability that 
has advanced our tradei we have made investment at home more 
attractive by stimulating healthy economic growth~ 

6 ~ But the task of restoring balance in our external payments has not 
been completed. To maintain our forward momentum and capitalize 
on the very real gains of the past four years will require further 
efforts to expand our export& and to create conditions that will keep 
more of our American capital at home. 



Economic lssuee 

9o Guideposts : wages and prices 

Question~ 

The opposition has called your price and wage guideposts "irresponsible and 

dangerous 9 " and has said, "They offer a serious threat to a free economy .. 91 

How do you view the guideposts ? 

Answer: 

1. The price =wage guideposts were developed under President Kennedy 

and reaffirmed by thi.s Administration to facilitate decisions by business 

and labor that help us preserve price stability. 

2 . The guideposts provide the public with a means of judging whether the 

price and wage decisions made by business and labor are noninflationary 

and therefore consistent with the public interest. 

3 c The guideposts reflect the fact that over- all stability of prices can be 

assured if wage increases do not exceed the economy·wide rate of gain 

in productivity and if industries with exceptionally high productivity 
gains reduce their prices , 

4 . The guideposts are not compulsory and do not fix prices or wages . In 

our economy, those are matters properly left to free markets and 
free collective bargaining . The term 21guideposta"' conveys exactly 

what was intended- - not hard and fast prescriptions for every wage 

settlement or price - decision -- but criteria for responsible action 
by both labor and business . 

5. With few exceptions 11 business and labor have gene:rally followed the 

guideposts in the 1961-64 period ~ 

Price increases in industries with below- average productivity 
gains have been offset by price decreases elsewhere o 

Average wage and benefit increases have not exceeded the long­
run rise in the productivity of our workers. eo that labor cost 
per unit of output bas been stable since the beginning of 196L 
In fact., it has fallen by 3q 4o/c in manufacturing .. 

6o Our remarkable record of price stability has (a) protected consumers 
at home by maintaining the purchasing power of the dollar and (b) 
enabled us to strengthen the competitive position of our goods abroad 

and improve our balance of payments: 
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Wholesale prices are» on the average» no higher now than a year 
a.gop and are 1/10 of lo/e below 5 years a go . 

.... Industrial wholesale prices have fallen 3/10 of 1% over the same 
period . 

..... Since 1961 s the wholesale price record in the United States is 
the best of any major country inftte world., For example ~ while 
wholesale prices here were falling a bit, they rose in all the 
major European countries, from about 3-1/Z% for Germany to 
11 - 1/Zo/c for Italy. 

Conswner prices have also been more stable than in any other 
industrial country in the world . As compared to our consumer 
price increase of slightly less than 4% since the 1st quarter 
of 1961 ~ major European countries experienced increases of 
10% to 19%. 

7 , The guideposts are a sound basis for continued price stability and 
are increasingly important as our economy rises closer and closer 
to its full potential. They have made all of us - - in business ~ in 
laborg and in government - - more keenly aware of the importance of 
our own actions for price stability and sustained prosperity. This 
increased understanding and sense of responsibility will strengthen 
our economy in the years ahead . 
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10. Business-Government Relations 

Question: 

Do you share the opinion that attitudes and relations between business and 
government have shown marked improvement of late? If so ~ how do you 
explain this development ? 

Answer : 

1. Relations between business and government have improved. An 
unusually large number of outstanding busin~en have spoken 
out in support of the general economic policies of this Administration" 
Businessmen have been very cooperative and constructive in dis­
cussing the problems of this Nation and considering possible solutions . 
The Administration. in turn, has been receptive and responsive to 
their views and suggestions " 

2 . There is a growing recognition by businessmen' that: 

this Administration' s policies make for a strong and growing 
economy; and 

a strong and growing economy means good business . 

3 , Through a strong and growing economy, profits after taxes in the 
second quarter of 1964 were: 

64% above the first quarter of 1961; 

20% above the old peak in the second quarter of 1959. 

And these profits have been earned in dollars of remarkably stable 
purchasing power" 

4 . Businessmen know their efforts have been supported by 

this year's tax reduction; 

the investment tax credit; 

the new depreciation guidelines; 

our efforts to maintain the ready availability of credit at 
stable interest rates; 
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our effective efforts to maintain stable prices; 

our new programs to assist in the development of export markets; 

our success in restoring world confidence in the dollar . 

5. Businessmen approve of this Administration•s business-like approach 
to the conduct of the Nation's affairs, 

applying sow1d management practices and cost .. consciousness 
to eliminate waste and raise productivity in Federal programs; 

making well-planned investments in our human resources where 
the investments can yield a high return to the whole Nation. 

6. Businessmen respect our efforts to promote competitive market 
performance by such activities as 

improving the dissemination of technical information generated 
by Federal R and D programs~ 

assisting private industry in establishing voluntary marketing 
standards for U.S. commodities at home and abroad; 

broadening the area for private initiative and market decisions 
in transportation industries; 

reshaping Federal credit programs to assure that they stimulate 
and supplement,._ but do not substitute for and displace -- private 
lending; 

enforcing and updating our laws to prevent abusive and unfair 
use of the market. 
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1 L Federal Spendin~ 

Question: 

In the eyes of the opposition9 you ar~ a reckless spendero Meanwhile® 
your ~mphasis on frugality has concerned some liberals who see large 
unmet public needs. How would you swnmarize your position on Federal 
spending? 

Answer: 

The record of the past 10 months clearly refutes the charge of reckless 
spending. The Administration has had significant accomplishments in con­
trolling expenditures . holding down Government employment, and effecting 
numerous economies in the management and operation of Government 
program s o 

1. The first budget for which President Johnson is responsible is the 
1965 Budget~ for the fiscal year which began July 1, 1964. 

Instead of ~easing expenditures. this budget calls for a 
decrease .. . and it is only the second budget in 9 years to do soo 

Budget expenditures this year are smaller in relation to Gross 
National Product than at any time since 195lo They are g 
running 15-l/2o/o of GNP ... no Republican budget from 195, to 
1961 was below 16%. 

Instead of inc r easing Government civilian employment, this 
budget calls for a reduction-- and .it is the first budget to do 
so in the last 8 years. 

The President has requested $450 million less in 1965 appro~ 
priations than he said he would when he tr~itted the 1965 
budgetD 

During the first 2 months of this fiscal year (the only period for 
which figures are now available) -- July and August .. - . budget 
expenditures were $676 million below the same period last year. 
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Civilian employment in the executive branch in September~ 1964 
was down 21 ,000 from the beginning of the Johnson Administra­
tion and at the lowest level in nearly 2-1/2 years. 

During July and August many further steps to initiate manage­
ment improvements and cost reduction actions were reported by 
Federal nondefense agencies; these steps are expected to produce 
savings of more than $178 million on an annual basiso 

Present rates of spending indicate that we will actually be able 
to reduce 1965 expenditures by $600 million below the budget 
estimates ...... a reduction of $400 million below actual expenditures 
in fiscal 1964 .. 

The Federal debt at the end of this year will be smaller in rela­
tion to Gross National Product than at any time since 1941., It 
will be less than SOo/o of GNP, down froml33% of GNP in 1946 and 
from 58o/o of GNP in 1960. 

2. Efforts to achieve economies in expenditures and employment already 
bo:te considerable fruit in fiscal 1964 .. 

Actual expenditures in that fiscal year were down more than 
$1 billion from the original 1964 budget estimate of January 
1963 and were $700 million below the estimates made in 
January 1964. 

Civilian employment in the executive branch on June 30, 1964, 
was down more than 101,800 from the number in the original 
1964 budget estimate, 43., 000 from the revised estimate in last 
January's budget, and 21,000 from the actual number on the rolls 
one year earlier" 

Cost reduction was made a continuing high priority concern of 
every department and agency.. The following are a few major 
examples of results achieved in fiscal year 1964: 

Secretary McNamara0s cost reduction program in the Depart­
ment of Defense actually realized savings of $2. 8 billion. 
compared with the initial forecast of $1. 5 billion. This was 
accomplished at the same time that our military strength and 
combat readines s were being vastly improved. 



Federal Sgending {Cont'd.) 

In the National Aeronautics and Space Administration., a 
cost reduction goal of $81. 7 million was established f.or 
fiscal year 1964. Results far surpassed these expectations, 
and savings are conservatively estimated in NASA at $128 
million • 

.. • In the Post Office Department, employment in June 1964 
was 3, 164 less than in June 196l~ while mail volume was 
3. 7 billion pieces more than in 1962. If ou•put per postal 
worker today were the same as in 1961, the cost of operating 
the Post Office would be $140 million more than it is. 

The Treasury 1s Division of Disbursement improved employee 
output by more than 14o/o over 1963, due to electronic data 
processing improvements, consolidation of field offices, and 
streamlined procedures. This is equivalent to the work of 
nearly ZOO employeeso 

The VeteransAdministration's insurance program increased 
the productivity of its manpower by 24o/o over the preceding 
year, through reorganizations and the use of automatic data 
processing. 'I'his is the equivalent to the work of about 600 
employees. 

The Federal Aviation Agency 1s Systems Maintenance Service 
achieved a 6% increase over 1963 in the amount of maintenance 
of air navigation and air traffic control facilities per man- hour •. 
This gain represents a saving of about 600 man-years~ 

3. This Administration3s emphasis on frugality does not mean a do ... nothing 
policy. On the contrary, it is our policy to reduce costs, curtail less 
urgent activities, and find other savings which will permit the Govern­
ment to expand essential services or start needed new services without 
a wasteful burden on the taxpayero Frugality is most meaningful when 
its fruits are used to contribute to human compassion and national 
progresso 

From 1961 to 1964, the bulk of the increase in expenditures 
(over 70%) went for strengthening our defe11se and space pro­
grams and for uncontrollable interest chargeso These invest­
ments in military readiness now make it possible to reduce 
military spending without sacrificing military strengthq 
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The cut in defense e ::n:penditures plus n umerous economy measures 
enable us to turn to other unmet national needs .. 

The austerity policy followed in the 1965 budget pe:rmitted the 
inclusion of a number of legislative proposals of great importance 
to the Nation 9s citizenso Almost all of the measux·es proposed 
were accepted. by the Congress. 

In addition to the reduction in income taxes - .. which is the single m o st 
important step taken s~nce World War ll to str e ngthel'l the economy .... the 
following a:re a f.ew of the proposals included in the 1965 budget to improve 
the Nation's well- being, promote better education, and provide better use 
of natural resow.-ces. 

Economic Opportunity Act begins a war on poverty -­
thro\.1gh measures to stimulate employment. better health, 
job baining, education,. rehabilitation, and other services 
to help the poor help themselves. This landmarlt legislation 
relies for its main success on the efforts of local communi­
ties. 

Urban mass ~ransporta.tion. T he new law provides for 
grants and loans to States and local public bodies to help 
them fi11ance mass transit facilitie s. This Act will exert 
a major cons~ructive influence on the sound development 
of our expanding u rban communities~ where 7 out of 10 of our 
citizens liveo 

Housing Act oi 1964 carries forward efforts to eradicate 
slumsr to assure decent housing to those least able to 
afford it, and to promote orderly g rowth in our communities. 
It is another substantial step towa rd ihe goal of assuring 
every American an opportuni ty to live in a decent home in a 
safe and decent neighborhood • 

.. _ Education. Various acts were passed by the 88th Congress 
tO improve education, among them laws expanding and im­
proving vocational education, e xtending and expanding the 
National Defense Education Act, extending the impacted a:reas 
programs, providing better libra ry se!'vices, and authorizing 
new programs of aid to medic al education and grants a.nd loans 
for construction of facilities at institutions of higher educa­
tion. There is ample r eason fo r designating the 88th Congress 
as the Educational Congres so 
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•• Land and Water Conservation Fund Act of 1964 provides for 
acquisition of land and development of facilities to meet the 
urgent recreational needs of our rapidly expanding population. 
The Wilderness Act provides for preserving wilderness areas 
in their natural state for the enjoyment of all Americans. 

Appalachian program was proposed to help this area of our 
country emerge from its depressed condition and achieve a 
better share in the prosperity being enjoyed throughout most 
of the Nation. 

These and various other proposals advanced by the President and 
included in the budget indicate better than words or slogans the 
concern of this Administration with the improvement of the lives 
of our Nationas citizens. 

4. In summary~ the President 11 s position on Federal spending remains as 
he outlined it in his Budget Message to the Congress last January, as 
follows: 

"In formulating my budget, I have been guided by two principles: 

• I have been guided by the principle that spending by the 
Federal Government~ in and of itself. is neither bad nor 
good~ It can be bad when it involves overstaffing of Govern­
ment agencies. or needless duplication of functions, or 
poor management. or public: services which cost more than 
they are worth. or the intrusion of government into areas 
where it does not belong.. It can be good when it is put to work 
efficiently in the interests of our national strength, economic 
progress~ and human compassion .. 

• l have been guided by the principle that an austere budget 
need not be and should not be a standstill budget. When 
budgetary restraint leads the Government to turn its back on 
new needs and new problems, economy becomes but another 
word for stagnation. But when vigorous pruning of old programs 
and procedures releases the funds to meet new challenges and 
opportunities, economy becomes the companion of progress. 11 
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12. Fo:reign Aid 

Question: 

According to the Republican candidatee "Foreign aid has been a great 
failure • .• and we must reduce it drastically. " How would you appraise 
the success of our foreign aid program and its prospects for the future? 

Answer: 

l. Foreign a i d has been a success -- which is the reason for the broad 
bipartisan support it has received throughout its history. It has 
been a major contributor to the growing strength of the free world: 
a strength essential to our own security g to our own economic 
progress, and to the kind of world in which fl'ee institutions can 
survive and floudsh. 

2 . Past aid efforts were clearly successful in helping Europe and Japan 
to recover and become strongo free and prosperous nations . This 
prosperity permitted a vast increase in trade - - U. S . exports t o 
Europe doubled between 1950 and 1962 and exports to Japan tripled 
over the last decade. 

3 . Europe and Japan have now joined with the United States in providing 
aid to the underdeveloped countries. Since 1956$ the other developed 
free - world countries have provided more than $13 billion in aid to 
the less-developed world ... about what the United States hlVested in 
the recovery of Western Europe through the Marshall Plan between 
1948 and 1952. 

4 . Experience has proved that. despite obstacles , economic and social 
progress can be achieved in the poorer nations. through a combination 
of their own efforts and outside help. And this experience again shows 
that trade can follow aid, just as has happened in Europeo Over the 
past five years , U. S. exports not financed by aid rose by 14% to 
Taiwan9 Z8o/o to Colombia. and 76% to Israel. . We can now identify 
a dozen or more countries which have made good headway and are 
approaching the point where their development can go ahead without 
soft loans and grants. 

So But there are still many countries which need support from the advanced 
nations to develop a solid base for economic growth. And there are 
other countries , such as Vietnam 9 where economic progress must await 
the establishment of basic security conditions, and where U.S . military 
and economic aid is crucial to security. 
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6. This year1 s aid request was the lowest ever made. It was: 

far less than 1% of GNP; 

less than 5% of the Federal Budget; 

and less than half as much of a burden on U.S. resources as 
was the aid program of 15 years ago. 

7 . Nevertheless . todayts aid program is accomplishing more ~ dollar 
for dollar , than ever before, because aid today 

is based on what recipient countries are doing to help themselves; 

is concentrated in the most important countries; 

places more emphasis on the role of private enterprise; and 

is being administered in a tight-fisted and realistic fashion . 

8 . It is simply romantic nonsense to believe that Free World strength 
can be increased without spending money. Military strength takes 
equipment and money. Roads. schoo ls, and factories -- the most 
effective weapons in the fight for economic progress - .. cost money. 
Those who believe in peace and freedom are willing to pay that price. 
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13. Trade Expansion 

Question: 

How do you view the problems and prospects for trade liberalization? 

Answer: 

L The policy of trade liberalization·- pursued ever since the Trade 
Agreements Act of 1934~ by both Democratic and Republican Adminis­
trations ... has served this country welL Our foreign trade , which 
amounted to only $3. 8 billion in 1934. is now running at an annual rate 
of $42. 5 billion - - $24. 5 billion in exports and $18 billion in imports. 

2. Our exports provide jobs for about 3. 6 million American workers and 
outlets for the crops of one out of every four acres of our farms. Our 
imports provide essential raw materials for our industries , maintain 
a healthy pressure on our own producers and workers to step up their 
efficiency ~ and offer our consumers a wider choice of goods at com~ 
petitive prices. 

3. On the basi s of the Trade Expansion Act of 1962 , we are currently 
able to engage in the sixth round of international negotiations under 
the auspices of the General Agreement on Tariffs and Trade (GATT) , 
The Trade Expan sion Act is one of the great legislative monuments 
to President Kennedy gs leadership, and this Administration is fully 
committed to its vigorous implementation. 

4. The current negotiations will not impose burdens on some nations to 
provide gains for others. They are being conducted on a basis of 
reciprocity, and their success will be advantageous to all participating 
nations . The negotiations may be lengthy. complex, and at times 
difficult, but we are prudently confident of fruitful results . 

5. Special import difficulties confronting particular sections of our 
economy may at times require remedial action. This Administration 
has taken action to meet the problems of meat producers and of cotton 
textile and apt:arel manufacturers. Currently . we are seeking to work 
out with other woolen textile-producing nations orderly marketing 
arrangements w hich would be in the mutual interests of all. 
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6.. However necessary . such remedial actions are the exception rather 
than the rulev The main thrust of this Administration - - as of 
Democratic and Republican Administrations for the past 30 years ..... 
will be toward trade liberalization. 
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14. Regulatory Agencies 

Question: 

Our regulatory agencies (SEC , FCC, ICC, FTC, etc.) are under fire from 
the opposition. How would you appr~se their effectiveness? Do you plan 
any major changes in government regulation of business? 

Answer: 

1. Ours is a competitive , free enterprise system. Government policies 
toward business should increase the effectiveness of competition. 
Among the many ways in which government encourages competition is 
the vigorous enforcement of our anti-trust laws; these rules of the game 
enhance the oppor tunities of American businessmen to develop new 
markets in an atmosphere of economic freedom and fairness. 

2. Direct Federal regulation is necessary in only a few areas in which 
resources of a public nature are involved and in which the problems 
are interstate or international in character . Each of the independent 
regulatory agencies was set up to meet an urgent nat ional need of this 
kind. Their activi t ies have been important in insuring that major 
national resources be used for the benefit of all and not just a privileged 
few. 

3. The regulatory agencies are independent of the Executive Branch -­
Congress carefully specified this status so that they would not be 
altered significantly with changes in the Presidency. The independent 
commissions are often referred to as the fourth branch of government 
just for this reason. 

4. In our dynamic society. regulatory agencies a nd policies should be 
flexibl e and alert t o new needs and conditions . We m ust be careful 
that regulation does not survive after the need for it has disappeared. 
In view of rapid changes in the area of transportation, this Adminis­
tration will continue to urge legislative changes which will reduce the 
scope of regulation and provide a larger role for competition in this 
industry. 
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15. Tax Reform 

Question: 

Few of the tax reforms recommended by President Kennedy in 1963 were, 
in fact, enacted in the Revenue Act of 1964. Do you plan renewed efforts 
to achieve further tax reform? 

Answer: 

1. The Administration did not get everything it sought in the area of tax 
reform; but many significant reforms were enacted. 

Z. The Revenue Act of 1964 contained $835 million per year of revenue­
increasing reforms . In addition, the .Revenue Act of 1962 picked up 
another $855 million through revenue-raising reforms . The total 
of these is three times more than all of the revenue-increasing 
reforms enacted during the previous 20 years o 

3 . Important and much needed reforms involving revenue losses were 
also enacted. The major reforms of this nature included: 

the minimum standard deduction -- which eliminated over 
L 2 million low-income taxpayers from any tax liability; 

the introduction of a moving expense deduction; . 

a badly needed averaging device providing tax relief for 
individuals with widely fluctuating incomes. 

4 . Prior to the 1964 Revenue Act there were extreme differences in the 
way the tax system treated different kinds of income: personal income 
was taxed as high as- 9lo/o, corporate income at 5Zo/o, capital gains at 
Z5o/o , and dividend income enjoyed a preferential treatment through 
the dividend credito These wide discrepancies created enormous 
incentives for people to alter their business operations in order to 
minimize t ax liabilities. The extent of this differential treatment has 
now been markedly reduced: starting in 1965 personal income will 
be taxed a t a top rate of 70o/o, corporate income at 48o/o , capital gains 
still at Z5o/o 9 and the dividend credit will have been eliminated. These 
reduced dispal"ities are in themselves a major reform - - improving 
the equity of tax treatment and. thereby Q the efficiency of the economic 
system. 
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5o This Administration certainly intends to continue to seek furthe r 
tax reform. A better excise tax system is next on our agenda , 
After that .• we will turn again to the income tax. The Revenue Act of 
1964, because it sharply reduced the unequal treatment of different 
types of income. effectively sets the stage for future tax reform. 
Moreover a our experience with the operation of the Revenue Act of 
1964 will guide us in designing new tax reform measures . 
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16. Tax Credits for Education 

Question: 

The Republican candidate has said, ''Tax credits for educational taxes, 
tuition, and donations would . . • pose no threat of federal control. They 
would maintain diversity and freedom of education while improving its 
support." Apparently, you do not consider tax credits an effective means 
to S\lpport higher education. Would you explain your position on this issue? 

Answer: 

' 
1. The Administration opposes tax credits fo1· education because they 

are an inefficient and inequitable way of broadening educational 
opportunities. 

2. The inefficiency and inequity of the approach is made obvious by the 
facts regarding college attendance relative to family income: 

In October 1960~ only 9. 2% of all persons aged 16 to 24 
from families with incomes under $5, 000 were currently 
enrolled in college. These families pay little or no income 
tax and hence would gain little or nothing from the tax credi~ 

But 444 1 o/c of those with family incomes over $10, 000 were 
enrolled in college. This upper income group, ma~y of whom 
can comfortably afford college bills, would get a big windfall 
from a tax credit, while thereby reducing the opportunity for 
general tax reductions that would benefit everyone. 

3. To the extent that a tax credit encouraged colleges to raise tuition 
fees, it might actually hurt the children of low·income families. 

4. The most effective way to support higher education is through a 
program oi scholarships, guaranteed loans. and work .. study prog2:'ams 
to students, and aids to colleges ·and universities to help keep tuition 
down. This Administration has advanced and supported such measures. 
Recently passed were: 

the Higher Education Facilities .Act of 1963 .. ; to provide 
mor~ "bricks and mortar" for . an 'expanding college•age 
population, and ' 
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amendments to the National Defense Education Act --to 
increase loan funds and scholarships for needy college students. 

5. We will continue to propose effective m~asures to achieve the promise 
of the Democratic Platform of 1964: 

"New methods of financial aid [to education] must be explored, 
including the channeling of federally collected revenues to all 
levels of education •.• '' 
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17. Depreciation Guideline• 

Question: 

The Republican candidate has said, "We must make sure that a sensible and uncom­
plicated policy is established toward depreciation allowances. I am definitely op­
posed to the so-called reserve-ratio system about to be put into effect by adminis­
trative order." In 1962, depreciation guidelines were revised; do you feel that 
tax treatment of depreciation is now sensible and satisfactory? 

Answer: 

1. The tax treatment of depreciation is a highly complex technical subject. 
In 1962 the Admini stration made a major step forward, and broke with 
past practices, by permitting business more freedom in their choice 
of the life per iod of assets they wished to use for depreciation purposes. 

2. As part of the new "guideline approach.'' however, the Administration 
also required a test (the reeerve ratio test) which was designed to 
ensure that t he depreciation lives would, in fact, at least roughly 
correspond with the actual lives of their assets. 

3. The Aclministration is interested in a workable and fair depreciation 
policy. It is aware of the problems that have arisen under the existing 
reserve ratio test and is studying the matter carefully to find the best 
way of alleviating these problems. It is certainly not irrevocably 
committed to the details of its present form. We do need some way 
to insure that depreciat ion for tax purposes bears a reasonable relation 
to actual business pract ice. Recently, at the request of the Treasury, 
the National Industrial Conference BoaJ"d has undertaken a survey of 
1, 000 manufacturing fil-ms in order to provide data on how the new 
depreciation p rocedures are operating. The results of this survey will 
soon supply an objective basis for review of the reserve ratio test. 

4. The tax treatment of depreciation is only one aspect of the over-all 
taxation of business income. Since 1962 the Administration has 
afforded business not only the new liberalized depreciation guidelines, 
but also the investment credit. a much lower tax rate for small cor­
porations, and an over-all 4-point reduction in the corporate tax rate 
becoming fully effective in 1965. In combination, all of these provisions 
operate to increase the rate of return on investment by about 35 percent 
for most classes of assets. Investment incentives have been greatly 
strengthened, which helps account for the recent sizeable increases 
of business investment spending. 



Policies to SuiJtaht Proaperity and Promote Economic Growth 

A a we begin the 1964 election campaign. the economy ia in the 43rd 

month of the 1onge1Jt au4. atrongeat economic expan.sion in the nation's his­

tory. And tbe end ia not in sight. The groaa national product-that ia, the 

sum total of wbat the entire conomy produces-ie already in exeesa oi 

$6Z5 bUlion; it will exceed $650 billion next year. 

