
Statement 
by 

Senator Hubert H. Humphrey 
In the Senate of the United States 

Mr. President, 4aa;\tl!il ••• 
reported that Treasury Secretary Anderson told the House Ways 

and Means Committee 1 t a t' that "the choice is either between 

a somewhat higher level of interest rates, or a stimulation of 

inflationary pressures through monetary expansion." 

This, of course, is the same old song which the Administration 

has been playing and replaying in defense of its tight-money, high-

interest rate policies. We have been hearing it dinned into our 

ears for so long and so frequently, by the Administration and by 

the majority of the newspapers and magazines which are allied 

with the Grand Old Party that a good many people have been sadly 

mislead into believing that this song rings true. 

I say that the Administration and its public relation experts 

are working a great disservice on the American people and on our 
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economy by such propaganda. 

It is nothing new for the Republicans to advocate tight money 

this 
and high interest rates. The GOP has been trying to sell/to the 

American people since the days of President Grant. The GOP richly 

deserves the reputation as being the tight-money party. It always 

has been and it probably always will be; I see no evidence that 

it will change. 

The truth of the matter is that we are not now in an inflationary 

period. We do not face monetary inlation. There is not too much 

money chasing too few goods as the GOP would mislead us into 

believing. 

With all due respect to Secretary Anderson, I prefer to have 

the advice and counsel of the distinguished senior Senator from 

Illinois, Mr. Douglas, who is one of our country's leading 

authorities on monetary policy. Cl!tJ I tt4a;¥; tii?7iitt)\:e'8'k Senator Douglas 

t stated unequivocally that we do not face monetary inf lation and that :.;.- . 
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with our economy operating below full capacity "the addition 

to our monetary system of increased amounts of credit will 

not bring price increases provided only that these additions 

are properly managed." 

It is time that the American people be told of the fallacies of 

the GOP's tight-money policies. It is time that we break through 

the propaganda barrage on the "virtues" of tight-money and that 

we set forth the cold facts on what tight money and soaring 

interest rates really means) who it benefits) and who it harms. 

I intend in the weeks to come to set fortb the statistics 

on the rising costs of borrowing money with which to buy a 

home or to expand a small business) and also to show the 

handsome profits of the big banks and other lenders who have 

benefited so much by the fantastic rise in the cost of money. 

In conclusion) Mr. President) I ask unanimous consent that 

an article from the Wall Street Journal of June 10 entitled 
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"Tighter Money" be inserted in the Record at the conclusion 

of my remarks. 

The lead paragraph of this article reads: "The impact 

of tight money is spreading to more and more businesses and 

beginning to touch many consumers." 

The Wall treet Journal survey indicates that banks are 

becoming more selective on loans and are requiring larger 

'tcompensating balances", thereby increasing the true cost 

of loans. It is also reported that mortgage money is becoming 

tighter and interest rates are going up. Auto dealers are 

reported to be feeling the effects of tight-money also; they 

are losing sales due to credit restrictions. 

We may expect more and more of this in the months ahead. 

It is going to hurt, in particular, small businesses, as well 

as meaning a larger slice of wage earnersJpay checks going 

tnto interest payments. 

(Exhibit A) 
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I. Summary And Theme: To Reverse
The Tight Money Policy

The tight-money-rising-interest-rates policy of recent years represents
the use of public instrumentalities for purposes alien to the interests of the
Nation and the people.

The policy is imposing wasteful costs upon governments at all levels,
even while they have not been spending enough to meet national security
and domestic public needs; burdening consumers and business enterprise
with substantial increases in their costs, in order to pay interest bonanzas to
those who do not need them; and, combined with other undesirable national
economic policies, inflicting upon the whole economy a low rate of
economic growth and a high level of unemployment of plant and manpower.

The same policy is fanning inflation under the banner of a "crusade
against inflation"; multiplying the difficulties of managing the national debt;
and at times making the solemn obligations of the United States Govern-
ment more speculative than common stocks.

The advocates of this policy have attempted to justify it on two basic
grounds: to fight inflation, and to encourage more saving for investment
purposes. These arguments have been based upon incorrect analysis. The
inflation in recent years has not been a general inflation due to "too much
money chasing too few goods"; instead, it has been a selective inflation.
The tight money policy has directed income and stimulation toward those
parts of the economy which were already overstimulated, while repressing
those parts which were already lagging. It has thus aggravated the troubles
in the economy, including selective inflation, which it was intended to cure.