This achievement wae made posaible by the coordinated and sopbiati• 

eat d u.se of all policy instruments available to the fedel'al governu:u!1nt to 

eliminate reeeaeion and promote economic growth. The Kennedy-Johnson 

Administration fir•t halted and reversed the 1960-61 recession, anti then 

kept the expan•ion going by the adoption of growth-promoting budgetary, 

tax. and monetary policies. Con~ption and in.ve•tm.ent spending have been 

stimulated by large and effective tax reductions and structural reforms of 

the tax eystem. All groups in the population. have benefitted from the un­

precedented degree of pro•penty. 

The Record 

When John F. Kennedy took office in January 1961. the economy waa 

au.f!ering from ita fourth poatwar rt:ceasion, the laat three of which occurred 

during the previous .Republican Administration. lnduetrial production had de· 

cUaed 8 percent from the peak in the previous year. Retail sale• were down 

more tba.n • billion dollars a month. Buainesa investment had declined $Z.5 

biWon and corporate profit• before ta.xes bad plummeted $9.Z billion a.t an 

annual rate. Unemployment had reached almoat 7 percent of t.he labor fol'ce. 
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During the pa.at thr o an.d a hAll yeara, the atreu.gtb and vigor 

of the ecQJlomy have been reator~d: 

1. Oro•• utional product roae from $501.-t billion in the firat 

quarter of 1961 tD $618.6 billion in the aecond CAU&rter of 1964. an i,n .. 

crea•e of $117 bi.Won or more than ~.3 percent. 

a. Induatrial production roae more than 28 percent. 

z. 

3. R--etail aal~• increaaed more thaD $4, biWon per, month, oral­

moet $SO bilUon per year. 

4. Buatneaa inve.-tm.ent blcrea.aed about a third; corpor•te profita 

roae 46 percent before taxee and ov r 60 percent after taxea. 

5. Total emttloym.ent increa.aed by 5.7 million people. 

6. The unemployment rate waa puahed down to 5 percent for the 

firat time in over four year•. 

1. The apendable income of the averase American family ro-. over 

$1,!00, or 15 percent. 

All of this w.a.a accompli abed in an enviromnent of relatively atable 

prices. Wholesale prtcea are now tllgbtly lower the-n when P.-e.alcleAt 

Kennedy took offtc&, and conautneY pricea. have edged up very tlowly. 0Ul" 

price record during thete three and a ~U yeara ha.a been ~tter than that 

of any other tnduatrial countrp of the world. 
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. Poli~ee fol' StabiUty and Gf'~ 

Tbe maj.o~ ii:lgl!edient of the auccesaful economic program of the 

KeJUledy .. J'obnaon. A<lmini&tration bat bun a vigoroue and eftectiV'e 

liecal poUcy, which il de8igned to stimulate private ecnttumption and 

inveatment anci to tn~rea.ae ecotlomic ineeativee. 

EconOJ'Oic .rtn:e•eion• occur when the emand for gc.oda and aervkee 

by cone\1Jn1U"8, busineaamen, and govezonment• ie not aufficiel'lt to employ 

aU the productive reaource• of the natiou. In fonner da.y.a. government• 

did \r'ery lUtle to billt reeeeei.ona, believing that only .. natural .. !oree• will 

do the trick. We now bow that e\teh a }l9Uey i• too slow and often self­

defeating; tnol'-e important, it lmpo1ee cru•l peaaltie• on tho•• who auffer 

frorn unemploym•nt and !'educed income a. U priva.te expenditure b too low. 

the sovernrnent eac ud ahould atep in to fill the gap by increaeing ita own 

expen.Clltu'l"el 01J neceuary public aerrice• ot by reducin_g taxea. or by a 

combination of expenditure ine-rea.aee aad ta..1: cute •. 

11. the economy wa• in receteioa in 1961~ federal ~xpenditurea were 

acceb~nted,. houatn~ -.a etb:nulated. 1mem.ploym.ent com n8ation payment• 

were extended !or many who exha-u.ted theil" claim•, and credit wae made 

mol'e plentilul. Thes-e rneaeuaa contributed dir ctly to tb ucurity and 

welfare of the uation. At the aam.e time, they enlarged the stream ot ia<:omee 

going to the private eector of the ecoQomy. and thua atimulated.tnore epending. 

'the economy retponded quickly to tbl• atbnulue. By the end of 1961, the 
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$.COnom.y wa• weU ahead of the peak l~vela reached in the aborted 1•58-

1960 expanaion and w&a gro'lring at a rate that compared more than 

fa-vorably with prior r•c.ovedea. 

ln 196at two tax reduction• wer• ~1l&cted to improve lnve-atment m.­

cRtive• ap,d tbua atimula.te more apend.ing on the part of bua1Jleaam.eu. The 

fitiJt of the• wa• the announcement by the Adm.b:li•tration in July 196Z of 

new depre:cta.tion J'ulea that permitted bu•iJteaa firma faater tax. w-rtte ... offa 

fo&- tbelr capital f.nveattnent. The aecond waa the enactment by the Coqreaa 

of a 7 percent inveatm.ent tax credit, which had been recom111ended a year 

earlier by PJreai4ent .KeDJtedy. Together, the8e two tmportaat cha.tlgea re• 

duced buetneaa taxea by $Z..S billion a y-ear. The increased rate of return 

on new inve.mlent aod the bigber ca.ah now bve already had & aubata:atial 

impact on luvettment, and there ia every indication that thia elfect Will 

continue to be &lt f.or many montha ahead. 

1n 1963. Preeident KeMedy recommended a large tax cut lor iudividuala 

ad corpo:rationa to keep the ex.pa.naion .going. Although the cut wa• 'Mt ea­

acted until :a yeal" later. the l'ecognltion oa the pa.rt ot mo•t taxpayers th&t a 

tax reductio• 1ras coming undoubtedly contributed to the maintenance of con,.. 

tidence ln the .Uength of the economy. 

The rationale ~>f tbe tax cut l'Il&y be aim.ply atated; In the pa.•t, eon"" 

1.1Urter• have coniJ!etently •pent about 9Z ,or 93 pel"cent of their after-tax !Jl ... 

come•. There waa -every reaaon to expect that they would retpond to the 
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additional take-home pa.y fl'om a ta.x cut ta the aame way that they reaponCl 

to an increa•e tn wage a or oth · r inct>eaeea in diapo.Ule income. Thia 

addition to con8'U'r'Q.er ~n~g would inerea•e employment and income&, 

leacling to mrther rou:nda o! spending. The improve.rne~tt In alea expect&"' 

tiona would.. in tum.. et1mulate •pending on tb• part of buaine a.am.en to ia­

creaae their tnventoriea and add to their fixed capital tn•eatmeat. 

e are aU benefitting a tbta very moment from theae employanent-

.IJ uenting effect• of the tax eut. which am.ounted to about $11 billioa when 

tina.Uy pa•aed by the Congr ea. Conaumer have been apendio41 their tax 

M about a• expeete:4. .. and buaiJte••m~n have been inveatlng more. But the-y 

did not so on a wtld apendlng apree. No bottleneck• ha.ve beconu~ evident.. 

auppliea have been pleo.Ulul., ud price• have aot lncreaaed aha1'ply. The 

.ucce•s of the tax cut i1 evident ev rywher in bighe1' incomea. higher Alel, 

bighesr employment. a hiper arowth rate. and. •table pric •· 

onetary poUcy baa aleo Jnad a aigniflcant contribution to the growth 

of the econotny in recet~t year•. It ia not enou&h to increaae dtapoaable ia• 

comea in the private aeetor of the economy th:rougb. e"Pe.ndlture and tax 

policiea. A tight snOAey poUcy can choke o1f rnuch of the apen.dl.ng generaled 

through ft.•c&l policiea •. B\1.t the Federal lleeerve B~rd baa petr;nitted. the 

aupply of money to increaae aad baa kept the coat and availability ollong ... 

term credit tavorable for apendtng on re•tdential and commercial buildinge, 

busineal plant and equipment. and atate and local go•enun nt coo.atructio.n. 
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It baa not been eaey to maintain an expanaionary moneta.ry policy In the 

face of ou balp.ce oi' ~yment• p1'oblem•. bat ne91 technique• were de-

velope1i e:ad the policy l8 now paying off. 

Problema for the J'utut"e 

don, we at"~ n.ot complacellt-beeau e- a creat deal r main• to be done. 

nrat and. foremoet, w.e mut atrive tor full employa1ent, not juat - . 

high employtnent. Unemployment t. atU15 porcent of the lahar .force. and 

percent. To achieve thia obJective, it will be ne.ceaaary to coatinue an ex-

meAt autom.a.tlcally increaa.e y about h billion per year. The economy 

cannot atata.in euch a large withdra-wal ol fun<l• from tbe apending etream 

for very long. 

The $6 billion annual riae in federal :re~eipta can be handled in one 

of thr e wa.yt lt can. be uaed to reduce the debt, Ql' to mcr•aae expen& ... 

turea, or t() redl;&ee taxea further. Debt red.uc;.tion would be in 01'd&r lf tbe 

economy aho.wed 8ip.a of inflationary pr•••urea, but there ll.t.e no ueh 

iligns .now. Tlda leave• expenditure!! inereaaea and. tax cuta, and ther i• no 

l"eaat)n why we should not afford ourael ea a Uttle of both. We ahould begin 

to pl&n 11ow to provide tor more federal a.ervicea where they are needed, 
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including aaaiatance to the bard·preaaed etate and lo£&1 gcwerum.enttt to 

meet the huge deJnanda tha.t &re being made on thatn by a. arowina popula­

tion and a growtnc ec:ono.my. Tax euta ould be io order if ther• ia ome• 

th111g left o-ver after auch expend.tture needs ba.ve been met. 

Second, we rnu•t continue to avoid the exceuea of inflation. We have 

le&med through bard experteaee tba.t inflatton contribute• very little tO" the 

real growth of the nation and entail a unneceeary ftffering to million• of 

our people who cannot prot.ct themaelvea aaab.-t th deterioration \n the 

value of the dollar. The basic policy to prevent intlation muet be to kee-p 

the federal budget under coatrol. tf private demand ia too hilb. ow ebovld. 

not heattate to hold doWA expendtturea and~ a. avplu• iJt the: federal bud· 

get. oaetary pollcie • mult al•o be prepared to restrain the .flow of credit 

when infla.tion thre&ten•· 

It 1• al.o important. however. that bu.aiu.e1.uen should eftrct•e re• 

etrablt in their pricing poUei•• and tb&t wagee ahould d•e on the avenge 

by a.a much a• the rl•e in a.veraae productivity. Another fla.re-u.p 1:af the 

price ·coat •piral will inevitably .forco th~ govenunent to elow. down the 

rate of growth. It i• in the :intereat of aU groups to elt11".1iD&te thi• threat to 

our conti.nued growth. 

!'iaa:Uy. a.a the affluence of the large majority of ou eiti&-en• eetatinuea 

to tnereas. .. we must not forget thou. in the minority who may not be able to 

•hare in the genel"al proeperity for reaeona of age. health. la.ek of education, 



._." .,. .•. 
.. • :J .... 

8. 

and other factora. In the Great Society to which President .Johnaon and 

I &*})ire, thet<e will be no pockets of poverty. no diacdmin&tion in employ­

ment opportunitie• becau•e of race, or creed. ual edueationa.t opportualttee 

for aU, and adefiuate aoeial welfare proa•am.• for the needy and the aick. 

The CoJJ.greaa ha• .already a'lade a aood et&rt in tackling tb.,•e hugh prob• 

lema, and much mor-. will be done in the year• ahead • 

•••••••• 
EeollODlic growth ia the product of a. aldlled and educated labor fore , 

opeTa~.ing i.n modern plante with efficient eq,uipmen.t. lt alao depende oa 

coatlnued teclm.ological progreae, which J'eleaeea labor and other reeourcee 

for new u•••· A poliey to promote ecortoml.e growth involve a the wt•fl u•e 

of govermnent poUe.y-in aueh varied fielda a.t taxation, money and credit, 

education, welfare program.a-to atim.ulate private inceo.tive• to produce 

~d innovate more. The KenDedy-Jobnaou Adminlatration baa demon•trated 

to the entil'e world that the U.s. economy baa not loat If vigor and vitality. 

~ Will continue to improve the pctrlol'ftlance of the economy in the 

year• ah ad, to the benefit of all our people ae w:eU •• the people abl"O&d 

who may aeed 0\lr help. 
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Note to Editors: 

Attached is a copy of a letter and attachments sent to 
the editor of Reader's _pigest as a result of a recent 
article in that magazine. 



U.S. DEPARTMENT OF COMMERCE 
AREA REDEVELOPMENT ADMINISTRATION 

WASHINGTON, D.C. 20230 

May 18, 1964 

Mr. DeWitt Wallace, Editor 
Reader's Digest 
Pleasantville, New York 

Dear Mr. Wallace: 

I have read the article, "Is This the Way to Fight 
the War Against Poverty?" in your May issue, and 
would like to reply to the many misleading and 
incorrect statements in it. 

We have prepared a list of the principal allegations 
in the article together with a factual reply to each. 
We would appreciate yo~publishing our reply to give 
your readers an opportunity to get the other side 
of the story. 

Sincerely, t<'. 
·~nistr~~r-

Enclosure 

, 

• 
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THE AREA REDEVELOPMENT ADMINISTRATION 

REPLIES TO 

READER'S DIGEST ARTICLE 

The Reader's Digest 
of allegations regarding 
in an article entitled: 
War Against Poverty?" 

in its May 1964 issue made a series 
the Area Redevelopment Administration 
"Is This the Way to Fight the 

ARA has received many inquiries from Congressmen, newsmen and interested citizens, and this paper has been prepared to provide a point-by-point, factual reply to the allegations in the article. The reply follows: 

-0-

ALLEGATION -- That ARA loaned money for the Schweitzer Basin, ski resort at Sandpoint, Idaho, when two local men were about to open a ski run on nearby Baldy ~ountain. 

FACTS --The Schweitzer Basin project had been under consideration by the local community leaders long before the BaJr'lv Mountain project. The two local .men mentioned in the artic1e had sought suppott from the Sandpoint Chamber of Commerce and other community leaders, but were unable to obtain it. 

The community, itself, financed a professional survey which showed the Schweitzer Basin site superior to the Baldy Mountain site. The community leaders applied for an ARA loan which was granted after careful consideration. The ARA loaned $'320,000 on the $530,000 project. Some 700 Sandpoint residents -- more than half of the wage earners in the towp -- bought stock in the venture and in all about $200,000 in private funds were invested by local sources, including the City of Sandpoint, itself. 

The Schweitzer Basin Ski Resort opened for business last December and enjoyed a successful first season. More than 2500 skiers visited the slope one day at Christmas time last year. Besides the scores of jobs the ski lift provided, it also had· an impact on the local economy. The January 1964 issue of the Idaho Labor Market Report said: "The opening of the new Schweitzer Basin ski area in December boosted 
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employment in the trade and service areas to near summertime 
levels." 

A local Certified Public Accountant, Ronald L. Hall, 
in a front page reply to the Reader's Digest article in 
The Sandpoint News-Bulletin, predicted that the success of 
Schweitzer Basin ultimately, "could be the making" of another 
ski resort on nearby Baldy Mountain. 

-0-

ALLEGATION -- That an access road to the Schweitzer 
Basin ski area at Sandpoint, Idaho, was built "despite 
Idaho health Department warnings that this could contaminate 
the municipal watershed." And that Sandpoint's water supply 
ultimately was condemned. 

FACT-- Dr. T. 0. Carver of the State Health Department 
states that not only has the water supply of Sandpoint not 
been condemned, but that at no time within the last two or 
three years has the State Health Department ever warned 
Sandpoint about its water supply, or comtemplated any sort 
of condemnation. 

-0-

ALLEGATION -- That an ARA loan to Technical Tape Corp. 
had resulted in the firm's moving a division of its operation 
from Beacon, N.Y., to Carbondale, Illinois, where the ARA 
had helped the community t .ransform a city-owned warehouse 
into a factory building which Technical Tape took over. The 
allegation involved a gift-wrapping division of the firm and 
it quoted the Beacon Chamber of Commerce president as saying 
that the gift-wrap division was moved out because of the 
Carbondale development. 

FACT-- Mr. Paul Cohen, president of Technical Tape, in 
a sworn statement to ARA, says Technical Tape never considered 
a gift-wrapping division for Beacon because there was not 
enough space available in the Beacon plant. 

As to allegations that the "government induced an 
industry to expand in one depressed area at the expense of 
another" (namely, Beacon), Mr. Cohen says employment at 
his Beacon plant has increased steadily from 85 employees 
in 1961 to 358 employees presently. He says production in 
other facilities the firm has in New York and New Jersey are 
up 20 per cent over 1961 figures and employment has remained 
constant despite technological improvements. He says the 
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428 persons working at the Carbondale, Illinois, facility, 
which was assisted by ARA, "represent new additional jobs 
and payroll for the company and the community." 

Mr. Cohen says he learned before publication that 
Reader's Digest intended to quote the Beacon Chamber of 
Commerce president as they did, and that the Reader's Digest 
was told that the statement was inaccurate before publication. 

-0-

ALLEGATION -- That ARA staged a stepped up campaign to 
pull other areas into the program in this election year, 
pointing specifically to the fact that seven major U. S. 
cities -- Philadelphia, Cleveland, Toledo, Buffalo, Newark, 
Miami and Oakland -- were made eligible for assistance 
under ARA. 

FACT -- These seven cities became eligible to qualify 
for ARA assistance under a new formula for measuring unem­
ployment within the city limits, and this had nothing to do 
with politics. The move was prompted primarily by the 
interest which the cities, themselves, had expressed in the 
program. These cities, suffering from high unemployment within 
city limits, had been unable to qualify because they w~e 
included in a larger labor market area whose unemployment 
was not serious enough to bring them under the ARA act. 
Thus, ARA was faced with the irony of denying its aid to 
large blocks of jobless persons in the big cities while 
making it available to smaller blocks of unemployed in the 
smaller cities and rural areas. 

-0-

ALLEGATION -- That "ARA has built a 72-room luxury 
motel" in ·woodville, Texas, which is threatening the 
existence of a nearby 24-room motel owned and operated by 
a widow. Also, that "there is not much reason for Woodville 
except the old courthouse and some lumber mills." 

FACT -- ARA did not build the motel. It loaned $420,000 
of a $700,000 project to build it, out it was the community, 
itself, which came forward with the desire and the plan to 
build the motel. The motel, known as the Woodville Community 
Inn, was not built with an eye to competing with the widow's 
motel. Local leaders planned it as a means of helping to 
build up the town, itself. Some 100 Woodville residents 



-4-

bought stock in the motel, providing $130,000 of the total 
investment. Two local banks also participated in the finan­
cing. 

The East Texas Tourism Association endorsed the facility 
because of its proximity to the McGee Bend Dam which is 
expected to generate tourism business in the area. The 
Inn is located at the juncture of three main highways 
in the commercial center of Tyler County (population 10,700). It is equipped to handle sizeable meetings and small conventions, and community leaders are of the opinion that as the economy 
of the area grows the Inn will actually prove beneficial to 
~he 24-room motel which the article said was threatened. 

The article also referred to a sign erected at the 
project during construction identifying a Texas congressman 
with the venture. The ARA, of course, had nothing to do with 
the sign. 

-0-

ALLEGATION -- That jobs constitute the reason for ARA's 
existence but that ARA provides brazenly inaccurate figures 
and refuses to make reports on current employment figures 
available to the public. 

FACT The ARA does, of course, receive regular reports 
on employment from the projects it is interested in. But 
it does not make this ava·ilable to the public on a regular 
basis because this is, in a sense, private innDxmation. 
Any reporter wishing to know how many people are employed by 
a certain business is free, however, to check with that 
business. 

The ARA does publish regularly a record of approved 
projects and lists an estimated projection of employment 
expected after one year of activity. These are based on 
estimates provided by the applicants, who, as might be 
expected, sometimes miss the mark. There is no effort to 
mislead, however. 

The ARA recently made a survey of 57 plants which 
had been in operation for at least a year to determine 
employment results and to see how the estimates of employ­
ment were holding up. This survey showed the 57 plants 
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were expected to have employtTE nt of 8, 543. after one year. 
Actual head count showed 9,376 employees. In 20 of the 
plants, employment was higher than anticipated; in 23, it 
was lower, and in five plants it was approximately as 
estimated and published in the ARA Directory of Approved 
Projects as of March 31, 1964. 

Through March 1964, ARA has approved 459 loans and 
grants which will, when the projects are fully operational, 
help create an estimated 105,000 direct and indirect jobs. 

*The article cited as one example the North Vernon 
Processing Co.'s burned out forging plant in North Vernon, 
Indiana, in an effort to prove faulty reporting on employ­
ment. It said the ARA claimed to have saved 60 jobs and 
created 40 new ones as a result of its post-fire help. 
The article claimed only 50 persons were working there --
15 more than before the fire. An ARA field check showed 92 
persons working at the North Vernon plant, right in line with 
the original estimate on employment. 

*Another claim of faulty employment reporting was 
made concerning a co-op grain feed mill which an ARA loan 
helped get underway at Wetumka, Okla. It said the ARA, in 
lending $68,000, said the project was expected to create 
20 jobs. The Reader's Digest reporter found only 6 men 
working andlittle prospect of any more jobs because the 
operation was highly automated. This is the most accurate 
report in the entire article. There· will be six full-time 
and two part-time persons employed at the mill when it 
reaches peak operation in June 1964. The original job 
estimates were in error. 

-0-

ALLEGATION -- That 75 county agricultural agents in 
Texas qu~t ~n disgust over the past two years because they 
were being used to organize communities to prepare to apply 
for ARA assistance . 

FACT -- A check with the U. S. Department of Agriculture 
and officials in charge of county agents at College Station, 

Texas, shows there was a turnover of 75 agents in the two-year 
period. But only one had resigned because of dissatisfaction 
with his assignment. The others either retired, went to 
other jobs in the USDA or to better paying jobs in private 
industry. 
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ALLEGATION -- That "less than $2 out of every $5 from 
ARA" goes into areas of highest unemployment. 

FACT -- $165.5 million or 81.9 per cent of all ARA 
funds for approved financial assistance projects went into 
areas which are officially classified as areas cif substantial 
and persistent ~abor surplus. That's $4 of every $5. These 
proj~cts, incidentally, are creating an estimated 80,253 
jobs. 

-0-

ALLEGATION -- That Gregg County, Texas, dissati.sfied 
with being classified as a redevelopment area, had to struggle 
two years to get the classification removed. 

FACT Gregg County originally was classified under 
detailed standards set forth in Public Law 87-27. After the 
Chambers of Commerce of the cities of Longview, Ki~gore and 
Gladwater passed resolutions requesting de-designation, 
county officials wrote a letter on December 11, 1962, asking 
termination of the designation. ARA files show action to 
terminate the designation was taken on March 29, 1963, to be 
effective 10 days later. That's a spread of a little over 
three months -- not two years. 

*The article also cited Gilpin County, Colo., as a 
horrible example of a county designated for ARA assistance 
as a low-income farm area. It noted that the ~ounty was high 
up in the mountains with few farms. 

FACT -- Gilpin County became classified because of a 
statistical error. When it was discovered, the classification 
was removed. 

-0-

ALLEGATION -- That Rice County, Kansas, is an example 
of a prosperous area which has been declared "a depressed 
area" by ARA. 

FACT -- Rice County came under the Department of 
Agriculture's Rural Areas Development program back in the 
administration of President Eisenhower. The Congress 
directed that these counties be brought in under ARA as 
a means of taking advantage of this kind of experience. 
The county obviously wanted to participate in the ARA 
program, for it filed an Overall Economic Development 
Program, as required py the act, and at least one ARA 
project has been approved there. 

• 
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ALLEGATION -- That ARA is "dressing up" 5,000 acres of 
Eastern Oklahoma land with a "palatial" state-owned resort, 
without · its "costing the state a penny." 

FACT -- ARA loaned $9 million to a State agency, the 
OklahomaLake Redevelopment Agency, on this project. The 
$9 million is repayable with interest. This could hardly be 
described as not "costing the state a penny." 

This is a $10.3 million project to create a state-owned 
recreation center at Lake Eufaula, a 143,000-acre lake 
being created by the U. S. Army Corps of Engineers; $1.3 
million of it was financed by a public facility grant 
from the ARA. 

It is designed to attract tourists to the area and help 
rebuild and diversify the economy which has been suffering from 
high unemployment and low incomes. Unemployment has been 
running from 8.4 per cent to as high as 18.7 per cent of 
the '.~orkforce. 

The site is close to two important highways -- Interstate 
40 and the Tulsa-to-Texas turnpike, and the tourist facility 
being created is expected to provide jobs for 1,500 workers --
500 at the resort center and an additional 1,000 at private 
cabins, boat sales and service centers, sporting goods firms 
and other tourist services. 

-0-

ALLEGATION -- That ARA went far beyond the original plan 
for the "40 single-industry regions" which were intended to 
receive assistance, and "dragooned or enticed" a third of the 
nation's counties into "accepting the label of poverty to be 
showered with largess." 

FACT -- A total of 581 areas or 55 per cent of all ARA 
areas meet the specific criteria specified by Congress in the 
Act to identify areas of substantial and persistent unemploy­
ment. The remaining areas which were designated for eligibility 
meet standards for underemployment which were established by 
ARA and which are based largely on low average incomes for 
those living in the area. 

As for "dragooning and enticing" areas into the program, 
the ARA early this year notified 152 areas that they would be 
dropped unless they expressed a firm desire to participate 
within a one-month deadline. Only 15 of the 152 areas failed 
to respond. 
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ARA receives many requests every day from counties and 
areas wanting to know how they can qualify for assistance 
under the Act. ARA applies strict statistical standards to 
all these requests, and only those areas which truly qualify 
on the basis of unemployment or underemployment are designated. 

One reason more areas qualify for the Act than were known 
about when the Act was first passed is that unemployment 
statistics were not made available for many very small labor 
markets prior to 1961. It was only after the Area Redevelop­
ment Act was passed that the Labor Department began providing 
this information. 

-0-

ALLEGATION -- "The agency flouts the law under which it 
was created." The article cites four "examples" of ARA loans 
made to organizations able to make "reasonable" financial 
arrangements elsewhere. 

FACT -- Three of the four examples cited involve loans 
made not to large corporations, but to local development 
companies created under State law and promoting industrial 
development with local resources. The three large companies 
in question (Melpar Corp., a subsidiary of Westinghouse Air 
Brake; Rawlings Manufacturing Co., a subsidiary of A. G. 
Spalding & Bros.; and American Optical Co.) were all tenants 
of these local development companies and had no direct 
financial o.ealings with ARA. 

The loan allegedly made to "the Howard Johnson chain 
together with a local concern' was in fact a loan made 
exclusively· to the new business concern, which had a 
franchise from the Howard Johnson chain and was thereby 
entitled to use the Howard Johnson name. ARA's investigation 
of the availability of other financing to the concern disclosed 
that two large insurance companies had already declined to 
make a loan to the project. To oonfirm the fact that other 
financing was not available, ARA sought participation unsuc­
cessfully from three other insurance companies. However, 
a local bank and the Government Development Bank of Puerto 
Rico both participated significantly in the project. 

*The article further charges that ARAby its policies has 
fail"ed to ~eep faith with the statutory requirements pertain­
ing to community participation in projects. The reference is 
apparently to ARA's ~olicy of not restricting an industrial 
applicant from participating m community fund raising efforts 
provided that the community group does not simply use such a 
source of funds as a substitute for other reasonable potentials for raising funds on a broader base. 

t 
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Other State and federal programs have by tradition 
recognized the right of local development corporations to 
finance participating requirements by acquiring needed funds 
from industrial concerns benefitting from a project. The 
Area Redevelopment Act does not by its terms limit the source 
of the community funds. However, in keeping with the . objective 
of developing a sense of local responsibility and a capacity 
for local initiative, ARA has required that communities make 
first resort to obtaining funds from diversified and independent 
sources. 

*The third alleaation in tbis connection is that ARA assisted 
the Technical Tape Corp. to close down its plants in New Rochelle and Beacon, N.Y., and to relocate its operations a~ Carbondale,Ill. 

The plant referred to in the article was leased from 
the City of New Rochelle. The City subsequently objected 
to the normal noise resulting from Technical Tape's machine 
operations. As a result of frequent police summonses for 
creating a nuisance, the plant ceased manufacturing in May 
1961 and was converted to a warehouse and research facility. 
Manufacturing operations were transferred to the Beacon plant. 
When Technical Tape's lease expired in 1963, the City refused 
to renew. However, it is presently considering an offer from 
the company to reopen the plant as a research laboratory. 
Thus, the Technical Tape "factory" was closed down at the 
instance of the City two years prior to the date alleged in 
the article, and negotiat1ons are now going on for a renewal 
of the lease from the City. 

The implication that Technical Tape ever had a gift-wrap 
division in Beacon, New York, or intended to move one there, 
is incorrect. It is answered elsewhere in this paper. 

-0-

ALLEGATION -- That ARA "bludgeoned" votes by letting a 
"political friend" make a project announcement involving an 
$844,000 ARA loan to help modernize an abandoned pulp and 
paper mill in New York Republican Representative Clarence E. 
Kilburn's district, the political friend being Kilburn's 
Democratic opponent . 

FACT-- Notification of approval of the project in 
Congressman Kilburn's district was advanced from the scheduled 
release date because the Mayor of Norfolk informed ARA that 
unless ARA gave its decision immediately, the project would 
fall. When this became known, a wire was dispatched to the 
president of the local development corporation, informing 
him of ARAs decision to approve the project. No authorization 
was given for public release. Unfortunately, word was leaked 
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to the press prematurely through no fault of ARA. 

-0-

ALLEGATION -- ARA advanced money to re-open one, and 
expand. a second coal mine in Carbon County, Utah, "w~ere 
demand. for increased. coal output is just not present." 

FACT -- Both applicants for ARA assistance submitted. 
to ARA letters from dealers, distributors and private users 
requesting additional sources of coal to meet their expanding 
demand.. 

Many of the mines in the area are "captive" and their 
entire output is consumed. by their owners and. is not for 
public sale. ARA verified the claims of the applicants with 
experts, including the U. s. Bureau of Mines. The financial 
soundness of these two loans also was ascertained.. The coal 
mined. in Carbon County is among. the highest in quality in the 
United. States. 

-0-

ALLEGATION -- That ARA helped. the Salem, Indiana, 
Redevelopment Corporation provide a plant and other facilities 
for the "foreign-controlled." Bata Shoe Co., and. that firm 
was pouring 40,000 pairs of shoes a week on the abundantly 
supplied. shoe industry. 

FACT-- Bata Shoe Co., Inc., is an American corporation 
chartered. by the State of Maryland. It does have plants in 
many sections of the world., but it employs some 3,000 
workers in factories located. in the United States. 

The Salem plant manufactures canvas and. vulcanized. foot­
wear only, and this segment of the shoe industry has been 
growing at the rate of some 10 per cent a year with 60 per 
cent of the total U. S. market now being supplied. by imports. 

Bata Shoe is expected. to export a significant part of 
its production, thus affecting the nation's balance of 
payments problem. 

Bata Shoe currently is employing about 250 workers and 
expects the payroll to grow to around. 500 when the plant 
reaches full production. 

The article ·also charged. that Bata Shoe could. pull out 
of Salem anytime it wanted.. The firm has signed. a 20 year 

( 

.. 

.. 
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lease on the facility. 

-0-

ALLEGATION-- That the president of the Bata Shoe Co., 
Augustin Dolezal, told reporters that his firm had decided 
to locate a plant in Salem, Indiana, long before it heard of 
ARA. It quoted Mr. Dolezal: '~e would have built in Salem 
anyway." 

FACT -- In a 
says:--rrJ want to 
correspondent and 
without ARA help. 
we stipulated ..• 

letter to ARA dated May 4, 1964, Mr. Dolezal 
assure you that I have never spoken to any 
told him we would establish a plant in Salem 
Contrary, it was the first condition that 

that they must procure the assistance of ARA ... 

"I am sure that this is a great contribution to the 
community and they are thankful to the ARA who made this 
project in their community possible." 

-0-

ALLEGATION -- That ARA is financing new enterprises in 
industries already· beset by overcapacity, thus jeopardizing 
existing jobs. 

FACT -- Since its inception, ARA has continuously considered 
the potential impact of its loans. Procedures have been developed 
to make sure that ARA funds will be used to create job op­
portunities in our expanding economy. 

Industrial experts in the Department of Commerce supply 
ARA with information on the national capacity of a particular 
industry, the extent to which the industry is utilizing such 
capacity, the relative efficiency of existing capacity and, 
in appropriate cases, the impact of imports on the market. 

Industrial market trends are analyzed for ARA by the 
Small Business Administration and by private marketing 
experts. The Department of Agriculture provides information 
on all agricultural and forest products proposals. The Depart­
ment of the Interior reports on mineral-based industries. 
Other agencies and experts are used in special cases. 

ARA has made public its concern for existing businesses 
and for the workers who depend upon these enterprises for 
jobs. A series of policy guidelines published and circulated 



-12-

nationally contain clear-cut criteria for use by ARA i ·1 the 
various circumstances involved in project consideration. 

Policy Guideline 13 , for example, states that projects 
may be declined if ~there is an oversupply of the particular 
product, either locally , regionally or nationally.n 

Policy Guideline 26 provides that "ARA will not finance new 
capacities in industries experiencing a long-run gap between 
production and capacity except ~'under these circumstances: 
The excess capacity must be obsolete or outmoded, or the new 
capacity must compete with imports, or there must be an 
identifiable regional insufficiency of productive capacity, 
or such excess capacity must be only temporary because of a 
strong, growing demand for the product , or the new capacity 
must be :capable of developing new markets for the industry. 

These guidelines are constantly utilized by ARA, interested 
State ~nd local agencies and prospective borrowers. 

-0-

ALLEGATICN -- That ARA helped finance a 432-room luxury 
hotel in Detroi t, Michigan , even though existing hotels 
suffered from the lowest occupancy rates of any city in the 
United States. 

FACT -- The Downtown Investment Corporation, in cooperation 
with civic and business leaders, developed the proposal to 
construct a $9.1 million hotel (the Pontchartrain Hotel), 
directly across from Cabo Hall wbich is the focal point of a 
$70 milliop convehtion center re6ently constructed by the 
city in an effort to diversify its economy through convention 
and expositi~n business. 

Civic leaders reported that Detroit was losing conv~ctions 
and failing to utilize Cobb Hall and its facilities to the 
ful;J.est because of the lack of a modern, ijigh quality motel 
convenient to the convention center. No new hotels had been 
built in the city for more than 35 years. Marketing experts 
analyzed the quaU ty and quantity of hotel accommodations and 
reported toARA that the Pontchartrain project was economically 
viable and merited approval 

A combinaLi.on of private lenders and investors, including 
the Detroit Metropolitan Industrial Development Corporation, 
raised $7.2 million . (approximately 80 per cent) for the 
project. The ARA loaned the remaining 20 yer cent at 4 per 
cent interest. 

• 
J 
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THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVISERS 
WASHINGTON 

MEMORANDUM FOR THE PRESIDENT 

June 5 . 1964 

Subject: Background Series on International Monetary Problen'ls 

Purpose of this Seri.~s 

l . Between now and Septei.nber -- when the International Monetary 
Fund {IMI-) and World Bank meet in Tokyo-- you'll be hearing a 

lot about "international liquidit~ '' a11.d ''the international monetary 
system." 

2. T h is s_~~rruner both the lMF and the Finance Ministers of the Grou_E 

of Ten"will pt.·.blish reports of their studies on what. if anyt hing. 

should be done to improve the international r.nonetary system, 

and how to solve the ''problem:' of international liquidity. 
' 

3. To provide some background for the talk and reports that will 

come your way, we thought it might be useful to do 3 background 

memos for your use: 

I. How the present system works 

II. The problem of international liquidity 

lli. Solutions to the problem and remaining outstanding 
issues among ·'the Ten." 

The first one is attached. 

s I W altel'l·•W. Heller 

---------------------.;. U.S • • U.K.= Canada, Japan~ Belgium. France, Germanyp Italy . 

Netherlands, and Sweden. 

Administrativd y Confidential 



C00NCIL OF ECONO:vUC ADV"iSE;{S 
WAS:-:::NGT0i 7 

June 5, 1964 

1. t~J.thc.u:];h t:2.d1 cou::Lt:..·y has its O"I.T..J. dor.c.0s-:.:ic CL'.:-:.:e::-J.cy ~ c:;.~y a few 

~'2-Y c .. ~rre11.cies ;:;..---c ~s:ec1 lr.:. i:-.i.te:a~.!.2.tio:1.a! ·;.-:::2..1.-:sactions -- r:l2.1L.:y 

tl·:~ do~la.rr. 'bt~t t::~"lso tl:.~ pottr.cl ste:rli!lgoi ai~d tb.e Fr~~nch f:.·anc., 

Fo:.· e;o:ar.;:l?le,, '>V~:.en an ltal:ia:.J. i:::-npo::.-ts a r.c;,achine tool L·o-'1> Ger::nar~yi 

He buys doll2:.:r. s :f::or~"l h:s c'"!nt:.·al ba.:c:k, paying Itah2.1.1. i:;,:: e 

~~cr r.b.e doll2.;::... fo 

'T' .rJ.e:~~~ dollc .. :. .. s a.::-e t:::. .. a;.:..sfel"'"red to ·::l"le G.err..1.;.2..n e:r.pc\·:4:er .,~ \~1hc 

in tu.r::1 sells t~.em to the cem::-al be:nk in }~ran:-fu.l·t in exchange 

fo~ Dev .. tscl:.e maJ"lcso 

J.'b.e ce~.t::a:.. bar:ks 6£ r.n.ost count!'"ies staucl =e2.cly fz.·~~ely- to bL!.v· an~-

. sell C'te· ~lr.:::·s :3tl. excl?.a:.1.,Q't io::: tl1.;ei~· OWl!. c~ .. :.~?cnc:ies 2.-G fi~:ed e::-~ct-!2~5~ 

r8:t.e ~:;., '}~h.llS: 

"
1
'['f:;_:z·:1. a ~~~if~:.J. coun·i~ry ha.f; c_. su::-pl1:5 in its bal2.1:.ce ·c.f p<:~ym·::r:.:ts .. 

i'·c- r r-nt,.. ·~. ·! ~-, -~ n 1· -~inds ;-·- c-e, !.' CJain~I' ~, doll=> l" """ 
4.-v ~:...:;_...'::.:~::..!:;.=.:; .s. _ -t..v -.J. o · 4 - •6 - -

Wi.th a deficit. it los1~s dcllar:s~ 

stan.d:~ 

vri·~h fc,l.;·.!:~ign c~r:t::'c.l bc.:11.ks ol· T!"e3.8U~:ies} 

ounce ~ in exchange £o·r clolla:rs. 1'hu.s: 

L Si:-;.cc c~ef.icits car.'t alwa•ys be a11t.i.do2.t2d and avoided, a.E aC.v2nced 
~ ---------------

l:..clrL"lil'list:::ati~Je!'p· Cc:J.fid.e:n.ti.aJ. ----------------------
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o:· .?upplc:::Gent to 

:reserves -- :1:1 
Thus thG dollar 

occ-0-pie:c-> a ::..pecial positio:;. c;s a~~~- c12r::·ency -- a posHion 

v;b.ich giv·~-=s ti:.~ u·nited State$ l;o::l: bene-iits and l1eada~l1es., 

3~ .. l\_l-~houg}l ~~he d.olla.:i'" is o£-::en l'leld c_s a :resc~'\'e .. it is ~~ot ' univc:::­

sz.lly ; as goocl c:s goldo 1 
i 

Sorr:.<.~ cou:-.. ;;#rics t:r-aditio~cJ.l~r l1.old the bu.llc o£ thci:- o£:i~ial 

reser·.; .. res ~~n golci and ca:r ry o~:~l~r ·~.I.A'O:..·l<jn.g balc::.n.ces.:1 t:>f 
doll:::.r.s. They ask us to give tl:.er:1 gold in ~xchange for any 

e::ce:ss dollar b'.2ild-up thc~y get f?:om thci:i· oala~ce -of­

payrr.e:::-.~8 su~'pluses. Exw::n.pJ.es are Sv.ritzerlaild, UK, and 
tl1.e r\JctJ:.:e3.:~l~·nds(o 

1\'::·.;; surpluses c:: de:a.citc ohow up b. ch2.rc.gez i;:1 th.~~ir dollar 

llc1d.ir.tgso Examples az-0 G~l'"iY.r.any :~ Can.adc..;; c.::J.d J a1)anQ 

F:::o:..-n ti:n!.c to.time" cou:n_t:z:ies cha..rAge ~~7:!-(!~r p~ .. ac~ices regarding 

dollar :-::oldings" depending 01:1 their ~~fide~ that: 

th~ tL S, 'vVill co:1th:.ue to let thern use t .. ~e~.r dollars as 

, .. 
,.,.. . ~· - . . . l ' /:~ ' d., ,, 
.1 i'l!S con::1den.ce lS OD\.r:t<':tno y .'2..1::.:~:-:cl.e · oy ~ne size and du.rc.tion 

o£ U ~ Sc. balar!c~e of payr~~:ter.t~:s de~~:.cits .t and by the heal~~l'l al"l<i 

st:l.-e~•gth cf ou? dornestic eco~.orny~ 
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c:>l:c:~~:.~re::.y hz..s a su:.~:?lLG -- :c~r:;igne:.ws 2.:re c .. cqui:;:i:~g doliazso I£ 
~-·"'r..r.•r~o ~~-:1·; .. ..,..... .... ;')-? r-) 1 1 .~ .... ¥ . .. -.~d.::......,. .c .... _ C""- cold. U c; l'"'C:' n.--·'v·~ ... - r;o •• ~ .. -: • .:..·.:~ ......,,_., _ _r • ._,_.:, c.-· ...... (,...... _ _, .:...L: . ...~.. ...... -...... .t.:.. ... .;..\..>.:. .t,_.;.. h ..... :•_ .. '-- .......... J. ·~.: .... c.• ..,!;!... 

do,.~~r:l b""y j;..~s~ ~~!;c.:;: ar~:.c11::.,_~ :::12.t o:::·!2:. ... ccu .. rJ.tl.""ic_}.s' :tcsc;r·vc;s go un\) 

2o Bu."l: ..,-- to the c;.;:b·mt. thr:::s(~ coua·:;::::cc drnply h.old on tc. cx·(r2. 
dolln.:!'s -- ~~l~e~i .. 3~·cse::ve3 st~ll go ·:.:.u .. I) (; bu-t; c-u.: ... s don~t decl::~.eo 

a.::c met; 

other cou...D.t::ies z..;.·e '\vill:i.ng :o c..ccurr.:u .. l2.te more dollaz-s 

~., The gel~ co:r-npon.eat of the Fre.e W o:.."ld 1 s totc:\1 :.:.eserves g::ows 
-4·-----------"-------------------------------------------------------wl~Cll gcve::·:n;.-:r~e:::J.ts buy go::.d -- !lot f:_.o::n each other but frorn. 

r:::ir.:.ing compa.."lies. ~:"!e Soviet U<.uon, o:::.· hoa:."de::s and speculato rs., 
Gro·v.ri;h o£ oliici~ "vo:rld gold zese=v~s l'"oughly equ.a!..s 

newly mined gold plus Soviet ::;ales. 

r:.'1i:'lu.s ir:du.st:ri:al uses and ::~et gold hoa::ding.o 

gold z:~cl f.o::e~,gn e::-;ch::mgc: r:e~erv<es eve-:: t!~e past lO y~a;::s 
~since K u1'ec:.)· by about $21 billion .. through acquidr;.g: 

$7 -UZ billion of. gc·ld fron'l. the U.S.; 

, .. 
1 

<~l 'l-.:;"l·l:cn o'i }old~'"'<7'-' ""'i .-<·,..-;·1·'""'"'" ""·"'d f,·,nc<> 1'w1 ... ~c'n ~r..··•vr.. --~ r,.p_., _ -· .... .. .l • ... ... _,.::~.,... ....., ~v.....- .... -~ .... ... 0 ~4 --c.:..:. --.;;;:.~ \ -.J. - ~~- -

like the dclla:r -- as ' rece:;7ve ct::r::-encies11 :!.or: c ertain. othe r 
CC~ln·t~ics;o 
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Ti~_ L!..> tote:} o:'"f1cjal rc:-:t:·.:.. .... ··vez of all F:.:c~~ ·'.Vcrld C0t:.:1.trlc·s, l1ave 

J:'{$~:1. C.y $lL~, 5 bl.tlion, or· abou::: 30%. 

Jl: 3 . .r.):):.·ovcs ci.:.2.ngeD in ra.tes only whe::.1 count~~·ic's a:i.·e :il: "iu:ld~- ­

:::nenta l cl:i.:::eg-cilil::r:·ium. " 

4:. lt pr·cvid<:::"! ur:bi<u:ed outside a.qv:ice to cour..t:::ies on ho\.v to rt:.r~ 

·~he~:1· :Z]ncrr;.ci":.l c.:ifa.i.rs·, 

5. h lends ~.o cc-;n-:.t:-ies who hav~; C:ef1cits that ~;bey can 1t o::: don't 

want to har..dh~ by reducing tb·:ir X{:S(::;:ves. 

s/ Wa.lte~~·w. Helle:!:· 

- ···-- - ---------------------
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1u1y ~z. 1964 

MEMORANDUM FOR THE PRESIDENT 

Subject: Background Series on!Dte:rnatloaal Moaetary Problems -­
Part D: 'nle Liquidity Problem 

Almo8t everyone thinks oar intematioual mouetary system has a 
"ltquidity problem" .... that there's either too liede. or too much. or the 
wroag pJ&ces have it,. Three main strands of criticism are preseatecl 
belDw: 

A. that we doD't have aay aystematic way of creati!g the ript 
amount of Uqutdity; 

B. that our Uquidity gstem is iDhareD!ly unstable; and 

c. that the U.s. has abused its place lD the ayatem by c:reatlns 
too mach uCj!id#Y. 

Thla memo expla!De aDd evalaa&os these criticisms. 

A. The first critictem la tha& the world lacks a ayetematic method of 
CN!ti!IJ the right amoat of uew monetary reae7Vea. This criticism is 
eaHIItlally correct. 

1. Additions to the "'!J'Plr of iDtenatioaal roserYe& now come 
maialy from 

-- the gold mlDed iD South Africa (of aU places) supplemented 
by what the Soviet aeeds to or decides to sell; plua 

-- the increase• ill other countries' dollar balances reaultillg 
from deflcita ia the U.S. balallce•of•paymenta. 

z. The aeed for added reserves depends oa the size aad duratioo of 
deficits aDd eurpluees --and these are likely to get bigger as 
trade grows aad aa capital is permitted to move mo:re freely 
among couotrlee. 
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3. _!here is no good way in which the supply anrl the needs com!. 
into balance.. · 

4. South African gold production bas been fairly steady, but tho 
explosive racial situation there could easUy interrupt supPlies 
to the free world. 

5. The dollar COmpc?Deftt of new H!SerYeS clearly does not adjust 
to the need -- our payments deficit. after all, does not respond to 
the world's needs for liquidity but to our success in boosting 
exports. attracting and holding capital funds. anrl so forth. When 
the U.S.. stops "!!'!'!I deficits. it wiU atoe generating now inter­
national moneta:y reserves whether they are needed or not. 

B. The second criticism is that the eresent system bas a built-in 
tendency toward inatabUity. This criticism has some merit. 

1. If dollar balances in foreign bands are to grow at a rate that 
matches the world's aeed for larger reserves (to support growillg 
international trade. travel. and finance). the U.S. will have to · 
run a deficit. and possibly lose gold as well. This means U.S. 
liabilities would rise while our rese1-vee would be steady o;t;lling. 

z. Sooner or later. fcreipers• confidence in our ability to redeem 
·dollar liabilities in gold would weakeD .. 

3. This either: 

-·would lead to a l'UD on gold UDtil the U.S. has to devalue or 
restrict the useability of dollars; or 

. -
--would force the U.S. to take actions that will slow down ite 

ovm economy and perhapa start a world-wiae recession._ 

rSomething of this sort-- though not this extreme --happened between 
19'57-58 and 1963. Since mid-1963. of course. the dollar has become 
aotably etrooger ,ZI 
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4. To be sure., the Treasury and Fed have built an impressive 
array of defenses agalnst a "run" in recent years: 

"swap" agreements with foreign central banks 

forward exeballge operations 

"Iboea bollds" 

the London gold pool 

close C01leultation and cooperation with foreign monetary 
authorities. 

5. These defenses have performed weD ·- during the C11ban crisis. 
the 196Z stock market crash. Oil November 2Z -- bat the rieka of 
instability &J'e !?f DO means wholly eliminated. 

C. The third criticism (by Europeans) is that the U.S. has created too 
much U dit and forced them to hold it. This critidsm is largely wron; 
(but fairly plausible and widely believed • 

I. The dollar ie a ••reserve eurrency" -- whic:h other countries have 
found it was useful to hold in their reserves ... and many Europeans 
say 

z. 

wo have abused this etatus by liviDg beyond our meaae; 

• we have spea.t abroad on J!riYate foreign investmeDt. 
defeDH. and aid more than we earn from our export surplus; 

• we have financed this ''profligacy" ~orc:ing11 our dollars 
on them. 
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3. In practice, therefore. they say we have them over a barrel 

makiDJ them take our dollars and 

thereby causing them to have inflation. 

4. The 0. S. so the criticism runs. is thus like a bank -- and the only 
baDk ill town -- whose big depositors 

don't like its p~lidea, 

know that if they try to withdraw their deposits. they 
win start a run that will destroy everyone. and 

therefore let the bank go on with its \1Daound ways. 

5. Bat we don't need to &fC!logiae too mach for our deficits. In large 
part, they have reeulted taepecially 1n the 1950's) from our defense 
aad foreign aid in behalf of the whole Free World. (especially in 
the 196o•s) or from borrowing here by Earopeans. CanadiaDs. and 
JapaDese who find our capital markets freer and cheaper thaD 
their own. 

6. Morecwer, our past cefidt• have been essential to let Europe 
ree&ore its depleted post-war reserves. Vllthout our gold and 
dollars, tho world could not have bad 

the tremeadoue growth of trade aad payments. side by 
aide with 

a wholesale dismantling of restrietlons, including the 
restoring of currency couvertlbUity in J 958. 

7. We're moat volnerable when EuropeaDa poiDt out that we're 
"forciDg" dollars on them while our 'bwdnessmen are buying up 
their most profitable businesses -- their ceDtral baDke ead up 
with U.S. Treanry 'bWs payillg 3-1/Z%, while American firms 
acquire European facUlties earllillg a much higher return (0 process 
the French are trying to restrict). 
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The argument that otn· deficits are causing Europe's inflation 
is very largely incorrect -- our deficits may let them inflate. 
but we cel"tainly aren't forcing them to. -

In any caae. we are reducing and hope soon to eliminate our 
deficit. vr e predict that they won't like that any better. 

Note: The third and last memorandum in this aeries will discuss some 
--;, the solutions proposed to the "liquidity problem" antl cleac ribe the 

outcome of the l963 ... 64 "Group of Ten" negotiations. 

Walter W. HeUer 



MEMORANDUM 

July 23, 1964 

To: Democratic Senators 

From : Ronald F. Stinnett, Research Director 
Democratic Senatorial Campaign Committee 

Re: Progress report by the President on the government economy. 

Enclosed is a copy of the statement made by President Jonnson 
on government economy -- July 18, 1964. 

This statement and outline of facts and figures should be 
very helpful in your speech preparation, for your newsletters, 
and the like. 

The statement includes statistics on expenditures, receipts, 
the defecit, federal civilian employment, the dollar outflow, pro­
ductivitiy gains in government agencies, decisions to close or 
reduce field installations, foreign aid program, cost reduction. 

The economy in government issue should be a strong one for us 
this fall. 



MEMORANDUM 

To: Senatorial Administrative Assistants 

From: Ronald F. Stinnett, Research Director 
Democratic Senatorial Campaign Committee 

July 1964 

The Agency for International Development has just released a 
new color film about the foreign aid program, entitled "Quiet Battle." 
You may have received notice concerning this, but I wanted to bring 
this to your attention in case you missed hearing about it. 

The film truces 28t minutes and is a 16 millimeter motion picture 
filmed on location in Greece, Taiwan, and Pakistan. 

The film is a report on the current thinking behind our foreign aid 
program. According to the U. S. Department of State news release, the 
film tells of economic breakthroughs by two countries with the help of 
American aid and the continuing efforts of a third nation to win:.its 
battle against economic stagnation. 

The scenes filmed in Greece and Taiwan record the transformation 
during the last 15 years of these two countries -- from ruin, despair 
to economically sound nations with high prospects for the future. 

The film is available free of charge (except for return postage) 
on a loan basis to organizations, schools, clubs, churches, discussion 
groups, and similar audiences. To borrow the print, please call: 

Films Officer 
Office of Media Services 
Bureau of Public Affairs 
Department of State 
Washington, D.C. 



FOR IMMEDIATE RELEASE JULY 18, 1964 

Office of the White House Press Secretary 

-------- ~ ------------------------------------------------------------

lJ7 p\p?.~\ STAT::~:;¥:TYE ~::::ESIDENT 
.\ .1

1
\ - .J .• - ~\j GOVERNMENT ECONOMY: 

1\ '-r- C]u LS~ PROGREss REPORT 
u L'::J 1_.....1 L:J 

I now have the closing figures on budget expenditures, receipts, and Fed­

eral civilian employment for the fiscal year 1964 which ended last June 30. 

On every count, the news is very good indeed. 

Expenditur.!.!_ amounted to $97. 7 billion 

.,._ Down more than $1 billion from the original 1964 budget estimate 

Down $700 million from <11r revised estimate in last January's 
budget 

-- Down $600 million from the re-estimate we made only two months ¥> 

Receipts totalled .. $89. 4. billiou .-. t 

Up $2. 5 billion from the original 1964 budget estimate 

Up $1 billion from the revised estimate in last January's budget 

Almost the same as the $89.5 billion re-estimate we made two 
months ago. 

The Deficit was $8.3 billion 

Down $3.6 billion from the original 1964 budget estimate. 

Down $1.7 billion from the figure carried in the budget last .'hnuary 

Down $0.5 billion since our May re-estimate. 

The details on receipts and expenditures will be available next week when 

the Treasury Department completes its work and issues the June Treasury 
Statement. 

Federal civilirz! emplo~ment in the executive branch on June 30 totalled 

2, 468, 700 regular employees 

Down 101, 800 from the original 1964 budget estimate 

Down 43, 700 from the revision carried in the budget last January 

Down 28, 500 from our latest employment ceiling 

Down 21, 600 from the actual number on the rolls one year ago 

Down 15, 900 from the actual number on the rolls two years ago. 

The dollar outflow abroad resulting from Feder_al programs was reduced 

in fiscal year 1964 as a result of vigorous actions taken within the executive 

branch. Estimated 1964 overseas payments by the Federal Government 

dropped $380 million and regular receipts rose by $116 million compared with 

the previous year. 

MORE 

(OVER) 
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This means that the net dollar outflow from Federal programs 
decreased in fiscal year 1964 by $500 million -- about 18 per cent. 

This is a net improvement of more than $300 million sin:e I sent 
the budget to Congress last· January • 

. Productt::jty gains in Government agencies helped to reduce Govern-
ment employment last year. · 

-- The Treasury's Division of Disbursement improved 
employee output by more than 14 per cent over 1963, due to electronic 
data processing improvements, consolidation of field offices, and 
streamlined procedures. This is equivalent to the work of nearly 200 
employees. 

The Veterans Administration's insurance program 
increased the productivity of its manpower by 24 per cent pver the 
preceding year, through reorganizations and the use of automatic data 
processing. This is the equivalent of the work of about 600 employees. 

The Federal Aviation Agency's Systems Maintenance 
Service achieved a 6 per cent increase over 1963 in the amount of main­
tenance of air navigation and air traffic control facilities per man-hour. 
This gain represents a saving of about 600 man-years. 

Decisions to close or reduce field installations were taken by many 
dep~rtments and agencies Q.uring the year just ended. These are some 
examples: 

-- In addition to previous actions to terminate unnecessary 
operations, the Department of Defense in fiscal year 1964 initiated 12.6 
new measures to consolidate, reduce, or close installations or activities. 
These steps will realize annual savings of $252 million. When added to 
previous actions, the total annual operating savings will be $568 million. 
Future actions by the Department are expected to raise the annual savings 
to about $700 million. 

--The Tennessee Valley Authority closed 52 installations. 

--The Department of the Interior clo 'sed 6 installations. 

--The Treasury Department closed 35 of its installations. 

--The Post Office Department closed 469 post offices and 
9 regional data proces~ing installations. 

--The Department of Commerce closed 20 local operations. 

--The Federal Aviation Agency closed 3 manned facilities 
and eliminated 15 intermediate airfields together with a 
large number of obsolete or unnecessary air traffic control, 
navigation, and terminal aids. 

--The Department of State closed 13 consulates. 

We will continue the drive to close down or curtail any installation which 
is not necessary to perform essential functions. 



A drive to le s sel! the burde!!- placed on private b_:Isines s by Government 

requests for reports has been undt~ r way fo r the past several months. This 
has resulted in eliminating O !" s im:)lify ing 415 r epetitive reports. The 
annual number of response s will be reduced by 2, 851,000. 195 forms involving 
1, 933, 000 responses were e liminated entirely. 95 new reports were started 
in this period, so that the net r esult of this drive has been either to discontinue 
or to simplify 320 reports repre senting a net reduction in annual responses 
of 2 , 536f 000. 

Sm all sa'!!ng s are not be ing neglectedo A review of Government publi­
cations has produced savings of $1, 795, 000. 240 existing publications were 
eliminated ~ 130 proposed publications were cancelled. 50 were consolidated. 
I expect t hat these :re s ults will be greatly increased after the Department of 
Defense completes i ts revi.ew a 

In our fore ign a:!.d P! osram, substantial economies have been achieved in 
fiscal year 1964. 

--By insi s ting on rigorous self-help standards by recipient 
countries, and wit hholdin.g aid when the s t andards are not met. Savings in 
two cases alone total $30 million. 

--By diligent efforts to maximize the participation of other free­
world lenders. In one such case, other donors contributed $21 million more 
than originally plannedo 

--By strong efforts to use local currencies instead of dollars. 
Two such examples alone produced savings of $16.5 million. 

--By improving AID procurement practices, including use of 
excess u.s. Government property instead of buying new equipment, savings 
totalled $32 million. 

Cost reduction has been a priority concern of every department and 
agency, as it will continue to be. A full report of cost reduction activities 
will be issued in a few weeks. I will cite a few major results achieved in 
fiscal year 1964: 

--Secretary McNamara's cost reduction program in the Department 
of Defense actually realized savings of $2.5 billion, compared with the initial 
forecast of $1.5 billion. This was accomplished at the same time that our 

military strength and combat readiness were being vastly improved. 

--In the National Aeronautics and Space Administration, a cost 
reduction goal of $81.7 million was established for fiscal year 1964. Results 
far surpassed these expectations, and savings are conservatively estimated 
in NASA at $128 million. 

--In the Post Office Department, employment in June 1964 wa.s 
3164 less than in June, 1962, while mail volume was 3. 7 billion pieces more 
than in 1962. If output per postal worker today were the same as in 1961. 

the cost of operating the Post Office would be $140 million more than it is. 

In concluding, I want to say that few, if any, of these accomplishments 
were easy to come by. 

They took hard work, and in many cases courage. Saving money is always 
hard; spending it is always easy. 

MORE 

(OVER) 
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I want the Government officials and employees who made these 
savings possible to 'Y-•':•)W that I tJ:.dnk they d:i.d a good job. They deserve 
the thanks of the American people. 

We are tightening our belts in Government. We are making every dollar 
stretch as fal" as it will go. We arenot brushing aside any saving, no matter 
how insignificant it might seemD 

Cost-conscious government is the kind of government I believe in. 

his the kind of government that this administration intends to continue. 

## # 
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I THE CHAIRM...I\N OF THE 

COUNCIL OF ECONOMIC ADVISERS 
WASIDNGTON 

MEMORANDUM FOR THE PRESIDENT 

Subject: Background Series on Inte:!:national Monetary Problems 
Pa1.·t Ill: Solutions and Remainin.g Issues 

A. Ref~1·m Proposals 

There are almost as many international monetary proposals as there 
are international monetary experts. 1"-t~ost of the proposals are aimed at 
one or more of the problems outiined in the previous memorandum: 

alleged excess liquidi ty creation by the United States, 

the unsystematic process of creating liquidity , 

the potential for instability in the present gold-dollar system. 

B. Issues in Group of Ten 

The Group of Ten· -- meeting over the past 9 months under the chair­
manship of "Gndersecretary Roosa -N is now _&iving birth

4 4

to a report on 
international liquidity. · 

1. In the course of these negotiations, the French and some of the 
other Continental countries have worked: 

to establish a system of collective discipline (now called 
11 nlUltilateral surveilla nce") , under which countries would 
watch over each others, practices in financing payments 
deficits - ~ a system applicable to all members of the Ten, 
but airned mainly at the United States; 

,., 
to dethrone the dollar ~s a reserve currency, in order to 
eliminate the special privileges which they believe W(~ get 
from reserve cur•·ency· statu~; and in its place 

to establish a new form of international reserve ( a Ct:>llective 
Reserve Unit ·- "CR U11

) closely linked to gold. 
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2 . _The United States has argued mainly for a large increase in 
IMF quotas, and for other changes in IMF rules: 

t o provide liquidity in the years ahea~ when the U.S. 
expects to be in payments balance and will therefore 
~be adding dollars to international reserves, and 

to share with the rest of the world the responsibility for. 
and the benefits of, providing new international liqUidity. 

3. . The European~ -- especially the French~ Dutch, and Belgians --
have opposed the enlargement of the IMF. because: 

The IMF operates on the basis of the existing gold-dollar 
system...:. 

They think the IMF is dominated by the U.S. and its 
underdeveloped-country allies. 

They feel the IMF is too soft in its loans to and treatment 
of underdeveloped countries. 

4. The United States is wary of the European proposals for 11multi .. 
lateral surveillance" and for the "CR U" because: 

They threat·cm to impose a liquidity straightjack~ on the world 
and thereby hobble economic growth. 

They ignore the needs of the less developed world. 

C. Area of Agreement 

NL"'le months of pulling and hauling have now produced: 

1. ~]!eement to s~ort a modest increase in IMF . quot~~· smaller 
than we would like but larger than the Europeans wanted. 

2. A form of "multilateral surveillance" which will probably be 
interpreted differently on the ~;.no sides of the Atlal'ltic: 

The Europeans will hail it as agreement to control the 
genet·ating of dollar reserves a . 

We will regard it as a further sensible development in 
international consultation. 
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3. An a greement to study further new forms of reserve . assets 
both the proposal for a CR U and an expanded and altered IMF. A Study Group has bee n establishe.d for the purpose ... w to report ~1.etime in the spring of 1965. 

D. Remaining Issues 

These agreements leave the problems of intern;ational liquidity -- and their solutions - - still unsettled: 

1. We did get somet h i ng useful in that a somewhat larger IMF .. _ and U . S. willingness to use it if necessary -- lessens the 
dangers of instabilitr· 

2. This modest enlargement of the IMF improves the chanc e s of u ltimately strengthening ita-~· in the international monetary system. In time it may be possible to transfer to the !MF the ~ernational reserve-crea!_~ functions now c~;dbi. th;­United State~, ,;vithout in any way harmi~~ U. S. political and economic intereets. 

3. The CR U as proposed by the French is ? restrictive scheme, motivated by anti-American sentiments. But, stripped of these features. the CRU might possibly ·be turned into a constructive reform: 

a way of adapting the gold .. dollar system to the needs of 
the 1960s; and -
an acceptable alternative to a strengthened IMF. 

Walter W. Heller 
1'' 



{ 

• From the desk of MAX M. KAMPELMA 

1700 K Street. N. W. 
Washington 6. D. C. 

This might be helpful for some 
speech material and some work 
you are doing on automation and 
unemployment. Bill Shore used 
to work for the Senator back in 
the days when I was there. 

MMK 



URBAN SrUDIES CENTER 
RurGERS -THE srATE UNIVERSTI'Y 

137 CHURCH STREEr 
NEVI BRJNSWICK, NEH JERSEY 

UNENPLOYMENT: BENEFTI' IDT BURDEN 

by 

vlilliam B. Shore 
Information Director 

Regional Plan Association 
New York, N.Y. 

Unemployment is one of the great opportunities of America. 

The unemployed are a resource no longer needed in one part of 

our economy and now available for other service. They can lift our 

civilization to new levels of style and satisfaction. 

1rJhile one agency of government laments the high and continuing 

unemployment, another is beseiged by citizens asking for services the 

unemployed could provide. Between the ~nlling workers and the needed 

services, we need a broker. 

Apartment dwellers protest the switch from manned to automatic 

elevators. They w ant the safety of an operator . At the same time, 

elevator operators displaced by automation and incapable of learning more 

skilled tasks wait around employment offices for work. The apartment 

owner argues that rent control or other economic forces impel him to cut 

costs by unmanning his elevators. But to our economy as a whole, it 

might even be cheaper to keep the operators, giving the t enn..-:tts the 

protection they want as well. 

In automating his elevators, the apartment ovmer is buying a 

product of skilled technicians and engineers. 
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The highJy skilled and educated workers who make automatic elevators 

represent resources in relatively short supply; we can think of hundreds 

of goods and services we would want these people to provide if they 

weren 1t making automatic elevators. When we tap these reJa tively scarce 

resources to replace the unskilled workers who have no other jobs to do, 

we appear to be wasting resources, not economizing. 

Ri ght now, then, it may be cheaper for society as a 1vhole to 

haveaevator operators in apartments than to have automatic elevators. 

But someone must translate total-economy bookkeeping into figures that 

give the apartment owner a profit . It is still cheaper for him to auto­

mate . 

Of course, automatic elevators are only a small example of 

how skilled resources in short supply are replacing unskilled workers 

looking for jobs. In other parts of the economy, the case for investi­

gating the total cost of automation to the national economy may be even 

stronger. 

Gradually, ho-vTever, we should be able to work out jobs for the 

unskilled that are even more valuable than those that automation could 

replace. Nany economists use words like "hard core" to describe todayts 

unemployed, implying that there is no work for people who cannot learn 

new and complicated tasks. That is nonsense. There are plenty of services 

we want that the unskilled memplyed can provide. If we begin to think 

of them as people eager to work -- preferring work to the dole in most 

cases -- we can find hundreds of ways for them to make the city more 

livable . Even the middle-aged, automated from their jobs, and youthful 

high school drop-outs can contribute. 
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Recall as spring comes on the joys of the double-decker buses 

on Fifth Avenue. We can't afford them because we can•t afford bus con­

ductors. Instead, a harassed driver delays traffic by trying to do two 

jobs at once. If the Transit Authority advertised for bus conductors, 

hundreds of men would wait at the employment office hours before it opens. 

\·.fuen city children get to romping age, parents who can, move 

to the suburbs where the children can romp outdoors on their own. The 

city mother has to spend her day in the park supervising. Couldn't some 

kindly men who are out of work supervise play, keep the big kids from 

spoiling the games of smaller children, keep the baseballs from bouncing 

into the sand boxes? 

New York is one of the few cities in which people can almost 

ignore the clock in looking for things to do. vie can stay awake all night 

enjoying as varied a choice of goods and services as smaller cities provide 

all day. But this freedom is threatened by midnight crime on the streets 

and in the subways. 1Nhy not more police? Why not an attendant on every 

pair of subvray cars late at night -- someone to prevent crimes and help 

if a person gets sick or a stranger becomes lost? 

All around the city, the personal is being replaced by the 

impersonal, just when we have an excess of personal services available. 

Hospitals talk about automating routine nursing jobs -- while patients 

languish without the human touch. Hot els are gradually dispensing with 

bellhop services. Railroad stations provide luggage carts but few red 

caps. Home owners find it hard to get handyman help. But there appear 

to be people around who would gladly do these jobs. 
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The city is dirty while we have manpower to keep it clean. 

City reside·1ts need new housing, suburban residents need more frequent 

bus and trc..i ·.1 service - while workers who would provide t i1em get unem­

ployed insUl·ance. 

Who can be the broker to bring together our city's service 

needs >-rith these 1ruling suppliers of service? Only the federal govern­

ment. This is one of the projects the President's "poverty program" 

should do. But it will take a different vision of the unskilled-unem­

ployed part of the poverty problem to do it. That part must be a pros­

perity program aimed a t raising t he standards of life for everyone by 

adding the contribution of t he unemployed to the efforts of the rest of 

America. It should not treat the unemployed as a burden requiring assis­

tance. 

This approach should appeal to political conservatives who 

resist paying welfare to those who do not work. It should al so appeal 

to conservatives because it offers a chance to put back into our mechanized 

society a little of t he more personal style of a bygone day. At the same 

time, t he liberal i-Tho 1-vorries about the psychological state of the unem­

ployed must surely approve of finding productive and appreciated services 

t he unskilled can perform at standard rates of pay - - a welcome for them 

back to the nation's economy. 

A century ago, workers sabotaged the automation of their day. 

More recently, trade unions have resisted automation by requiring that 

employees cont i nue to do work that has become unnecessary . I t is far 

more rational to provide the money for jobs which do mean something. 
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Many federal-city channels already are open to raise the 

standards of urban life through the work of those now avidly seeking 

jobs. Only additional appropriations are needed. Other federal-city 

channels could easily be stretched to include new programs of this kind. 

For exa~le, a "demonstrat.ion project" grant mder present mass transit 

legislation might add personnel on subways and buses and increase the 

number of bus, train and subway runs. Public housing already is aided 

by the federal government; middle-income housing could be added. Federal 

aid is available for parks and could be extended to cover recreation super­

vision within the parks. ~velfare payments are contributed by the federal 

government. An increase to the level of reasonable wages would make avail­

able unemployed workers to keep streets cleaner or hospitals more human. 

Because we would be using resources that are now wasted, the 

economic cost would be close to zero. The resources represented by the 

work of the unemployed are not taken from any productive part of the 

economy. The only transfer from resources in demand for other goods and 

services would be the time and talent of the administrators and political 

overseers of the program and, in some projects, materials. But little 

now being produced or performed would be taken away. Putting the unem­

ployed to work almost surely wo uld add to total goods and services. 

These federal payments -- the difference between the unemployment and 

welfare payments the unemployed now receive and a working wage -- would 

come back in extra tax revenue to all levels of government as well as 

giving the economy a general fillip toward higher levels of prosperity. 

We simply put idle resources to work. In production, it is resources 

that count. 
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That is why the federal government is the only possible large­

scale investor in the services of the unskilled unemployed; because only 

the federal government has the fiscal power to enlarge the money supply 

to equal the resources available .for purchase . If the city and state 

government tried to purchase the services o.f the unemployed, they would 

have to extract the money through taxes or cut expenditures on other pro­

grams at a time when city and state taxes are high and programs .for 1..rhich 

these governments are responsible seem squeezed on the whole. 

This kind of federal spending contrasts with additional appro­

priations for, say, the moon shot or cancer research or university teach­

ing, for which taxpayers would pay the full cost out of their present 

income. People who work at these skilled tasks are in very short supply. 

vfuen the federal government adds appropriations .for these programs, talented 

persons transfer .from presumably useful activities to these, usually with 

a raise in salary as they move . This can cause inflation i.f the federal 

government increases its spending over-all to expand such programs. But 

when we use extra federal funds to employ the unskilled, 1...re subtract little 

from production of goods and services now being produced . Neither do we 

spend much money chasing resources already in use. Therefore , there is 

little danger of inflation from extra spending. 

Conceivably, in fact, the cost of employing the unemployed 

would be less than zero. By welcoming back to the economy people who 

are outlawed, the tremendous cost of coping with anti-social behavior 

and ill- health -- physical and mental -- that can come from prolonged 

unemplo yment may be cut. The unemployed are kept alive by welfare pay­

ments, but not at a satisfactory ls vel, nor have they the self-respect 

that comes from playing a constructive role in society. 
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\ve can sense how resources turn sour by looking at parks. 

A wonderful asset to the city, they are unusable at night because we are 

afraid to enter. In large measure, the people we fear are the unemployed, 

driven to attack society by their economic abandonment. We could change 

this negative force to positive by hiring more park police from among the 

unemployed . At least symbolically, the same persons we now fear could be 

our protectors . Whether psychologically the same person could police who, 

if unemployed, would commit a crime is not the point. irJhat is important 

is that many now unemployed almost surely could increase the satisfactions 

of all of us instead of adding to our discomfort . If this is so, the cost 

of their employment would be less than zero . 

Though there are estab l ished channels through which wages could 

be paid for better city services, it will be a little trickier to subsi­

dize unsld.lled labor in the private economy. Ho1v do we make it economi­

cally feasible for the apartment owner to keep elevator operators? How 

can the handyman be introduced to the suburban scene? Federal aid to 

small businesses that use unskilled labor might be possible . The handy­

man business should support itself, but the risk of getting it organized 

might be cushioned by a guaranteed loan. For businessmen who could either 

choose unskilled employees or automatic equipment, the government could 

make up the differ ence in cost as l ong as the pool of unskilled unemployed 

remains . \r1hile it might be difficult to figure the right subsidy, it 

should not take much experience to determine whether it can be done fairly 

to both the businessman and the public . 

There are three dangers of misdirection in this program, but 

all seem avoidable. 
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First, users of the services probably should pay part of the 

cost to insure against 11made11 work, service that is really of little 

interest to them. If1 for example, apartment dwellers would not pay 

any more rent for an elevator operai:D r than for an automatic elevator, 

it probably is not worth the public investment either to keep the ope­

rator. 

Second, employing the unemployed in unskilled jobs might 

divert them from learning higher skills and raising their status above 

the menial. Because many of the unskilled are Negroes, it is particu­

larly important to keep pressing for more training and education. If we 

do not, it is all too easy to see them in the age-old stereotype: perpetual 

servants and laborers. But as long as the opportunity for training and edu­

cation for better jobs is not only available but is pressed upon the unem­

ployed, there is no justification fo r pr eventing those who will not or cannot 

improve their skills from performing the needed services that they can. 

The other danger is that we might concentrate so hard on finding 

jobs that we overlook the alternative we might choose instead -- more 

leisure. Thi nking about it carefully, we might decide to cut working 

hours rather than to inerease goods and s ervices. But we do not seem 

ready - economically or psychologically - for this alternative. Civic 

spokesmen are calling for freedom ~ work, not freedom from work. When 

the Transit Authority installed an automated shuttle, the Tr ansport 1rJorkers 

Union chose to have a man accompany the train rather than to ask for shorter 

hours for all as automation expanded. Similar stands have been taken by 

several unions. He still are afraid .,f the freedom not to work, despite 

our reluctance to get up on Honday morning. 
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Gradually1 it seems probable that we will adjust to a world 

in which work will not be such an important part of our lives. But 

for now1 our whole vocabulary and approach to employment demonstrate 

that we really do prefer work to idleness. 

As long as this is true, there is no excuse for leaving men 

unemployed who want to work1 while New York and other cities in which 

so many of the unemployed live have needs these people can satisfy. 

August 1 1964 
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THE BUSINESS OUTLOOK 

It is now more than five months since the initiation 

of the tax cut and it seems appropriate to review its effects and to 

assess the probable course of the economy. Economic reports in 

recent months afford little corroboration of the fears expressed prior 

to the tax cut, which fell into two general classes. On the one hand, 

some fe lt that the increas e in disposable income coming in an expan­

sionary phase, and coupled with the tax incentives to capital spending 

might l ead to a surge of spending accompanied by accelerated price 

rises, increas ed speculation and a deterioration in the balance of 

payments resulting from excessively high imports and loss of confidence 

in the dollar. In contrast to this viewpoint others expressed a worry 

that the tax cut would be ineffective if consumers and business should 

choose to increase their savings as a result of augmented disposable 

income rather than to increase spending. Under these conditions it 

was felt that we might incur a high level stagnation and a later 

deterioration l eading to a recession. At such a time a high Federal 

deficit resulting from the decrease in tax receipts might not permit a 

stimulation of the economy by an increase in Government spending. 

In actuality the economy has shown an encouraging 

response to the stimulus of the tax cut. Expanded incomes have been 

r eflected in tax receipts so that the deficit has been reduced below 

expectations. But we have not experienced an acceleration of prices 

or speculation. The percentage increase in consumer expenditures on 

durable goods has been lagging slightly behind the increase in disposable 

income . However, one third of these outlays are accounted for by automobiles. 

Hence, a buoyant response from present already high levels would have 

been surprising. Consumer expenditures for nondurables have increased 

nearly as much as thos e for durables and these appear to be still 

gathering strength, while consumer expenditures for services pursue 

their placid upward way continuing to demonstrate virtual independence 

of income changes, as in most of the postwar period. 
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Residential construction at a $2 6 billion annual rate 
remains high although it appears to be in a declining phase, and the 
downward course of housing starts, vacancy rates and, at long last, 
stability in rental rates, augur further reductions in activity. A decline 
in this area with the economy expanding is not a new phenomenon, 
however, as residential construction has been a major contracyclical 
element in the economy in many recent years . 

Nonresidential construction, at around $23 billion, is 
continuing to move up moderately despite some evidence of scattered 
local softness in commercial office building and will probably continue 
to expand as a result of business expenditures on plant and equipment. 
Producers durable equipment, running around $3 6 billion currently, has 
been the star sector and bids fair to continue in that role. Each suc­
cessive survey of capital spending plans reports upward revisions to 
the point where the machinery industries may be pressed to keep up 
with the schedule of demand. 

Only in the realm of inventory accumulation have we 
witnessed little response to the tax stimulus. This, however 1 is a 
very important exception. Fluctuations in this sector over the years 
have initiated more recessions and recoveries than any other except 
possibly fluctuation in Government defense spending in and out of 
wartime. In retrospect it appears that at the end of 19 63 we were 
rapidly reaching a point when business might well have chosen to 
initiate inventory reductions. These normally would have been followed 
by a reduction in the rate of production and in the income stream of 
the economy. In the light of this it seems probable that the passage 
of the tax cut pro":ided a new and necessary stimulus to the economy. 
Since that time sales and orders have been strong and the relationship 
of inventories to the flow of demarrl has receded from the critical level. 
In the absence of a long strike or disrupting political developments 
here or abroad, a resumption of deterioration in this relationship I even 
if it should develop now 1 would not again become critical within six 
months. Meanwhile the prospects of expanding capital expenditure by 
business probably means that future improvements will be witnessed 
in this relationship for some months to come. 

I 
I 
I 
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It is possible that computer controls of inventory, a 
strong supply situation, and better transportation are bringing about 
a major revision in past inventory relationships. Business has had 
phenomenal success in curtailing expansion of its inventories since 
19 56. Meanwhile unfilled orders on manufacturers 1 books have 
declined by about $10 billion dollars. They now amount to only 87% 
of inventories, barely above th e postwar low of 80 % witnessed in 
1962 and far below the 135% recorded in 1956. In other words, the 
protection against inventory risk afforded by a full order book is 
greatly reduced. 

Curtailment of inventory expansion, however I has been 
heavily concentrated at the retail level and in the stocks of purchased 
materials and supplies in the hands of manufacturers. Inventories of 
the latter are now so heavily conc entrated in finished goods that 
expansion of sales seems likely to be accompanied by a proportionate 
need for materials and supplies and work in process. 

If there should be a resumption of prospects of price 
increases or scarcity of materials 1 a rush for materials might provide 
a short-lived stimulus to the economy and to prices which would justify 
a recurrence of the fears outlined in our opening paragraph. 

In the light of this analysis the stress placed by the 
President and his economic advisers on wage and price stability is 
particularly appropriate. The close adherence of the recent settlements 
in the nonferrous and rubber industries to the wage rate guideposts of 
the Council is heartening. In that connection the outcome of the pending wage 
negotiations in the automobile industry appears particularly important 
to the continuation of healthy expansion in the economy. 

Assuming that wage developments do not introduce 
distortions, we would anticipate further gains as consumers 1 response 
to the increase in disposable income accelerates to cover the slight 
lag witnessed so far. A lag of this duration is typical in the response 
of consumer spending to sudden changes in disposable income. 



TO: Democratic Senators 

FROM: Ronald F. Stinnett,=Research Director 
Democratic Senatorial Campaign Committee 

Re: The Economy as of September 16, 1964 

September 29, 1964 

You may want to update your last memo on the economy and any changes on 
Economic Growth in the Speech Cards. '!his series of points brings the whole 
economic picture up-to-date. 

ECONOMIC HIGHLIGHTS 

September 16, 1964 

The current economic expansion: 

••• September is the 43rd month of the current economic expansion 

•.. GROSS NATIONAL PRODUCT rose in second quarter '64 to $618.6 billion 
(annual rate) 

.up 1.6~ or $10 billion from the previous quarter (about lj in 
price-corrected dollars) 

. up 7 .1, or $41 billion from second quarter '63 (about 5j in 
price-corrected dollars) 

.up 23.4% or $117 billion from first quarter '61 recession low 
(about 18% in price-corrected dollars) 

••. INDEX OF INDUSTRIAL PRODUCTION advanced in July to 132. 7j of 1957-59 
average, the 11th consecutive increase . 

• up 3/4~ from the June index of 131.7 

.up 5-2/3% from the July '63 index of 129.6 

.up 28~ from the January '61 recession low of 103.3 

•.• RETAIL SALES (10-day preliminary figures) increased in August to 
$22.1 billion • 

. up $.1 billion or .~from July sales of $22.0 billion 

.up $1.4 billion or 6-3/4~ from August '63 sales of $20.7 billion 

.up $4.3 billion or 24i from April '61 recession low sales of 
$17.8 billion . 

• • . NEW ORDERS RECEIVED BY DURABLE 00000 MANUFACTURERS rose in July to 
$21.3 billion ($18.0 billion excluding defense orders) • 

. up $1. 3 billion or 6~ from June 

.up $3.0 billion or 16.4i from July '63 

.up $7.3 billion or 52.1~ from the January '61 recession low 

•.. PLANT AND EQUIPMENT EXPENDITURES in '64 are expected to increase 13~ 
over '63 according to the August survey. 
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.to $44.2 billion in '64 from $39.2 billion in '63 • 

. up $9.8 billion or 28~ from '61 expenditures of $34.4 billion 

IJ.be job picture: 

••• EMPLOYMENT at nonfarm establishments totaled 58.9 million in July 

• up 14 7, 000 or tfo from June 

.up 1.6 million or 2.8% from July '63 

.up 5.4 million or 10.1% from February '61 

••. CIVILIAN LABOR FORCE expanded to 74.3 million in August 

.up 85,000 or 0.1% froill July 

.up 1.3 million or 1. 8% from August '63 

.up 2.9 million or 4.1% from the April '61 low . 

••. UNEMPLOYMENT RATE edged up in August to 5.1% of the civilian labor force 

.up from the 4.9% rate of July 

• down from the 5. 5% rate of P.ugust '63 

.down from the 7-1% high of May '61 

.slightly above the 4.9% rate of February '6o 

.rate has declined from 5.8% in first half '63, to 5-~ in second 
half '63, and 5.4% in first half '64 • 

• average rate for the past 3 months, 5.1~, is the lowest 3-month 
average in 5 years. 

The income picture: 

.•. PERSONAL INCOXZ advJnccd to $490 .8 billion (annual rate) in July 

.up $1~ billion or 0.3% from June 

.up $26.8 billion or 5-3/4% from July '63 

.up $85.8 billion or 21% from January '61 

••. AVERAGE WEEKLY WAGE (Gross) for production workers in manufacturing 
declined to $102.72 a week in J uly . (not seasonally adjusted) 

. down 76¢ or 3/1~% from June 

.up $3.49 or 3~% from July '63 

.up $14.10 or 15.9% from December '6o 

••• NET FARM INCOME (realized) was unchanged from the first to the second 
quarter at $12.3 billion 

.unchanged from the second quarter '63 total of $12.3 billion 

.down slightly from the $12.5 billion total of first quarter '61 

.per farm income in 1963 was a record $3,504, up 2t% from the 
$31420 figure of 1962 

.•• CORPORATE PROFITS before taxes (including inventory valuation adjustment) 
rose slightly in second quarter '64 to $57.4 billion (annual rate). 
Profits after taxes in second quarter '64 were up to $31.7 billion. 
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.before tax profits up $1.0 billion or 1-3/4% from first quarter '64 
profits of $56.4 billion 

.before tax profits up $7.2 billion or 14-1/3~ from second quarter 
'63 profits of $50.2 billion 

.before tax profits up $18.2 billion or 46~ from first quarter 
'61 profits of $39.2 billion 

.after tax profits up $!billion or 1.6~ from first quarter '64 
profits of $31.2 billion 

.after tax profits up $5.1 billion or 19.2~ from second quarter 
1 63 profits of $26 .6 billion 

.after tax profits up $12.2 billion or 62.6% from first quarter 
1 61 profits of $19! billion 

Other indicators: 

... WHOLESALE PRICE I1~3X rose to 100.4% of 1957~~9 average in July after 
declining in the first half of 1964 

.up 0.4 points and the same percent amount from June '64 index of 100.0 

• down 0. 2 po~_n-: s and the same percent amount from July '63 index 
of 10) .6 

• dm-m 0. 6 po~_nts and the same percent amount from the January-~rch 
1 61 i ~C.:c:'~ .:::; cf 101 . 0 

•.. CONSm.mn rm:c::::: J:!:Ci.TI increased to 108.3% of 1957-59 average in July . 

. up 0.3 points or t% from the June 1 64 index of 1o8.0 

.up 1.2 points or 1.1% from the July 1 63 index of 107.1 

.up 4! points or 4-1/3% from the May '61 index of 103.8 

.•. HOUSI ,·3- S::;:>P.R'l'S (private nonfo.rm) were 1. 50 million units (annual rate) 
in July . 

. down 4!% from June 1 64 and July '63 starts of 1. 57 million units • 

. down 5-2iB;~ from first half 1 64 average starts of 1. 59 million units 

.down 17.1% from October '63 high of 1.81 million starts 

.up 32-3/4% from f~ril 1 61 low of 1.13 million starts • 

..• EXPORTS in July were at an annual rate of $25.3 billion 

.up $1.2 billion or 5~ from June '64 rate of $24.1 billion • 

. up $3.4 billion or 15!~ from July '63 rate of $21.9 billion 

.up $4.8 billion or 23.4% from July '6o peak of $20! billion 

••• MERCHA:i]DIS:C I'Rl'..D:S 3L'RPLUS was running at an annual rate of $6.2 billion 
in July 

.up $0.2 billion or 3.3% from the June '64 rate of $6.0 billion 

.up $1.8 billion or 40.9~ from the July '63 rate of $4.4 billion 

.up $0.9 billion or 17% from the July '60 level or $5.3 billion 

•.. BALANCE OF PA~lTS deficit in the second quarter was $3.2 billion 
annual rate 

.up from $0.3 billion rate of first quarter '64 

.down from $5.2 billion rate of second quarter '63 

.down from $5.0 billion rate in fourth quarter '6o 



From the desk of ... 

WALTER W. HELLER , Chairman. 

Council of Economic Advisers 

September 17, 1964 

THE PRESIDENT 

(For week end reading) 

l. This is an updated review of , 

the impact of the tax cut, 

which we prepared for 

Wiibur Mills. 

2. We are also placing it in a 

few other strategic hands. 

,,, 

0 



A Review of 

CEA 
9-16-64 

The Economic Impact of the Revenue Act of 1964 to Date 

l. Although it is too soon to draw final conclusions on the impact of the 
Revenue Act of 1964 on the economy, a good deal of evidence on its 
impact is already at hand. 

2. So far, it shows the tax cut to be working very much in line with 
expectations. 

a. It is serving as a buoyant force in the economy, not only in 
the general sense of reinforcing and prolonging the 1961- 64 
expansion, but in the more specific sense of: 

lifting both investment and consumer spending and 
expected spending for the rest of 1964 and into 1965 
and, 

as a result, visibly stepping up the pace of production 
and jobs. 

b. Its expansionary effect so far is being achieved without signs 
of worrisome credit expansion, inflation, or speculation -­
in other words, without "overheating. 11 

A. Duration and strength of expansion 

l. This month, September, the 1961 - 64 economic expansion is in 
its 43rd month -- the longest expansion in U.S. peacetime history 
(barring only the 1933- 3 7 expansion, which ended with the un­
employment rate still at 14 percent}. Not only government 
economists but the great majority of busincs s analysts and 
executives agree that no end is in sight in 1964 or early 1965. 
The tax bill is widely credited as the key force in thus renew-
ing the vitality of the expansion and avoiding recession. 

2. Under the impact of tax reduction, the President's Economic 
Report last January foresaw a 1964 gross national product of 
$623 billion (viewed as the mid- point of a $10 - million range} --
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a rise of 5 percent in real terms, over 1963. The Coun cil 
of Economic Advisers reports that: 

The $19 .6 billion (annual rate) first - half-year rise in 
GNP was 11 right on track. 11 

Economic developments so far in the second half of 
1964 are also consistent with the $623 billion forecast . 

B. Recent developments in 1964 

l. Investment spending shows an accelerating rise. Successive 
quarterly gains since the first quarter of 1964 a1nount to $0 . 95 
billion, $1. 05 billion, $1. 60 billion {the last being the expected 
gain from 3rd to 4th quarters of 1964). 

2. Consumer spending : 

Consumer spending rose $8 . 7 billion (seasonally adjusted 
annual rate) in the January - March quarter, the largest 
quarterly increase of the 1961 - 64 expansion. The rise 
exceeded the gain in after - tax income f~:>r the quarter . 

In February, expectations of the tax cut pretty clearly 
had a lot to do with the 2-1/2 percent jump in retail sales 
to a new monthly record, together with an annual rate of 
8. 0 million car sales. 

In the second quarter, consumer outlays rose 11 only" $6. l 
billion (annual rate) while consumer saving rose by $5 . 7 
billion -- similar to the initial pause in consumer spending 
in Great Britain after their big tax cut last year and echo ­
ing previous experience in the U.S. when saving has 
temporarily spurted up following a sudden jump in income. 

Estimates of third quarter total consumer outlays indicate 
another large rise. In July and August: 

1 .• 

retail sales scored two consecutive strong increases 
of close to l percent each, and averaged 6. 5 percent 
above the same months a year ago 
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sales of new cars, for the two n1.onths together, 
amounted to a peak 8. 2 million unit annual rate 
(seasonally adjusted), and 

preliminary estimates of income suggest that the 
saving rate has now started to drop back toward 
normal. 

This time pattern is strong evidence that the rise in con ­
sumer spending has come in response to the income gains 

from the tax cut. 

3, Production is responding to the increased buying. 

a. The Federal Reserve Board index of industrial production 
which had been moving upward steadily but slowly - - has n ow 
spurted 5. l percent since the start of the year . 

b . New orders for durable goods - - the harbingers of further 
production -- stood at a new high in July, almost 19 percent 
above a depressed December figure and almost 17 per c ent 

above a year earlier. 

4. The increased production has required more workers on the job . 

a. There has been a gain of about l. 4 million new nonfarm 
jobs from December to August . 

b. The unemployment rate is down from 5 . 5 percent in 
August 1963 and 5. 6 perc ent in January 1964 to 5. l per ­
cent in August this year . (It actually dipped t o 4. 9 
percent in July.) 

c. Labor force time lost through unemployment and part ­
time work is down even more sharply: from 6 . 3 percent 
in August 1963 and 6 . 2 percent in January 1964 to 5 . 7 
percent this August. ,, 

C . Business and consumer expectations and attitudes 

l. The repeated revisions of business investment expectations f o r 
1964 show a time pattern strongly suggesting that the investment 
rise was directly in response to tax reduction: 
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McGraw-Hill~s January survey showed an expected 9 percent 
rise for 1964 over 1963 and their April survey a 12 percent 
rise. 

The February Commerce-SEC survey showed an expected 
10 percent increase for industry as a whole and 13 percent 
for manufacturing; the May survey 12 perc e nt and over 16 per­
cent; and the recent August survey raised the over - all figures 
further to almost 13 percent (while the expected manufacturing 
gain remained a little over 16o/o). 

2. This repeated upward revision in capital spending plans since the 
Revenue Act of 1964 was signed is further evidence of the imoroved 
tone of business con fidence that is closely associated with both the 
1964 and t h e 1962 tax actions -- actions that have contributed 
substantially to the g rowth in after- tax corporate profits to a record 
$31. 9 billion (annual rate) in the second quarter of 1964. 

3. Once the tax cut became certain, business expected the strong 
gains in sales that have occurred this year. The February 
Commerce-SEC survey showed an expected rise of 6 percent in 
manufacturers 1 sales in 1964, half again as large as the 4- percent 
actual rise from 1962 to 1963. {Sales through July have been 
running 6 percent or more ahead of a year earlier.) 

4. Dun and Bradstreet's quarterly surveys of over 1500 businessmen 
have shown that: 

Optimism about the busine ss outlook has been near record 
highs. 

In the latest report, the highest number in over a decade 
were expecting a gain in employment. 

5. The National Association of Purchasing Agents, in its monthly 
surveys, has found: ,, 

· continued favorable sentiment, described in the latest report 
as "a high degree of confidence, optimism, and general 
satisfaction with the state of the economy, n 

a notable absence of speculative build-up in inventories or 
commitments for capital outlays. 
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6. Surveys of consumer intentions also support the hypothesis that 
the tax cut played a major role. 

a. The quarterly surveys by the University of Michigan Survey 
Research Center have shown that: 

Those who were confident in January and February of 
the passage of the tax bill we.re more optimistic about 
business prospects and, more frequently than others, 
reported plans to buy durable goods" 

Over - all expectations have remained optimistic. 

b. Most consumers, when queried about the effect of the tax cut 
on their own spending, deny its importance. But this is 
quite consistent with what students of consumer psychology 
would expect, and not inconsistent with the tax cut in fact 
boosting their spending. 

D. Overheating 

1. The wholesale price index for all commodities was 100. 3 in 
August, down from 101.0 in February 1961 and January 1964, 
although up just a bit from the low point of 99. 7 in April 1963. 
The upward creep of consumer prices has shown no speeding-up 
in 1964 as compared with earlier years. 

2. Bank loans to business have accelerated moderately since April, 
but there has been no speculative surge of borrowing either from 
banks or in capital markets. 

3. While capacity utilization in manufacturing industries has 
increased, Federal Reserve estimates show it still below the 
rates preferred by businessmen. And few businessmen report 
any slow- down in the rates at which orders are filled. 

E. Conclusion 

1. In the nature of the case, the evidence of a direct causal relation­
ship between the Revenue Act of 1964 and this year's favorable 
economic developments is circumstantial rather than the hard, sure 
proof of the scientist's test tube. 

2. But the pattern and strength of the continued advance to date, as 
well·as the bright prospects ahead, are hard to explain except in 
terms of the fresh confidence, the expanded purchasing power, 
and the new incentives created by the Revenue Act of 1964. 
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THE CHAIRMAN OF THE 

·COUNCIL OF ECONOMIC ADVISER 

WASHINGTON 

September 17, 1964 

MEMORANDUM FOR THE PRESIDENT 

Subject: NICB Study of Economic Growth 

rCfUr:?DD Of2.R: 
. s E p 1 0 196A J I i j 
~L.Su v·fbUJJ 

Articles in this morning'~ Washington Post and New York Times 
reported on a new study by the National Industrial Conference Board, 
a conservative but nonpartisan business research organization. 

A. Highlights of 'the study 

1. By 1957, the steam had gone out of the post-war boom. We had 
drawn· down the backlogs of demand and available technology 
(that grew out of depression and war). 

·z. Since 1960, the tendency toward stagnation .has been reversed·by 
a 11 revolution•• ·in Gove rnme~t policy. 

3.. NICB credits our sustained 1961-64 prosperity squarely to this 
revolution which 11 amounts to the principle that fiscal policy 

. should be geared not simply to the cushioning of short-term 
recession, but to the stimulation of growth. 11 

4. In explaining current prosperity NICB emphasizes the tax 
cut, easy money, and planned deficits when economy operates 
below capacity. 

5. They see a new wave of prosperity for the later '60 1 s based on 
••a confluence of streams of population and technology. 11 

Population factors will accelerate labor force growth 
and the formation of new households. 

,., , .. 
-- The stream of technology will come from the tremendous 

investment in R&D in recent years. Partly financed by 
Federal funds, R&D expenditures have grow.n from $600 
million (0. So/o of GNP) in 1940, to $3 billion (1% of GNP) 
in 1951, .to nearly $20 billion (3% of GNP) in 1964. 

... ·, 

-'------ -- - ---- - -
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B. Comments 

1. Even though they put in the usual warnings about balance of payments, 
private debt and budget deficits, this is a su'rprising endorsement 
of the Kennedy-Johnson policies from an unexpected source -- it~ s 
another example of the 11 growing economic consensus" I've been 
emphasizing. 

2. As to their glowing outlook for the late '60's: 

We too f~el that our expansionary economic policies are, 
in a sense, bridging a ·gap between the lush post-war years 
and the late sixties, when the jump in household formation 
will bring new zip to the private economy. 

We are not as sure as they are that the pay-of£ on technology 
will be all on the ~plus si~e (for example, in jobs) . . 

If we keep things going briskly in 1965 and 1966, there is a 
good chance that in the later sixties the private economy will 
build up a big enough head of steam to keep the economy moving 
--· and balance our Federal budgets. 

. ,. 

, .. . , .. 
( 

·' r ' 

. ,. 
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EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCIL OF ECONOMIC ADVISERS ~/( 
September ~4, 1 9~ "'J-~ 
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MEMORANDUM FOR l'HE PRESIDENT 

Subject: Economic: Round Up 

With the deluge of monthly atatiatica for August behind ua, we 

now have a Uttle breathing apace for an economic round up of 1964 ao 

far. It's a good time to do it ·- only. l more month of atati.Uc:a will 
come in before election day. 

As the picture of 1964 begins to take ahap~, here•a •hat it 

ahowa: 

1. There is new life in the old expansion, with a clear speed•u;e 

over 196Z and 1963: 

2. 

• Since mid-1963, real GNP has e:ceanded at an annual 

rate of almost 5%~ well above the 3•1/2% rate of 1962 

and the first half of 1963. 

1964 is likely to show gains o! $40 billion in . current 
dollar GNP and nearly $30 billion after adjustment for 

price changes, each about $ 10 billion greater than the 

increases we experienced in 1963. 

Our more rapid growth thi8 year has made a real dent in exceaa 

industrial capacity and unemployment, whereas expansion in 

1962 and 1963 just about matched the advance in productive 

capacity: 

, .. 

After remaining stubbornly between 5-1/Z and 6% iD 

1962 and 1963. the unem;eloymgnt rate dropped to 

5. 3% in_ the first half of 1964 and ia running at 5% 

in the third quarter. 
. . 

Operating rates in manufacturing .averaged ~etween 

85 and 8 7% of capacity ill 196Z and 1963; th• rate la 
~ow about 88~· 

' ., 

\ 

) . 

. j . .. _ ... 

---· 



. , .. 

' .. 
/ 

3. The two strongest elements of private demand have been con• 
sumption and business fixed investment: 

• The strongest single element is consumption •• reapondini 
to the ~ax cut. Three strong quarterly gains have put con• 
aumer expenditure today about $23 billion above year•end 
levels. Thia meana an unprecedented rise in living 
standards. And it accounts for more than 80'1~ of the 
rise in GNP, compared with ita contribution of about 
(lOo/c in 196Z and 1963. 

• Business plant and equipment haa also been moving solidly 
ahead. Capital spending plana rose sharply early in the 
year, and are still being revised upward. The totall for 
1964 are now expected to show a 13% gain over 1963, with 
acceleration in the second hall. Growing profit• and 
depreciation allowance• have aupplted moat of the necessary 
funds. Corporate cash flow in the second quarter waa 12% -
higher than a year earlier. 

4. The two weak spots have been inventory investment and residential 
construction: 

• 

• 

. . 
While improved management and computers have trimmed 
inventory needs in recent years, it is surpriaing that the 
faster pace of sales in 1964 has generated the slowest pace 
of stock-building so far in the expansion period. Indeed th~ . 
latest monthly figures (July) show a small decline in total 
business inventories. (This current ''weakness" in 
inventory build•up is a source of strength for the longel' 
pull, aince it lessens the risk of tho inventory run•offa 
that have ao often fueled recessions. ) 

But the August survey of manu!acturera' expectation• 
points to a more rapid rise in stock& for the second half 
of the year ($2. Z billion annual rate compared to $0. 6 
billion for the first half). · This is etill modeat, but it 
would bring invento:fy building more into line with OUI' 

expe c:tatiQna. 

-. 

) 
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After an unusually long 3 •year uptrend, residential 
construction has shown a gradual tapering off through 
most of 1964. Housing starts (private nonfarm aeason.ally 
adjusted) in August were almost 25o/c below their very 
high peak of last October and have generally been running 
below corresponding 1963 levels since Marth (though they 
are still high by historical standards). · 

5. The tax cut, supported by continued credit ease, ~· given a, 
major boost to economic activity this year: 

6 • 

• 

• 

By cutting inc~me taxes, we are already addini i2 
billion.,~ year 4i.!.!t~~o tak~home pay and $1•3/4 
i;uuon to corporate after-tax profits. Yet, through 
economic growth, total Federal receipts' for this fiscal 
year are expected to ~xceed.last year' • level •• in fact, 
~ash receipts for this July topped those of a year ear~er. 

Credit hae continued· to expand a bit more rapidly than 
GNP, and interest rates have_ r~mained relatively stable 
in 1964. · · 

Nevertheless, too much slack still remains in labor markets. To0 
much plant and equipment are still idle. At 4o/~ unemployment the 
economy could p1·oduce $20 to $a5 billion a year more than currenUy • . , 
Events have refuted the forecasts o! overheating. Preliminary 
estimates suggest that GNP expansion may have alowed down a 
Uttle in the third quarter • 

1, Stability of price~e to date also points to further room for expaneionf 

• 

• 

The last reading on the consumer price index (.July) waa 
1. 1 o/~ above a year earlier •• in line with the trend aince 
1958. 

The wholes-ale price index · i~ August waa 0. 1% below a 
year earlier and still below its level at the atart of thl• 
expansion and at the time of th• tax cut. 

The auto settlement and a flurry of price increaee 
announcements give cause for some conceJ.<n, but no-t 
alarm. •bout continued price etabUity. 

_,_...._ ..... ____ 

-, 
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8. In summary, the economic expansion is strong and sound. Con• 
E!Umption and fixed investment should continue to advance, and 
inventory investment is likely to rebound. Prospects are excollen' 
!or a contipued advance into 1965. 

Walter w. Helle~ 

'· 

• 
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; . 
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September 30. 1964 

TO: THE PRESIDENT 

1. Here 's an appraisal of the economic 
impact of the GM strike. 

2.. We checked this material with 
Bill Wirtz . 

3. He is optimistic that the strike 
will not become bitter and drawn­
out. and that the ' 17 • 000 local 
grievances can be settled more 
quickly with this strike than with 
a lot of separate local strikes . 
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EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCIL OF ECONOMIC ADVISERS 
WASHINGTON 

September 30, 1964 

MEMORANDUM FOR THE PRESIDENT 

Subject: Impact of the General Motors strike 

1. For the time being, the impact of the GM strike will be limited: 

• 

• 

.. 

• 

'· 
Only about 3/4 of the union's 345,000 members in GM and 
70 o/o of the company's plants are involved. 

GM parts plants remain in production to supply Chrysler, 
Ford, truck building, and the farm equipment industry. 

Most suppliers to GM will continue to produce· parts for, 
inventory for the next .week or two. 

Dealers ' stocks will enable them to continue sales of 1965 
cars for about 10-12 days , though even a few days' strike 
takes the edge off the new-model campaign. 

2. The immediate losses in income and production (some ·of which would 
have been incurred through local strikes if the:re hadn't been a 
national strike) appear to be: ' · · 

about $50 to $ 75 million per week in compensation to GM 
employees; 

loss of profits to the company and of taxes to governments; 

against which there would be some offset from catch-up 
production and sales later on. 

I • 

3. When dealers run out of stock and suppliers stop producing for GM 
towaxd the end of tv;ro weeks , additional losses would mount :rapidly: 

payments to suppliers of about $135 million per week would · 
stop, affecting textiles,. rubber, plastics, steel, n'lachinery, 
glass, and other industries. 
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GM dealer sales would drop off rapidly. However some o! 
these losses might be offset by increased sales o! other 
companies and deferred sales by GM dealers. 

. . 
4. The impact of a prolonged strike on 3rd Quarters GNP wUl be slight 

because o£ the few days remaining in this quarter. 

.... But such a. strike could reduce GNP by as much as $200 to $300 
million for each week that the strike lasts. 

5. While a strike in a company as large as General Motors ts s .erious, 
it would not create a national emergency situation. 

Over half o£ the auto industry's operating capacity would 
still be in production. 

·- Defense and parts operations within GM are still operating. 

Unlike a steel or railroad strike~ an auto strike will not 
create bottlenecks that would shut down othe.r entire industries. 

• ; 

' Walter W. Heller 

\ 
\ 



F.tom the· desk of ... 

To: Senator 

Attached is some draft material 
on economic rights and freedom 
which we supplied to Richard Harris 
in connection with the President's 
scheduled speech at Louisville. 
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CEA 
October 3, ·). 964 

DRAFT MATERIAL ON ECONOMIC RIGHTS AND FREEDOM 

Our economy must encourage each individual to make hi• full pro• 

ductive contribution and allow all to ahare in the reaultlng wealth. The . 
economics of the Great Society demand that: 

1. Any American who wants to work must have the OpPortunity to 

find a job. 

To insure this right. we .must follow the mandate of the Employment 

Act of 1946, which pledges the Federal Q()vernment "to use all practicable 

means ••• with the assistance and cooperation of induetzy, agriculture, 
' 

labor, and State ancllocal governments ••• to promote maximum employ• 

ment, production, and purchasing power." 

Aa a Representative from Texas 1 was happy to commit our govern• 

ment to this noble purpoae 18 years ago' as your President now I am 

working diligently for the fulfillment of that commitment, through tax and 

credit policies that nourish steady and sustained proaperity • while main• 

\ taining a stable and sound dollar. 

.. . 

~. I Every American must have the oeportunity to rise as high as his 

capabilities and efforts will carry him in our economic and civic 

life without regard to race, sex, creed, or social position • 

This requires full compliance with the letter and the spirit of boUl 

,-Federal and State civil righta legislation; it requirea action to break the 

vicious circle of poverty and open doors to prosperity for the aona and 

daughter& o£ the dieadvantaged. 

·. 
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3. Every youth must have access to the best education and training 
for which he is qualified. 

Thha calls for expansion and higher quality in American education, 

and for improved private and public financing of our schools and colleges. 

4. Every American must receive appropriate reward.s !or his labor, 
investment, and enterprise. 

To enhance these opportunities, we encourage mutually strong and 

. .... 

responsible collective bargaining. We need programe to stabilize agriculture 

and stimulate business investment, and an equitable tax system that support• 

initiative and effort. 

5. All must have the right to spend and save their money as they see 
fit, with wide opportunities to buy sound products sold in com­
petitive markets, and to invest in honest securities and safe banks. 

This requires government action to insure effective competition; and 

to maintain high standards and aafety in many iteme ranging from food and 

drugs to common stocks. The basic decisions within the framework of 

public 1·ules must be loft to private enterprise and individual consumers. 

6. Every American must be able to plan for comfort and dignity in 
his elderly years. 

Having shared what they produced during their working lives, our 

elder citizens should share society's production in their year a of retirement. 

This requires a comprehensive and broad system of social security which 

provides. benefits that meet the needs of the :retired •• includin& thei:r need 

for medical services. 
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7. All must be able to live in a decent, healthful, and attractive 
environment, with good housing, pure air and water, and access 
to recreation and natural beauty. 

To thb end, we must work for better housing; the rehabilitation o£ 

slums and the renewal of our cities; the development o~ parka and play• .­

grounds; and we must fight to stem pollution. 

8. Every American must have the right to the compassion and aid 
of society when he falls prey to w1avoidable misfortune. 

This requires a responsible program o£ public assistance and an 

adequate and comprehen&ive aystem o£ unemployment insurance. It is 

also furthered by improved job information, placement, and retraining 

that can ease the burdens that a dynamic economy may impose on a few _ 

unfortunate individuals. 

These are the rights and freedom& that we should strive for in 

our economic life. We have made great advancea in the United States 

toward economic freedom; indeed, our record of economic: progress ill a 

history of release from bondage. 

, We have made the awesome forces of nature our servants rather 

than our masters. By providing his family with adequate food, clothing, 

and shelter, man can break the shackles of' cold, famine and storm. 

By providing adequate medica.l attention he can become free from the 

ravages of disease. "The greater freedom to live wday ia best seen in 
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the way we have lengthened life. Average life expectancies h&vo risen 

!rom 60 years in 193.5 to 70 years today. And we have more time tO enjoy 

life as well as more time to livo. Increased leisure has opened broad 

new opportunitioa to our citizena •• opportunities to cul~va.te rewarding ..-

hobbies, to participate both as spectators and amateur contributors in 

art and music, to experience first•hand through travel th• sights and souncla 

of the world and to participate with their chlld:ren at play and at lea.rning. 

Our scientific and technical genius gi vee us the know-how for pro• 

gress. But know-how alone would not generate wid.ely•shared gaina 

without the ma.aa production, mass distribution, and maaa high•incomea 

that come from a competitive market aystem. In combination, brilliant 

engineering and sound economics make~ !or progress and freeclom. 

At the same tilDe~ this very progress makes aoclety more complicated 

4\.lld more interdependent. To take full advantage of the opportunities for 

progre·aa, we sometime& need new rules. The a.ummobUe has given ua 

freedom to reach our destinations, but we are no longer £ree to croQa the 

street in the midclleia of a block. The freedom to buy s~fe food and drugs 

is insured only when we £orego the right to mialabel and adulterate. 

Social aecurlty if.ves American• freedom to •njoy their later year• ln 

com!ort. dignity •. and secu:rity; in return, they wUlinJ:ly accept the mand&· 

~ory aspecta of the proiram.. . 

Americana want honest securities that finance our economic growth 

and. they support the rule• eetablieh.ed under the S.curitiea ancl Exchange 
~ 
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Commiesion. Americans cherish the freedom to ·earn a decent wage 
... 

under decent working conditione, and they ha.ppUy forego the false right 

to run or work in a sw~at ahop. Tho American people have shown again 

and again that _they know the true meaning of •conolnic .freedom. 

~· 

~· _,· ... . - .. 
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From the desk of ... 

11/ALTER 1'/ . HELLER, Chairman 
Council of Economic Advisers 

October 15 , 1964 

To: Bill Moyers 

l. Here are some TV spot ideas 

which we wrote on the ''you 

never had it so good" theme . 

2 . In 4 of them, we have given 

vent to our imaginations and 

included video as well as 

audio , but the other 2 are 

more of the 
type . 
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From the desk of ••• 

WALTER W. HELLER, Chairman 
Council of Economic Advisers 

October 8, 1964 

To: Senator Humphrey 

1. Attached is a memo in which we 
size up, in a preliminary way, 
our outlook for maintaining price 
stability. 

2. In a word, it's not bad, but not 
very good either. ----. 



MEMORANDUM FOR THE PRESIDENT 

Subject: "The Outlook for Price Stability in 1964" -- A Second Look 

With the auto settlement behind us, and a new wave of inflation talk, 
· we are taking a new look at the evidence on prices and wages. As we did 
last spring with our study, "The Outlook for Price Stability in 1964," we 
are circulating our findings to other agencies to develop a new consensus. 

Here is a preliminary and summary report of our findings: 

1. The high auto settlement les s ens the chances for maintaining our 
near-perfect price record, but w e do not expect a repeat of the 
3%-a-year crawling inflation of 1956 and 1957, much less the 
trotting inflations of L~e Korean v•.rar or 1945-48. 

2. Luckily,. the wage negotiations calendar is not as crowded as it was 
in 1955,. when autos led a big-settlemen~ parade that included 
nearly every major industry. 

3. But the auto settlement will set the pattern for some of its tradi· 
tional followers -- farm equipment and some other machinery 
industries-- and will influence, a bit less strongly, such other 
followers as auto parts and rubber. 

4. The big question is the influence of the auto settlement on steel. 
Steel wages can be reopened January 1,. and they may be under 
active consideration by steel's Human Relations Committee before 
then. Steel wage demands will be hi&h after the lean settlement of 
1961~ To be sure, Dave McDonald's bargaining power won't match 
Walter Reuther's: 

• 

• 

• 

Unemployment has been higher in most steel centers than in 
auto areas. 

Steel profits while greatly improved-- are lower than auto 
profits,. so company resistance will be stronger. 

Workers may be reluctant to strike after their bitter experience 
of 1959. 



- 2 -

Nevertheless, left to itself, the steel settlement may come out 

.not too far below autos, and the steel companies are less able to 

absorb rising labor charges. 

5. So far the over-all price stability record is intact: 

• 

• 

• 

• 

• 

The wholesale price index in August was 1/lOth of a point below' 

the figure a year ago and the same as five years ago. 

Though nonferrous metals have gone up sharply in the past year 

and show no signs of stopping (copper is up 10%, zinc, 8%, 

lead, 16%, tin, 68%), these increases have so far been offset by 

declines of nondurable materials such as fuel and lumber. 

Consumer prices this August showed a year-to-year rise of only 

I. 0% -- at the low end of the range achieved in 11noninflationary 

periods. 11 

The average of wage settlements this year has remained near 

guidepost levels. 

Productivity continued its rapid adv ance in the first half of this 

year-- in contrast to 156- 1 57 when profits were squeezed by 

big wage increases combined with small productiv ity gains. 

6. Industrial capacity still has some room to spare for increased 

production. Operating rates are right on target with our earlier 

estimates, with most industries still operating below their preferred 

rates: 

• 

• 

• 

Some older plants are coming back into production, but there 

are no reports of major bottlenecks. 

Even in machine tools, where orders are up sharply, industry 

leaders assure us that the buildup is 11normal and manageable. 11 

Stepped-up investment is adding new capacity • 

7. Labor is still in good supply: 

• Despite considerable talk, there seem to be few real labor 

bottlenecks or shortages. 
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It is true that employers are now hiring more of the unskilled 
and inexpe.rienced (but better educated) young workers. But 
that is part-- in fact, a key part-- of getting unemployment 
down to 5% or below in 1964, in line with our winter and spring 
forecasts. 

The flow of new workers into the labor force is at record levels 
-- the net growth of the labor force in 1965 will be 1. 3 million. 

8. Summing up: as we look ahead to the rest of 1964 and into 1965: 

• 

• 

• 

• 

• 

There is little prospect of demand inflation, of too many 
dollars chasing too few goods. 

But in the wake of the auto settlement, there is a hazard of 
some cost-push pressure on prices as heavy industry grants 
large wage increases, and industries with market- power get 
the scent of soaring sales in their nostrils. 

Our brisk productivity gains -- which keep costs down -- are a 
buffer against a wage- price spiral. But if these gains slow 
down -- either because technology lags or because the economy's 
expansion slows down -- unit labor costs would rise, and we 
would be in trouble. 

Apart from cost-price calculations, the possibility of an 
''inflationary psychology" which provides a cloak of respect­
ability for price boosts must also be taken into account. Here 1s 
where firm and responsible statements of public officials can be 
most helpful, as they were last spring. 

On balance, U. So price and cost stability faces its toughest 
test of the 44-months- old expansion. But rising productivity, 
growing plant and manpower capacity, sharp competition --
and an Administration that keeps business and labor keenly 
aware of their responsibilities -- add up to a prospect for main­
taining a good, though not perfect, record on the price and cost 
front. 

• 

Walter W. Heller 
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THE C HAIRMAN OF THE 

COUNCIL OF ECONOM I C ADVISERS 

WASHINGTON 

October 2, 1964 

MEMORANDUM FOR MR. HORACE BUSBY 

Subject: More on 30 Years of Prosperity. 

In accordance with your request, here is a more comprehensive 
memorandum on 30 years of economic progress which supersedes 
Walter 1 s memo to you of October 1. In addition to some new items, 
this material gives actual money values for 1935 and today, where 
appropriate, as well as the extent of the real increase after allowing 
for price changes. 

1. Gross national Product rose from $72.5 billion in 1935 to $618.6 
billion in the second quarter of 1964. 

After accounting for changes in prices, Gross National 
Product is nearly 3-1/2 times its 1935 level. 

2. Disposable income per capita rose from $458 in 1935 to $2 , 249 
in the second quarter of 1964. 

After accounting for changes in prices, disposable in­
come per capita is more than twice its 1935 level. 

3. Personal saving per capita rose from $16 per year in 1935 to 
$183 per year in the second quarter of 1964. 

After accounting for changes in prices, personal . 
saving per capita is over 4 -1/2 times its 1935 level. 

4. Income of a family of 4 rose from $1, 832 in 1935 to $8, 996 in 
the second quarter of 1964. 

After accounting for changes in prices, income of a 
family of 4 is more than twice its 1935 level. 

5. The income of families headed by older workers has risen sub­
stantially. 
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From 1939 to 1963 the median wage and salary income 

of families with a male head over 55 rose from $1, 242 

to $5, 366. 

After accounting for changes in prices, this income has 

nearly doubled. 

6. The median i31come for families where the head of the .family is 

65 or over rose from $1, 828 in 1947 to $3, 352 in 1963. 

After accounting for changes in prices, income is 

l-l/3 times its 1947 level. (There are no earlier fig­

ures.) 

7. Net income per farm rose from $778 in 1935 to $3,630 in 1963. 

After accounting for changes in prices, net income per 

farm is almost twice its 1935 level. 

8. Hourly earnings in manufacturing rose from $0.54 in 1935 to 

$2.-52 by August 1964. 

After accounting for changes in prices, hourly earnings 

are more than twice their 1935 level. 

9. Weekly earnings in manufacturing rose from $19.91 in 1935 to 

$103. 07 in August 1964. 

After accounting for changes in prices, weekly earnings 

are 2-l/ 4 times their 1935 level. 

10. Employment rose from 42 million in 1935 to over 70 million in 

August 1964. 

ll. 

. -

Employment is l-2/3 times its 1935 level. 

The unemployment rate fell from 20.1% in 1935 to about 5o/o in 

the summer of 1964. 

The unemployment rate was 24. 9 in the year that the 

economy was turned over to a Democratic administratio~. 1933 . 



... . . ..: 

. " . ' . 

I 

• 

- 3 -

When the Republicans again came into office in 1953 the 
unemployment rate had been reduced to z. 9% . 

When the Republicans left office in 1961 the unemployment 
rate was back up to 6. 7% and rising . 

Under Democrats the unemployment rate is back down t o 
about 5% in the summer of 1964. 

12 . , · The index of industl"ial production rose from 30. 7 in 1935 to 133.5 
in August 1964 . 

The index of industrial pl·oduction is 4 - l/ 3 times its 
1935 level. 

13 . Business fixed invest..-rnent rose f rom $4.4 billion in 1935 to $57.3 
billion in the second quarter of 1964 . 

After accounting for changes in prices, business fixed 
investment is nearly 4 - 1/Z times its 1935 level. 

14 . Corporate profits before taxes rose from $3.1 billion in 1935 to 
$57 . 9 billion in t h e second quarter of 1964. This increase is n ot 

price c orrected and was earned on a much larger capital stoc k . 

For corporations, the return per dollar of investment 
before taxes rose from about Zo/o in 1935 to over lOo/o 
in 1963 . 

15 . Corporate profits after taxes rose from $2.2 billion in 1935 to 
$31.9 billion in the second quarter of 1964. This increaoo is not 
price corrected and was ea1·ned on a much larger capita l stoc k . 

For corporations, the return per dollar of investment 
after taxes rose from about ,1-l/Z% in 1935 to over 5% 
in 1963 . · 

16 . Life ex'pectancy has increased over 10 years !rom 1930 to 1962 , 
. from 59 . 7 to 70 . 0 years . 

t 17 . The median number of school years completed has risen from 8 . 6 
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to 11. 7 from 1940 to 1964. 

School expenditures on public elementary and secondary 
schools have increased from $1.7 b ' llion in 1934 to $18 . Z 
billion in 1962. 

The number ·a£ school teachers has not quite doubled 
from 850 , 000 in 1934 to slightly more than 1. 5 million 
in 1964. 

18. The number of hospital beds rose from slightly .over a million in 
1935 to almost 1. 7 r.nillion in 1962, an increase of 56o/o . 

The average length of stay in a hospital fell from 15 
days in 1946 to slightly over 9 days in 1963 . 

19. Auto registrations increased from 26 million in 1935 to almost 
82 million in 1963 . 

20. Owner occupied housing rose £r01n 48% of the total number of 
occupied housing units to 62% in 1960. 

- ···· ·-------~·' -; " ~-~ ·For nonwhites the percentage rose from 25% to 38%. 

Otto Eckstein 
Acting Chairman 

, .. · 



THE CHAIRMAN OF THE 
COUNC IL OF ECON O MIC ADVI SERS 

WASHINGTON 

October 1, 1964 

MEMORANDUM FOR THE PRESIDENT 

Subject: Your "Best Seller" first Economic Report 

l. Sales of your January Economic Report are way ahead of last 
year's record-breaking sales. 

As of yesterday, GPO had sold 42,265 copies of your 
Report. 

This compares with 1963 Report sales of 35, 364 ~ 
the entire year. 

2. The last Eisenhower Economic Report sold 19,086 copies; thus 
we have more than doubled sales and have increased gross 
receipts -- to the government, not to CEA! -- from $19,086 
to $52,831. 

3. And, more important, we have received numerous favorable 
comments on both content and style of your Report. 

Walter W. Heller 



THE CHA I RMAN OF THE 

COUNCIL OF ECONOM I C ADVISERS 

WASHINGTON 

October 

MEMORANDUM FOR MR. HORACE BUSBY 

Subject: Draft Material on 30 Years of Economic Progress 

1. Real gross national product is 3-l /2 times its 1935 level. os e 

from $179. 9 billion in 1935 to $608.5 billion in the second quarter 

of 1964 (196 3 prices). 

2. Real disposable income per capita is more than twice its 1935 level. 

It rose from $1,070 in 1935 to $2,220 in the second quarter of 1964 (1963 

prices). 

3. Real hourly earnings in manufacturing are more than twice their 1935 

level. They rose from $1. 21 in 1935 to $2. 49 by August 1964 (1963 

prices). 

4. The index of industrial production is 4-l I 3 times its 1935 level. It 

rose from 30. 7 in 1935 to 133. 5 in August 1964. 

5. Corporate profits before taxes are nearly 19 times their 1935 level. 

They rose from $3.1 billion in 1935 to $57.9 billion in the second quarter 

of 1964 (not price corrected}. 

6. Corporate profits after taxes are almost 15 times their 1935 level. 

rose from $2. 2 billion in 1935 to $57. 9 billion in the second quarter 

1964 {not price corrected). 

They 
of 

7. Personal saving per capita is. over 4-l/2 times its. 1935 level. It rose 

from $39 per year in 1935 to $181 per year in the second quarter of 

1964 {1963 prices). 

8. Employment is l-2/3 times its 1935 level. It grew from 42 million in 

1935 to over 70 million in August 1964. 

9. The unemployment rate was 23. 6% when the economy was turned over 

to a Democratic administration in 1932. 

When the Republicans again came into office in 1953 the 

unemployment rate had been reduced to 2. 9o/o. 
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When the Republicans left office in 1 961 the unemployment 

rate was back up to 6. 7o/o and rising. 

Under Democrats the unemployment rate is back down to 
about 5o/o in the summer of 1964. 

10. Business fixed investment is nearly 4·1 /2 times its 1935 level. It 
grew from $12 . 8 billion in 1935 to $56. 7 billion in the second quarter 
of 1964 {1963 prices). 

11. Real net farm income per farm is almost twice its 1935 level. It rose , 
from $1,898 in 1935 to $3,643 in 1963 (1963 prices). 

12. Life expectancy has increased over 10 years from 1930 to 1962, from 
59.7 to 70.0 years . 

13. The median number of school years completed has risen from 8. 6 
to 10. 6 years from 1940 to 1960. 

School expenditures on public elementary and secondary 
schools have increased from $1.7 billion in 1934 to $18.2 
billion in 1962. 

The number of school teachers has not quite doubled from 
850, 000 in 1934 to slightly more than 1. 5 million in 1964. 

14. The number of hospital beds has increased 56% from slightly over a 
million in 1935 to almost 1. 7 million in 1962. 

The average length of stay in a hospital has fallen from 
15 days in 1946 to slightly over 9 days 1n 1963. 

15 . Auto registration has increased from 26 million in 1935 to almost 
82 million in 1963 • 

. 16. Owner occupied housing has risen from 48o/o of the total number of 
occupied housing units to 62% in 1960. ' 

For nonwhites the percentage has risen from 25% to 38o/o. 
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17. The income of families headed by older workers has risen substantially. 

From 1939 to 1963 the median wage and salary income of 
families with a male head over 55 has nearly doubled, from 

$2, 736 to $5,366 (in 1963 prices). 

18. The median income for families where the head of the family is 65 or 

over rose more than l/3, from $2,508 in 1947 to $3,352 in 1963 

(1963 prices). (There are no earlier figures.) 

~-
Walter W. Heller 



TH E C HAIRMAN OF TH E 

COU N C IL OF ECONO MI C ADV I SERS 

WAS HING TO N 

October l, 1964 

MEMORANDUM FOR THE PRESIDENT 

Subject: Further soundings on the price outlook 

l. Our own soundings and a number of items appearing in the press or in 
Washington news letters are again raising this specter of steel increases. 

2. The following is a UPI dispatch that refers to what Joe Block of Inland 
Steel said yesterday: 

Block said that while steel profits are up sharply this year 
and new production record will be set, the improvement will 
not be enough to bring the industry• s return on investment up 
to the average for all industry. 

In May of this year, the Inland executive indicated a preference 
for letting profits go up on the strength of higher sales and 
reduced costs, rather than an outright price hike. 

Today Block amended this sentiment somewhat by saying that 
price increases when supported by the demands of the market 
••are no less a legitimate method of improving profits than 
are increased volume and lower costs. 11 (My underscoring) 

3. Today• s National Research Bureau 11 Report for the Business Executive 11 

says: 

The big labor cost increase coming in autos is not the sole 
reason for Washington• s rising interest in the level of indus­
trial prices. 

Strong and rising demand for goods of all types presents pro­
ducers with a favorable setting for raising prices. And a number 
of businessmen have told us that if 'they can•t get long-needed 
price adjustments now, at a time when business is booming, 
they 1ll never be able to get them. 

Price increases already are beginning to show up in several 
.lines, mainly in the important nonferrous metals industries. 
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Steel prices, though, are viewed in Washington as the real 
test of inflation •••• even more so than prices for new cars. 

Even if auto prices were to move up, they still wouldn 1t 
have the impact throughout industry that a general steel 
price rise would bring. Steel is so widely used that a 
substantial price hike would cause higher tags for many 

. items •••• machinery, appliances, and perhaps autos, too. 

4. As a bonus for November 3, NRB 1 s report says 

The latest forecasts of economists in government and industry 
see U.S. voters enjoying the best times in history in November. 
They will be able to make these points: 

The vast majority of workers will have jobs at peak income. 
The level of jobless may be under 5% -the lowest since 1957. 
The total employed will be 2. 25 million more than last fall. 
The average weekly wage will have risen $4 in manufacturing. 
Take-home pay will be up more, as a result of the tax cut. 
Business will be enjoying record sales and high profits. 

-
Walter W •. Heller 



Profetaor Mancur Olaon, Jr. 
DepartMnt of lconomica 
lrincetora U1livertity 
Princeton, lew Jeraey 

Dear Profeaaor Olaeo: 

October 6, 1964 

Plea•• excuae the belated nature of thia reply to your 
letter of Sept .. ber 18. 

We would, of ceurH, be indeed pleaaed to have whatever 
contribution• you aiaht wiab to mAke te the Senator's 
apeechwritina and research eperation in the campatan. 

1 believe a draft ef a apeech on how Goldwater'• ecoaoaic 
policy weuld ceatribute to a major depreaaion would be 
.oat helpful. My auaaeation 11 that you aet to work on 
tbil apeacb, if that 11 aareaeble, and forward it te .. 
ln lo 8-301, u. s. Capitol, Waabiuaton 2S, D. c. 

AAy quaationa or information you aiaht need, do not heat• 
tate to call .. collect, Area Code 202, 22S•224S. 

May thank• for your kind offer of ataiatance and help. 

Beat wiahea. 

t . ' 

Sincerely, 

John G. Stewart 
aeaearcb Director 



PRINCETON UNIVERSITY 
PRINCETON, NEW JERSEY 

Department of Economics 

Mr. William Connell 
Administrative Assistant to Senator Hubert Humphrey 
U. S. Senate Office Building 
Washington, D. C. 

Dear Mr. Connell: 

Perhaps I should have written you directly about 
the matter I raised in my letter to Senator Humphrey, 
but I don't know who handles such things for the 
Senator, so wrote the letter to him on the assumption 
it would reach the appropriate member of his staff. 
But I enclose a copy of the letter for you, 

I regret that I haven't had the opportunity to 
talk with you since the 1960 Presidential primary 
(except for a brief moment at the Norwegian-American 
independence day celebration in Brooklyn on May 17th). 
But I presume, in view of the good news about Senator 
Humphrey's nomination, that you are very pleased. 

Best wishes. 

MO: ss 
Enc. 

Yours sincerely 

1llu~~ 
Assistant Professor 
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SeM or Hubert 
WUhtnat 1 • 

Dear Ses.sat " Dultpbreyt 

Dut"t~t~ dM :: ai ttllttal pl:" ry £.a Wtif<!~matrt 1n 1960 1 .a 4 to. p:te.pare ....., ·~ •terl.Aila for ycu. U, aa th• araciou lette:rs you ,a a your aaatst•~• 4e1St me tndleat , these te 1eb vera f so• UMs •t t• (tOac:tef.vahle thllt I ad. t bla to l'lll.ke co ihl.lti Jl t your pt:eSIPlt ca.,.tp. If ao, pluae f 1 f to c•ll on ae for any &rthu help. 

~Kth of wry ti &A you miabt i8 ava!labl to you ithou.t c at, s pa1:~ of fill eaa tp coatr~ioa1 but i.l aay axtenaive tuvel ia re• ll!' , I a afraiil I would ••d to b• reiaburaed for trnel penaea. 

Aa aa economist, I eould perhap help mHt '1 · itt speeeh&a or r•port• o ie tuuea. IB ttculaJ:, I bava tome sp&el4U.%ed b•rlledp of tb.• fan probler41 atld have doGe eomot dctta1lod tbiliktq abO\lt haw CoW.ter' $ ~ policies, if seuerallJ &dopt•d (edm!t-t ly aot ver, likely 1 evea if be were elected) would telld to cauae a jor depreaaioo.. Probah1y what I would botve to say oa these two jecta would have tile moat pOlitical value1 but 1 ~1d prepare. peec s or repvta em • Otlllber of other aubjecta as wll. 

:ss 
cca lfr. lli1U.am C01'lll811 

Mr • ..JQ1.u\ Rielly 

acur 01eo , Jr .. 
Aaatataat Prof saor 
(Oft l~et fall Cent, 1964) 



From the desk of ..• 

WALTER W. HELLER, Chairman 
Council of Economic Advisers 

October 14, 1964 

To: Senator Humphrey 

1. We have revised and tightened the 
attached materials. 

2. We now have general clearance from 
the President for broader distribu­
tion -- especially to other campaign 
speechmakers. 

3. The President gave explicit clearance 
on the State -local finances statement 
-- this might well be made a major 
point in one of his early speeches. 



EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCIL OF ECONOMIC ADVISERS 

Office of the Chairman 

Q&As on Economic Issues 

1. Attached are 17 Q&As on Economic Issues, as follows: 

1. Sustained prosperity 

2. "Artificial prosperity'' 
3. Full employment 
4 . Fiscal policy 
5. State-local finances 

6. Taxes 
7. M onetary policy 

8 . Balance of payments 

9. Guideposts: wages and prices 

10. Busin ess-government relations 

11. Federal spending 

12. Foreign aid 
13. Trade expansion 
14. Regulatory agencies 

15. Tax refo rrn 
16. Tax credits for education 

17. Depreciation guideline_s 

2. These materials were worked out by CEA in close collaboration 

with the Treasury, Labor, and Commerce Departments, Budget 

Bureau, STR, and AID. 

3. They have been cleared by the President in general terms for use 

in preparation of speeches and campaign material. He has 

specifically cleared the statement on State-local finances as it 

stands. 

4. If you have any questions about the attached material, please 

call my office. My assistant, Joseph Walka, will serve as 

CEA's "clearing house" for this purpose. 

Walter W . Heller 

Note: This set of Q&As supplants an earlier draft which some of you 

received. 



... .Economic Issues 

L Sustaine J Pros pen.ty 

Question . 

Do you believe that it will be pos stbll' to go another four years without 

a recession? What measures might you takt> to deal with a threat of 

recession? 

Answer : 

1 Our unprecedented 44-month pcacetnne prosperity has already broken 

the h istoncal rhythm of reces:nons after every 2 or 3 years of ex ­

pansion; to go another 4 years without recession would completely 

change the character of Amer can ec-onomic history No one can 

promise that such an achieverra:nt i:; ''in the bag." 

2 . But we are convmced that ret..·es slons arc not inevitable , and sustained 

prosperity is our realisti objectlve . Many of the free ec-onom1es 

of Western Europe have gone more than a decade without a buennes s 

dechne 

3 Our prospects for continuwg prosper ty start from the sohd base of 

a healthy and balanced expanswn that shows no signs of faltering ~ 

Nearly 5 milli on new nonfarm jobs have been created since 

early 196L 

Our total produchon 1s now expanding at a govd So/o annual 

rate 

Profits after taxes are up more than 60% sine e earlv 1961. 

Wages and salanes after taxes arE> up nearly $60 billion , 

Prices and costs have! bcf n more stable than in any other 

industrial country in tht> world, 

4 , The best way to avoid slipplng backward is to mai ntain strong and 

steady forward momentum, A continued partnership of government 

and private enterprise can supply that momentum: 

by continued restraint in c osts and prkes , combined with 

steady progress in modernl2'.ation, improved management , and 

cost- cutting investments; 



Sustained Prosperity {Cont ., ) 

by further tax reduction ~ with excises first in line , carefully 

timed and tailored to maintain continued growth and to head 

off recession; 

by monetary policies to provide the credit needed for steady 

expansion without inflation; 

and. finally . by a spirit of constructive cocperation. not angry 
antagonism~ between government and private enterprise , 

5 . A good offense- .. a vigorous program for sustaining prosperity- ­

is our best defense against recession . But if recession were to 

threaten9 a well-timed tax cut would be one of our most effective 

measures . And within the bounds of efficient government expendi­

tures~ a speed-up of public works and other Federal outlays could 

also help take up economic slack. 



Economic I ssues 

Z" "Artificial Prosperity" 

Question~ 

The opposition has labeled our economic performance this year an 

Hartificial prosperity , " What is your reaction? 

Answer ~ 

1 c Our 44-month economic expansion rests on a solid and broad base 

of consumer and business spending , The dollars that are raising 

living standards. adding to sa.ving~:J, filling corporate treasuries . 
and financing business expansion are real dollars -- not artificial 
ones . Prices have not wavered from their remarkably stable course . 

Excesses and speculation have been avoided: 

Inventories have been rising very modestly, far less rapidly 

than sales . 

Credit expansion has been moderate~ and the money supply 
has risen less than the Nation's output . 

Expansion of plant capacity has been closely geared to developing 
markets . 

Z. In 4 years of this Democratic Administration. our great prosperity 
has boosted total output more than in the preceding 8 Republican years .. 

This is real output. afte;&if price changes have been eliminated , 
There is"""ii''t'h.ine artificial about this Z -to-1 ratio of economic 
performance. 

3 . The economic news also showe full business confidence in eound and 

sustained prosperity: 

-o. business economists foresee continued advances in 1965; 

purchasing agents anticipate good gains in orders and production 
for the next two quarters; 

businessmen are currently spending 13% more on plant and 
equipment this year than last - - this expansion of capacity testifies 
eloquently to their ex{H:ctationl5 for sales and orders in the future , 

4, We fully admit the charge that we have been working to promote 
prosperity this year. We are not sorry that the American people are 

enjoying prosperity this election year (unlike 1960) or tha.t we have had 
an economi c upswing right through 196.1, 1962 . 1963. and 1964;, Every 

year is a good time for prosperit y .. in our opinion. and this Adminis­
tration will colltinue to work to sustain and broaden prosperit y e very 
day that W tl are in officeo 



Economic Is sues 

3. Full Employment 

Question: 

After a 3 - 1/2 year expansion, unemployment today remains excessive 

by your own standards. W!Jat is a feasible target for full employment? 

Answer: 

1. Our employment objective must be to provide job opportunities for 

all individuals willing and able to work. 

2. We have already made considerable progress : unemployment has 

fallen from over 6 - 1/2%. in January 1961 to about 5% today . In 

the previous four-year period -- 1957-1960 -· unemployment rose 

from 4o/c to over 6-1/lo/c. The reason for this encouraging reversal 

of direction is that we have had continued expansion in the economy 

for the past 44 montha. whereas there were two economic recessions 

during the period 1957-1960. 

3. More than 1, 000, 000 new jobs a year have been created in nonfarm 

employment during the paet four yeara. This contrasts with about 

500, 000 jobs a year in the previous four years .... 1957 el960. 

4. In 9 months of 1964 alone: 

5. 

Unemployment has fallen from about 5-1/Zo/c to So/c. 

The number of civilian jobs has riaen 1. 2 million. 

The unemployment rate for married men has fallen below 3o/c. 

The rate for all men over 20 years of age has fallen below 4%.. 

But the task is far from complete . 
rates !or the unskilled~ the young_ 
higho 

Despite recent gains, jobless 
the Negro workEr are far too 

6 . We are now beginning to feel the impact of the postwar baby boom in 

the labor market. There are now one million more 17 year olds than 

18 year olds. The labor force is expected to rise by about 1-1/Z 

million next year. These young people ,on balance, are better tra),ned 



Full Employment (Cont, ) 

than new entrants to the labor fDrce have been in the past and they 

afford a reservoir of talent for the continuing improvement of our 

standard of living. To use this talent effectively we must accelerate 

the growth of new jobs. 

7. We must foster continued expansion of total demand. and. at the 

same time, devise special programs to deal with youth. the long ... term 

unemployed. and the disadvantaged groups in our population. New 

programs are needed to extend the economic advances of the past 

four years. Our ultimate employment goal .. .,. job opportunities for 

all persons willing and able to work .. .., can and will be achieved in the 

year e to comeo 



Economic I ssues 

Question: 

What are the basic principles for responsible and effective fiscal policy? 

Answer: 

Responsible and effective fiscal policy requires: 

1, Comprehensive budgetary controls 

to insure maximum efficiency in operations; 

to weed out low priority l\.nd outmoded programs; 

to get a full dollar of value for every dollar spent, 

Z. Strong a.nd innovating government programs that meet fully and 
efficiently our reaponsibilitie• at home and abroad. 

3. A tax system which distributes the burdens equitably and raises 
revenue without blunting the incentive and efficiency of the private 
economy. 

4 , Careful appraisal of the budget's impact on our economic performance 
in pursuit of the goal of a balance d budget in anyeconomy balanced at 
full potentiaL At times when mten and machines are idle, measure s 
to raise production and create jobs may fin ·l the budget in deficit; a t 
timea when total demand would othe rwise outrun our capacity to pro­
duce~ a surplus is called for . Thie means the continuous pursuit 
of polic ies to promote steady and sustained prosperity without inflation 
- ... not m erely actions to counter recessions after they begin" 

5~ Flexibility in meeting the changing needs of the economy and the 
world situation. We cannot lay down rigid and m e chanical rules 
for tax reduction, yeara in advance . without any poasible knowledge of 
the budgetat·y needs a.nd economic conditions that the future may bring. 
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5 . State- Local Finances 

Question: 

The opposition has endorsed a program of unconditional fiscal grants 
to the States out of Federal revenues . Do you consider this an effective 
method of relieving the financial burdens l...n the States? 

Answer : 

L Long before the opposition announced its planv we were acting -­
in line with the Democratic platform • • to consider "development 
of fiscal policies which would p rovide revenue sources to hard­
pressed State and local governments to assist them with thei r res ­
ponsibilities . " 

2 . At the State and local level . we see responsibilities rising faster 
than revenues 0 while at the Federal level an average annual revenue 
growth of some $6 billion provides a comfortable mar gin for Federal 
tax reduction and more generous help to State and local units, 

3. The oppos i tion offers aid to States and localities with one hand. but . 
with the other . it would destroy existing programs of Federal- State­
local cooperation in such vital areas as highways v public assist ance ., 
public health, urban renewal, and education. We want to str engthen 
these programs . 

4 , The national government~ as a constructive part ner i n a creative 
federalism . should help restore fiscal balance and strengthen State 
and local governments by making available for their use some part 
of our great and growing Federal tax revenues -- over and above 
existing aide • 

5 . For the past four months . a task force appointed by the Pres ident has 
bee n studying intensively the various ways to strengthen the Federal­
State- local partnership . One of the proposals they are wei ghing most 
seri ously i s unconditional grants to the States . They will report their 
findings to the President on November 15 -- in time to help the Adminis­
tration formulate its program for the next Congress . 
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6. Taxes 

Question: 

You have annour.:.ced that you \:vill propose excise tax reductions next year. 

Can you say any more about these proposals now? What are the prospects 

and priorities for further tax cuts in the years ahead? 

Answer: 

1. Currently, the Treasury Department is intensively studying each of 

the 75 excise ta.,tes to design a rational program of excise ta.x reduction. 

2, The size and timing of excise tax reduction, a.s of any tax reduction. 

must be tailored n1.ost carefully to fit 

the budget program as a whole , and 

business conditions, so that it works to sustain prosperity 

without inflationary excesses. 

These neE'-ds can be assessed more clearly at the end oi the year. 

3. As long a.s the economy remains prosperous~ rising incomes will 

increase the revenues oi the F e deral Government by roughly $6 

billion a year at cu1·rent tax rates, Unless a major increase in 

defense was required by unanticipated international developments, 

revenues would thi!i!!refore tend t o rise relative to expenditures., 

Fiscal policy must be constantly alert to the danger that such a 

growth in revenues could choke off our economic expansion,. as ·t.t 

did in the late 1950' 13< 

4. There are many ways by which this "fiscal drag" can be countered, 

The posldbilities include: further tax reductions, increases in 

top .. priority Federal programs. and an increased flow of funds to 

State and local authorities, 

5. Thus far. vve have cut both individual and corporate income tax 

liabilities by nearly one··fifth by 

revising depreciation guide lines , t hus adding $1-1/2 billion a. 

year to corporate ''cash now." 

enacting the investment t~: credit. thus reducing tax liabilities by 

more than $1 billion a ye~r. 

cutting personal and corporate income tax rates, thus raising 

priva~e after-tax incomes directly by $11-1/2 billion. 



6. Excise taxes will have priority for the year 1965. Later, we will 
again focus on income taxation --both personal and corporate - - as 
the major are as for future tax cuts . We fully anticipate that taxes will 
be cut furthe X' in the years ahead , barring any major unanticipated need 
for increased defense spending" 

7 . The exact cotnbination of measures cannot be laid out in advance in 
any arbitrary, automatic fashion. Tax proposals should be examined 
most thoroughly and t imed carefully with full consideration of the 
state of the e conomy and the priorities in the Budget. 
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7 .. ~.2_netary Policy 

Question. 

Now - ~ as always ~ a the Federal Rese.rve isn ' t pleasing everyone ~ some say 
credit is too easy ~ others find it too tight .. How would you evaluate the per ­
formance and prospects of monetary policy? In light of your experience as 
President, how do you feel about. the independence of the Federal Reserve? 

Answer 

1 The job o£ the money managers is neve:r easy But the results over 
the past four years have been remarkable ' 

Ample but not excessive cred1t has been available to businesses. 
home buyers ,, and State and local governments . 

At the same time , shorta term interest rates have been pushed 
up to reduce c apital outflows and help correct our balance of 
payments de!iciL 

Yet long- term interest rates , which are so important to domestic 
borrowers , have remained moderate -- in fact , home mortgage 
rates and the rates paid by State and local governments are lower 
today than in early 196 L 

2 ,, All this has been made possible by close ties between our monetary 
and our !is cal and debt management pohcies , and close harmony 
among the men responsible for these policies 

We have maintained the Federal Reserve s traditional inde"· 
pendence within the Government , 

Yet the Federal Reserve and the Administration agree entirely 
on the practical need for informal coordination among the various 
economic programs o! the Gcvernment, 

To do this the President meets periodically with Secretary Dillon , 
Budget Director Gordon , Chauman Martin, and Chairman Heller 
of the Council of Economic Advisers . and they in turn are in close 
and continuous contact , 

In our view, these informal arrangements have worked very welL 
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Monetary Policy (cont;d . ) 

3. In the future as in the past, our monetary system must remain flexible ,, 
and not be bound by any rigida mechanical rules ~ 

In an atmosphere of private and public moderation~ monetary 
policy has been steadily expansionary for 4 years . 

With continued moderation9 there can be continued monetary 
expansion. 

But if inflation develops 11 or if excessive outflows of funds occur . 
the Federal Reserve System is in a position to do what is 
necessary . 



Economic Issues 

So Balance of Paxments 

Question! 

Do you feel we are making satisfactory progress in reducing our balance 
of payments deficit? 

Answer: 

L We have made much progress : 

Our surplue of merchandise export& over imports is 40o/c above 
1<)60o 

Our balance of payments deficit (on regular transactions) has 
been cut by more than half = ~ from an average level of $3. 9 
billion in 1958 =60 to $1. 7 billion during the last fiscal year. 

Confidence in the dollar has been restored. 

As a result, the gold outflow ..,..., which averaged an alarming 
$1. 7 billion a year from the end of 195"t through 1960 ,_ was 
cut in half in 1961 and 1962, and has ceased entirely over the 
past 1 Z months . 

Z. This progress has not come at the expense of our other vital responsi " 
bilities 

for maintaining and improving our defenses abroad, 

for providing needed assistance to developing nations, 

..... and for sustained and rapid growth at home. 

3. Moreover, we have refueed to seek "easy" and fast solutions to our 
balance of payments problem through controls and restrictions that 
would have curbed economic freedom, hurt our domestic prosperity, 
or damaged other countries' trade. 

4. Instead, we have chosen the slower but surer path of progress through 
a more competitive, efficient, and prosperous domestic economy ,.,_ 
an economy fully equipped to maintain and expand its share of rapidly 
growing world markets. 
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5~ During the past year, we have cut back hard on the U.S. Government 
flow of dollars abroad; we have passed the Interest Equalization Tax 
and raised short-term interest rates at home to cut off an excessive 
flow of capital abroad; we have given fair assistance to our exporters 
while our policies have helped to maintain the price stability that 
has advanced our trade; we have made investment at home more 
attractive by stimulating healthy economic growth. 

6. But the task of restoring balance in our external payments has not 
been completed. To maintain our forward momentum and capitalize 
on the very real gains of the past four years will require further 
efforts to expand our export& and to create conditions that will keep 
more of our American capital at home. 
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Economic Issues 

9o Guidepoats~ wages and prices 

Question: 

The opposition has called your price &.nd wage guideposts Hirresponsible and 
dangerouso 11 and has said, "They offer a serious threat to a free economy. '' 
How do you view the guideposts ? 

Answer: 

1. The price .. wage guideposts were developed under President Kennedy 
and reaffirmed by this Administration to facilitate decisions by business 
and labor that help us preserve price stability. 

2 . The guideposts provide the public with a means of judging whether the 
price and wage decisions made by business and labor are noninflationary 
and therefore consistent with the public interest. 

3. The guideposts reflect the fact that over~all stability of prices can be 
assured if wage increases do not exceed the economy-wide rate of gain 
in productivity and if industries with exceptionally high productivity 
gains reduce their prices. 

4 . The guideposts are not compulsory and do not fix prices or wages . In 
our economy9 those are matters properly left to free markets and 
free collective bargaining . The term 1'guideposts11 conveys exactly 
what was intended --not hard and fast prescriptions for every wage 
settlement or price-decision -~ but criteria for responsible action 
by both labor and business. 

5 . With few exceptions, business and labor have generally followed the 
guideposts in the 1961-64 period ~ 

Price increases in industries with below-average productivity 
gains have been offset by price decreases elsewhereo 

.... Average wage and benefit increases have not exceeded the long­
run rise in the productivity of our workers. so that labor cost 
per unit of output bas been stable since the beginning of 196L 
In fact~ it has fallen by 3 . 4% in manufacturing. 

6 . Our remarkable record of price stability has (a) protected consumers 
at home by maintaining the purchasing power of the dollar and (b) 
enabled us to strengthen the competitive position of our goods abroad 
and improve our balance of payments: 



Wholesale prices arep on the average , no higher now than a year 
ago. and are 1/10 of l«?c below 5 years a go . 

.. . Industrial wholesale prices have fallen 3/10 of 1% over the same 
pe riod . 

..... Since 1961 , the wholesale price record in the United States is 
the best of any major country in he world .. For example . while 
wholesale prices here were falling a bit ~ they rose in all the 
major European countrie&p h ·om about 3-1/Z% for Germany to 
11 - 1/Zo/c for Italyo 

Consumer prices have also been more stable than in any othe r 
industrial country in the world As compared to our consumer 
price increase of slightly lesb than 4o/c since the 1st quarter 
of 1961 p major European countries experienced increases of 
10% to 19%. 

7 . The guideposts are a sound basis for continued price stability and 
are increasingly important as our economy r i ses closer and closer 
to its full potentiaL They have made all of utJ -- in business , in 
labor. and in government ·- more keenly aware of the importance of 
our own actions for price stability and sustained prosperity . This 
increased understanding and sense of responsibility will strengthen 
our economy in the years ahead . 



Econom ic Issues 

lOo Business-Government Relations 

Question: 

Do you share the opinion that atti tudes and relations between business and 
government have shown marked improvement of late? If so ., how do you 
explain this development? 

Answer ~ 

l, Relations between business and government have improved , An 
unusually large number of outstanding businessmen have spoken 
out in support of the gerteral e c onomic policies of this Administration, 
Businessmen have been very cooperative and constructive in dis­
cussing the problems of this Na t i on and cons idering poss ible solutions . 
The Administration,, in turn, has been receptive and responsive to 
their views and suggestions , 

2 . There is a growing recognition by businessmen' that: 

this Administrati on' s policies make !or a strong and growing 
economy ; and 

a strong and growing economy means go<Od business , 

3 , Through a strong and growing economy . profits after taxes in the 
second quarter of 1964 were: 

64% above the first quarter of 1961 ; 

20% above the old peak in the second quarter of 1959 , 

And these profits have been earned in dollars of remarkably stable 
purchasing power ., 

4 , Businessmen know thei r efforts have bee n supported by 

this year 1 s tax reduction; 

the investment tax credit; 

the new depreciation guidelines; 

our efforts to mai ntain the ready availability of cr.edi t a t 
stable interest rates ; 
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our effective efforts to maintain stable prices; 

our new programs to assist in the development of export markets; 

our success in restoring world confidence in the dollar , 

5 , Businessmen approve of this Administration•s business-like approach 
to the conduct of the Nation~ s affairs, 

applying sound management practices and cost .. consciousness 
to eliminate waste and raise productivity in Federal programs; 

making weU~planned investments in our human resources where 
the investments can yield a high return to the whole Nation., 

6, Businessmen respect our efforts to promote competitive market 
performance by such activities as 

improving the dissemination of technical information generated 
by Federal R and D programs~ 

assisting private industry in establishing voluntary marketing 
standards for U. S ., com modities at home and abroad; 

broadening the area for private initiative and market decisions 
in transportation industries; 

, .. ~ reshaping Federal credit programs to assure that they stimulate 
and supplement .. _ but do not substitute for and displace -- private 
lending; 

enforcing and updating our laws to prevent abusive and unfair 
use of the market . 



Economic Issues 

Question, 

In the eyes of the opposition. you. are <\ reckless spender" Meanwhile , 
your emphasis on frugality has conct.•rnf.:d s;ome liberals who see large 
Wlmet public needso How would yo•1 "''-•mrn3rize your position on Federal 
spending? 

Answer~ 

The record of the past 10 munth e deiidy refutes the charge o! reckless 
spending, The Administration h ,o.ts. lla.d ~ignificant accomplishments in con= 
trolling expenditures . holding down Government employment, and effecting 
numerous economies in the ma.nagenH~n. and operation of Government 
programs " 

L The first budget for which PHtaident jQhnson is responsible is the 
1965 Budget. for the fiscal yr:""r which began July 1, 1964. 

Instead of increasing ex~nditur.e s . this budget calls for a 
dec1·ease .,_ and it is only the r>econd bt~dget in 9 years to do soo 

Budget expenditures thi~ Y'-"<.t..r a.t-e .smaller in relation to Gross 
National Product than at a.•w time since 1951 ~ They are 
running 15 ... 1/Z% of GNP -~ no Rc:public:an budget from J 955 to 
1961 was below 16o/o, 

Instead of increasin_g G<lV~l nrnent civilian employment, this 
budget calls for a reduction ~- and it is the first budget to do 
so in the last 8 yt"a;s::---~ 

The President has requ~stcd $450 million less in 1965 appro= 
priations than he said h~ Vlvuld wben he tra;;;nitted the 1965 
budget. 

During the first 2 months o ! this fiscal year ~the only period for 
which figures are now avd.i1ab1e) -- July and August ·- budget 
expenditures were $676 million ~lo:v the same period last year o 



Civilian employment in the ~XIl~cutive branch in September ~ 1964 
was down 21~ 000 from the iJ"gimdng of the Johnson Administra= 
tion and at the lowest le;.:d i(: n ,,:nly 2-1/2 years " 

During July and August t1H.ny furthl"r steps to initiate manage~ 
ment improvements and cost 1 ednction actions were reported by 
Federal nondefense agcnd..::t>z these steps are expected to produce 
savings of more than $1 "13 ndllion on an annual basis~ 

Present rates of spending i·•dicatP. th.a_t we will actually be able 
to reduce 1965 expendit\u..' ~Hl by $600 million below the budget 
estimates "'= a reduc:ticm ,,[ $•1\10 million below actual expenditures 
in fiscal 1964. 

The Federal debt at the end of this year will be smaller in rela~ 
tion to Gross National Product than at any time since 1941., lt 
will be less than 50% of G'N P. down i:rom 133% of GNP i n 1946 and 
from 58% of GNP in 1960, 

Zo Efforts to achieve economies in •:-;:penditures and employment already 
bore considerable fruit ill fiscal i 964., 

Actual expenditures in th .:.t fiscal ye<u were down more than 
$1 billion from the origin=1l 1964 b1idget estimate of January 
1963 and were $700 million bdow the e stimates made in 
January 1964, 

Civilian employment in the cxccutivc branch on June 30 , 1964. 
was down more than 10 .1.. BOO from the number in the original 
1964 budget estimate .. 43.000 from the revised estimate in last 
January's budget. and 21 .000 from the actual number on the rolls 
one Y'far earlier . 

Cost reduction was mad . <l. ~ "mtinuing high priority concern of 
every department and ag~n.cy The following are a few major 
examples of results achieve·d in fiscal year 1964~ 

Secretary MeNamarars <.:<)St reduction program in the Depart .... 
ment of Defense actually realized savings of $2o 8 billion. 
compared with the initial forecast of $L 5 billion. This was 
accomplished at the sa.me time that our military strength and 
combat readiness were being vastly improved, 
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In the National Aeronautics and Space Administration ~ a 
cost reduction goal (}f $3 L 7 million was established for 
fiscal year 1964" Results far surpassed these expectations . 
and savings are conse r v::t tively estimated in NASA at $128 
million., 

,. In the Post Office Department~ employment in June 1964 
was 3. 164 less than in J we 1962.. while mail volume was 
3 , 7 billion pieces mo:re than in 1962. If output per postal 
worker today were the Eiamt! a s in l96l q the cost of operating 
the Post Office would bt.! $140 million more than it is o 

The Treasury ' s Divi'.:;ion of Disbursement improved employee 
output by more than 1 4~;, ove r 1963. due to electronic data 
processing improvF.:aumh. consolidation of field offices,, and 
streamlined proced11.res . This i6 equivalent to the work of 
nearly 200 employe.t s. 

The VeteransAdministrd.tionts insurance program increased 
the productivity of tts mt1npower by 24o/o over the preceding 
year . through reorgani:~ationu and the use of automatic data 
processing. This is the equivalent to the work of about 600 
employees ~ 

The Federal Aviation Agency ·s Systems Maintenance Service 
achieved a 6% increase over 1963 in the amount of maintenance 
of air navigation and .1i.r traf!ic: control facilities per man- hour . 
This gain represents a. saving of about 600 man-yearso 

3" This Administrationvs emphasi.s on frugality does not mean a do~nothing 
policyo On the contrary. it is our policy to reduce costs. curtail less 
urgent activities ~ and find othe r savings which will permit the Govern~ 
ment to expand essential services or start needed new services without 
a wasteful burden on the taxpayero Frngality is most meaningful when 
its fruits are used to contribute to humatl compassion and national 
progress ~ 

From 1961 to 1964. the bulk of the increase in expenditures 
iover 70o/o) went for strengthening our defense and space pro­
grams and for uncontrollable interest charges n These invest.-. 
ments in military readin-es ~ now make it possible to reduce 
military spending without Silt:rifidng military strength. 
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The cut in defense expenditures plus numerous economy measures 
enable us to turn to other unmet national needs ., 

The austerity policy followed in the 19{)5 budget permitted the 
inclusion of a number of lt· gislative proposals of great importance 
to the Nation ~ s citizens Alrnost all of the measures proposed 
were accepted by the Congress . 

In addition to the reduction in incmne taxes - ~ which is the single most 
important step taken since World War U to strengthen the economy .. ~ the 
following are a few of the propos.J.ls included in the 1965 budget to improve 
the Nationts wen .. being . promote bf'.:ttP.r education. and provide better use 
of natural resourceso 

~onomic Opport~nl!J..~St begins a war on poverty ... ~ 
through measures to stimulate employment . better health, 
job training, education~ rehabilitation. and other services 
to help the poor help themselves ,. This landmark legislation 
relies for its main success on the efforts of local communi­
ties ,, 

Urban mass transpor~r:o The new law provides for 
grants and loans to States anc.l local public bodies to help 
them finance mass transit facilities , This Act will exert 
a major constructivt.> i nfluenee on the sound development 
of our expanding urban communities ~ where 7 out of 10 of our 
citizens live . 

Housing Act o{ 1964_ ca:rri es forward efforts to eradicate 
slums. to assure decent housing to those least able to 
afford it. and to prc)mOtt' orderly growth in our communities , 
It is another substantial ::>tep toward the goal of assuring 
every American an opportunity to live in a decent home in a 
safe and decent neighborhood. 

Education" Various actg were passed by the 88th Congress 
to improve education. among them laws expanding and im = 
proving vocational education. extending and expanding the 
National Defense Education Act~ extending the impacted areas 
programs ~ providing better library services ~ and authorizing 
new programs of aid to. medical education and grants and loans 
for construction of facilities at institutions of higher educa­
tion, There is amplce teason for designating the 88th Congress 
a.s the Educational CongresfJ o 
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Land and Water Con..;c:;e rvation Fund Act of 1964 provides for 
aequisition of land d.nct devdopment of facilities to meet the 
urgent recreational n~~edR of our rapidly expanding population. 
The Wilderness AC't provides for preserving wilderness areas 
in their natural state !or the enjoyment of all Americans , 

Appalachian program was proposed to help this area of our 
country emerge from its depressed condition and achieve a 
better share in the pro gpi! rity being enjoyed throughout most 
of the Nation. 

These and various other proposals advanced by the President and 
included in the budget indicate better than words or slogans the 
concern oi this Administration with the improvement of the lives 
of our Nationvs citizens . 

4, In summary ,. the President•s position on Federal spending remains as 
he outlined it in his Budget Message to the Congress last January, as 
follows ~ 

"In formulating my budget, I have been guided by two principles ~ 

, I have been guided by the principle that spending by the 
Federal Government~ in and o! itselfg is neither bad nor 
good~ It c:an be bad when it involves overstaffing of Govern .. 
ment agencies. or needlesR duplication of functions ~ or 
poor management. or public services which cost more than 
they are worth, or the intrusion of government into areas 
where it does not belong. lt c::an be good when it is put to work 
efficiently in the interests of our national strength. economic 
progress ,, and human compassion. 

I have been guided by the principle that an austere budget 
need not be a.nd should. not be a standstill budget. When 
budgetary restraint leads the Government to turn its back on 
new needs and new problems , economy becomes but another 
word for stagnation~ But when vigorous pruning of old programs 
and procedures releases the !unds to meet new challenges and 
opportunities~ economy becomes the companion of progress, ut 
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12 .. Foreign /lid 

Question; 

According to the Republican candldatt•. "Foreign a1d has been a great 
failure , . and we muat reduce it. dra..aticaHy .. 11 How would you appraise 
the suct.ess of our foreign aid progr:.tm and its prospects for the future? 

Answer : 

L Foreign a >.d has been a sucC'ess - - whu: h is the reason for the broad 
bipartisan support it has recchn~d throughout its history . It has 
been a major contributor to the growing strength of the !ree world~ 
a strength essential to our own seC"urity , to our own e<>onomic 
progress~ and to the kind of wodd in which free institutions can 
survive and flourish .. 

Z, Past aid efforts were clearly suc<'·eRs!ul in helping Europe and Japan 
to recover and become strong, free and prosperous nations , This 
prosperity permitted a vast incr<.•ase in trade =~ U . S . exports t o 
Europe doubled between 1950 ant! 1962 <'lnd exports to Japan tripled 
over the last decade .. 

3 . Europe and Japan have now joined with the United States in providing 
aid to the underdeveloped countnes , Since 1956 , the other developed 
fre'! ~world countries have provided more than $13 bHHon in aid to 
the less .. developed world = ¥ about what. the Uni ted States invested in 
the recovery of Western Europe through the Marshall Plan between 
1948 and 1952 > 

4, Experience has proved that , despite obstacles . economic and social 
progress can be achieved in the poorer nations . through a combination 
of their own efforts and outside help, And this experience agajn shows 
that trade can follow aid . just as has happened in Europe" Over the 
past five years , U -S. exports not financed by aid rose by 14% to 
Taiwan. 28% to Colombia ~ and 76% to IsraeL We can now identify 
a dozen or more countries which have made go~.;d headway and are 
approaching the point where their development can go ahead w1thout 
soft loans and grants, 

5 ,. But there are still many countnes which need support from the advanced 
nations to develop a sobd base for economic growth . And there are 
other countries , such as Vietnc:.tn . where economi c progress must await 
the establishment. of basic .s(·cu:rity conditions. and where U . S . m i litary 
and economi c aid i s crucial to security , 
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6 . This year ' s aid request was the lowest ever made , It was : 

far less than 1 o/o of GNP; 

less than So/o of the Federal Budget ; 

and less than half as much of a burden on U" S., resources as 
was the aid program of 15 y(~arg ago 

7 , Nevertheless , today 1s aid program is acc omplishing more , dollar 
for dollar ; than ever before, because aid today 

is based on what recipictJt countries are doing to help themselves; 

is concentrated in the nwst important countries; 

places more emphasis on the role of private enterprise; and 

is being administered in a tight~ fisted and realistic fashion . 

8 . It is simply romantic nonsE>m>e to believe that Free World strength 
can be increased without spending money ., Military strength takes 
equipment and money ., Roads , schoo ls, and factories ~- the most 
effective weapons in the fight for economic progress -- cost money , 
Those who believe in peace and freedom are willing to pay that price ,. 
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13 , Trade Expansio~ 

Question; 

How do you view the problems and prospec ts for trade liberalization? 

Answer~ 

L The policy of trade liberalization·- pursued ever since the Trade 
Agreements Act of 1934t) by both Democratic and Republican Adminis .. 
trations ~ ~ has served this country welL Our foreign trade ,. which 
amounted to only $3o 8 billion in 1934 ~ is now running at an annual rate 
of $42. 5 billion - - $24, 5 billion in exports and $18 billion in imports o 

Zu Our exports provide jobs for about 3. 6 million American workers and 
outlets for the crops of one out of every four acres of our farms , Our 
imports provide essential raw materials for our industries 9 maintain 
a healthy pressure on our own producers and workers to step up their 
efficiency ~> and offer our consumers a wider choice of goods at com= 
petitive prices. 

3" On the basis of the Trade Expansion Act of 1962. we are currently 
able to engage in the sixth round of international negotiations under 
the auspices of the General Agreement on Tariffs and Trade (GATT) o 
The Trade Expansion Act is one of the great legislative monuments 
to President Kennedy 1s leadership. and this Administration is fully 
committed to its vigorous implementation, 

4. The current negotiations will not impose burdens on some nations to 
provide gains for others " They are being conducted on a basis of 
reciprocity. and their success will be advantageous to all participating 
nations ., The negotiations may be lengthy ~ complex. and at times 
difficultG but we are prudently confident of fruitful results " 

5a Special import difficulties confronting particular sections of our 
economy may at times require remedial actiono This Administration 
has taken action to meet the problems of meat producers and of cotton 
textile and apparel manufacturers , Current ly . we are seeking to work 
out with other woolen textile .. producing nations orderly marketing 
arrangements which would be in the mutual interests of all, 
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6? However necessary. such remedial actions are the exception rather 
than the rule , The main thrust o! this Administration =- as of 
Democratic and Republican Administrations for the past 30 years """'" 
will be toward trade liberalization" 



Economic Issues 

Question: 

Our regulatory agencies (SEC. FCC. ICCf FTC_ etc . ) are under fire !rom 
the opposition. How would you app::·ai!fe their effectiveness? Do you plan 
any major changes in government regu..:_a.tion of business? 

Answer: 

1. Ours is a competitive . free enterp-.·iae system. Government policies 
toward business should increase u .. e effectiveness of competition, 
Among the many ways in which government encourages competition is 
the vigorous enforcement of our anti-trust laws ; these rules of the game 
enhance the opportunities of American businessmen to develop new 
markets in an atmosphere of economic freedom and fairness .. 

2. Direct Federal regulation is necessary in only a few areas in which 
resources of a public nature are involved and in which the problems 
are interstate or international in character. Each of the independent 
regulatory agencies was set up to m~et an urgent national need of this 
kind. Their activities have been im~JOrtant in insuring that major 
national resources be used for the b~nefit of all and not just a privileged 
few~ 

3,. The regulatory agencies are indept>-ndent of the Executive Branch .. g 

Congress carefully specified this status so that they would not be 
altered significantly with changes i.n the Presidencyo The independent 
commissions are often referre,d to as the fourth branch of government 
just for this reason ., 

4 . In our dynamic society. regulatory z:gencies and policies should be 
flexible and alert to new needs and conditions , We must be careful 
that regulation does not survive afta:t the need for it has disappeared , 
In view of rapid changes in the area of t ransportation. this Adminis = 
tration will continue to urge legisla t f.ve changes which will reduce the 
scope of regulation and provide a lar; ge;r role for competition in this 
industry. 



Econo1ni c Issues 

.1.5 . Tax Reform 

Question: 

.lo'"'ew of the tax reforms recommended by President Kennedy in 1963 were 9 

in fact~ enacted in the Revenue Act of 1 964 . Do you plan renewed ef!orts 
to achieve further tax reform ? 

Answer : 

1. The Administration did not get ~verything it sought in the area of tax 
reform; but many significant reforms were enacted ., 

2 , The Revenue Act of 1964 contained $835 million per year of revenueg 
increasing reforms . In addition. the Revenue Act of 1 962 picked up 
another $855 million through rcv~rme - r:aiaing reforms . The total 
of these is three times more than all oi the revenue=increasing 
reforms enacted during the prevtous 20 years , 

3. Important and much needed refc.rms i nvolving revenue losses were 
also enacted .. The major reforms of this nature included: 

the minimum standard deduction c- which eliminated over 
1, Z million low-income taxpayeru from any tax liability; 

the introduction of a moving expense deduction; 

a badly needed averagmg dt:v:ice providing tax relief for 
individuals with widely fluctuating incomes , 

4 , Prior to the 1964 Revenue Act there were extreme differences in the 
way the tax system treated different kinds of income: personal i ncome 
was taxed as high as· 91 o/o. corporate income at 52%. capital gams at 
25o/o ~ and dividend income enjoy t::d a preferential treatment through 
the dividend credit ~ These wide discrepancies created enormous 
incentives for people to alte·r their business operations in order to 
minimize tax liabilities o The •.~xtent of this differential treatment has 
now been markedly reduced : starting in 1965 personal income will 
be taxed at a top rate of 70% , corpo't'ate income at 48% .. capital gains 
still at 2.5%. and the dividend credi.t will have been eliminated . These 
reduced disparities are in themaelves a major reform ~- improving 
the equity of tax treatment and. thereby . the efficiency of the economic 
system" 
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5 ., This Administration certainly intends to continue to seek further 
tax reform. A better excise tax .-;ystem is next on our agenda . 
After that ., we will turn again to th~ income tax . The Revenue Act of 
1964 , because it sharply reduced the unequal treatment of d ifferent 
types of income , effectively set;; the stage for future tax reform .. 
Moreover ~ our experience with the op~ration of the Revenue Act of 
1964 will guide us in designing rH· w tax reform measures . 



Economic Issues 

16. Tax Credits for Education 

Question: 

The Republican candidate has said, 'T::l.x credits for educational taxes, 
tuition, and donations would . , . poa('> no threat of federal control They 
would maintain diversity and fret~dom. of education while improving its 
support." Apparently. you do not C•.H)<tider ta.x credits an effective means 
to support higher education. Would y(,u explain your position on this issue? 

Answer: 

L The Administration opposes tax u·edits fcH educdfion because they 
are an inefficient and inequitable way of broadening educational 
opportunities., 

2. The inefficiency and inequity of thf.~ approach is made obvious by the 
facts regarding college attendar.:ct· relative to family income : 

In October 1 960, only 9. 2 o/( of all per sons aged 16 to 24 
from families with incomt·s under $5. 000 were currently 
enrolled in college. These families pay little or no income 
tax and hence would gain Httl.~ or nothing from the tax credit, 

But 44o l o/c of those with family incomes over $10, 000 were 
enrolled in college,. This upper income group, many of whom 
can comfortably afford college bills. would get a big windfall 
from a tax credit. while therf·by reducing the opportunity for 
general tax reductions that would benefit everyone. 

3., To t.he extent that a tax credit encouraged colleges to raise tuition 
fees, it might actually hurt the <·hildren of low .. income families" 

4 . The most effective way to support higher education is through a 
program oi scholarships 9 guaranteed loans, and work .... study programs 
to students, and aids to colleges and universities to help keep tuition 
down, This Administration has advanced and supported such measures . 
Recently passed were ; 

the Higher Education Fadlitwa Act ~f 1 ~~ ... ; to provide 
more "bricks and mortar., !or an expanding college .. a.ge 
population. and 
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amendments to the National Defense Education Act ·- to 
increase loan funds and scholarships for needy college students. 

5_ We will continue to propose effective measures to achieve the promise 
of the Democratic Platform ot l Q64: 

"New methods of financial aid [to education] must be explored. 
including the channeling o£ fPderally collected revenues to all 
levels of education ••. " 



Economic Issuea 

17 . _!)epreciation Guideline• 

Question: 

The! Republican candidate has said. "W~ must rna.ke sure that a sensible and uncom­
plicated policy is established toward depreciation allowa"nces , 1 am definitely op-· 
posed to the so-called reserve-ratio sy~h~m about to be put into ef'fect by adminis­
trative ordero '' In 1962, depreciation guidelines were revised; do you feel that 
tax treatment of depreciation is now sen~ible a.nd satisfactory? 

Answer: 

1" The tax treatment of depreciation b a highly complex technical subject, 
In 1962 the Administration n'ia.de a major step forward . and broke with 
past practices , by permitting bu t'linc~s more freedom in their choice 
of the life period of assets they wished to u5e for depreciation purposes . 

2 , As part of the new "guideline approach. ' however. the Administration 
also requited a test (the reaerve ratio test) which was designed to 
ensure that the depreciation livt:<-:f would ~ in fact , at least roughly 
correspond with the actual liveij of their assets ., 

3 . The Adminbtration is inte:ret~tted in a workable and fair depredation 
policyo It is aware of the problem~ that have arisen under the existing 
reserve ratio test and is study1ng the matter carefully to find the be&t 
way of alleviating these problemS~ . It is certainly not irrevocably 
committed to the details of its l,::r·eeent form . We do need some way 
to insure that depreciation for t .Ix purposetJ~ bears a reasonable relation 
to actual business practice ,. Rece-ntly~ at the requ~st of the Treasuryj 
the National Industrial Confert!>m:e Board h.as undertaken a survey of 
1. 000 manufacturing firms in o:rd~r to provide data on how the new 
depreciation procedures are operating .. The results of this survey will 
soon supply an objective basis fc.1: review o! the reserve ratio test, 

4 , The tax treatment of deprecia.tiort h only one aspect of the over-all 
taxation of businema income. Since 1962 the Administration has 
afforded business not only the new liberalized depreciation guidelines . 
but also the investment credit, a much lower tax rat~ for small cor­
porations. and an over-all 4-pcint: reduction in the corporate tax rate 
becoming fully effective in 1965 , In combination. ali of theae provisionz, 
operate to increase the rate of return on i.."lvestment by about 35 percent 
for moat classes of assets . Inve stment incentives have been greatly 
strengthenedr which helps account for the recent sizeable increases 
of business inveatment spending, 
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