Especially, by periodically stimulating investment in producer facilities
while repressing private consumption, home building, and vital public
programs, during the very periods when these activities were failing to keep
up with investment in the power to produce, the policy has contributed
during seven years to a succession of short booms, periods of stagnation,
and recessions. The consequence has been the low growth rate of the
American economy which has meant high unemployment of plant and
manpower, and made us as a Nation "unable to afford" the great things
which we need to do both at home and overseas.

The experience with this wayward policy has been long enough.
Unless reversed, its damaging consequences will swell in the years ahead.
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The strain placed upon public budgets 
For the seven years 1953-1959 inclusive, rising interest costs (con-

tras·ted with what these costs would have been if the 1952 level of interest 
rates had been maintained) have imposed an excess interest burden of more 
than 5 billion dollars upon the Federal Budget, more than half a billion 
dollars upon State and local budgets, and about 17 V2 billion dollars upon 
the budgets of private individuals and enterprises, coming to a total excess 
interest burden of more than 23 billion dollars. 

If the same policies continue, it is estimated that, during the six years 
1960-1965 inclusive, there will be an additional excess interest burden of 
about 16 billion dollars upon the Federal Government, 3.7 billion dollars 
upon the States and localities, and 42.8 billion dollars upon private bor-
rowers, coming to a total of almost 62.6 billion dollars. 

Waste instead of utility in the use of funds 
During 1953-1959, the transfer of more than 23 billion dollars in 

excess interest payments, out of the pockets of those who borrow money 
and into the pockets of those who lend money, has been socially unjust 
and damaging to the national economy. This transfer has been accompiished 
by national policy. Other national policies could have been used to transfer 
an equivalent amount in ways which would have been socially just and 
economically beneficial by reinforcing consumption. 

For example, the transfer in the form of excess interest payments 
has averaged about 3.3 billion dollars a year during the past seven years. 
Instead of this transfer, policies such as improved social security, an im-
proved tax structure, an improved farm program, and improved minimum 
wage laws, could have been used to transfer the same annual amount on a 
more productive and equitable basis. If this amount had been applied 
annually to the 3V2 million American multiple-person families with annual 
incomes below $2,000, whose average annual incomes are only $1 ,225, this 
average might have been raised by $925 or more than 75 percent. Looking 
ahead, if the estimated excess interest costs t assuming the same money 
policies) averaging more than 10.4 billion dollars a year for the six years 
1960-1965 inclusive were used instead to reduce poverty, they could lift 
the average annual incomes of these same families by $2915 or 238 percent. 

Using the excess interest payments for public purposes 
The average annual excess interest payments-public and private-

during the past seven years, compared with the average annual amounts in 
the Federal Budget during the fiscal years 1954'-1960, were more than nine 
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times the outlays for education; almost seven times those for health ; more 
than 11 times those for housing; about twice those for public assistance ; 
and about five times those for labor, manpower and other welfare services. 
If the estimated annual excess interest payments during the six years 1960-
1965 inclusive were applied to the annual amounts in the President's 
proposed Budget for fiscal I 961 , less than half of these would be enough 
to bring our national security into line with the almost uniform judgment 
of informed experts. These excess interest bonanzas, on an annual basis, 
come to almost 19 times the proposed outlays for education in the Presi-
dent's fiscal 1961 Budget ; more than 11 times those for health; more than 
24 times those for housing; five times those for public assistance; and 14 
times those for labor, manpower, and other welfare services. 

Even if only the excess interest bonanzas paid by the Federal Govern-
ment are taken into account, they would average an estimated 2. 7 billion 
dollars a year for the six years 1960-1965 inclusive. As applied fo the 
President's fiscal 1961 Budget, these annual bonanzas come to almost five 
times the outlays for education; almost three ·times those for health ; more 
than six times those for housing; more than 29 percent more than those for 
public assistance; and more than 3Yz times those for labor, manpower, and 
other welfare services. 

Damage inflicted upon the economy as a whole 

The tight-money-rising-interest-rates policy, by misdirecting the flow 
of a very substantial part of national income, is an integral part of a wide 
range of misdirected economic policies which stunt economic growth and 
lift unemployment of plant and manpower. 

During the period 1953-1959 as a whole, the American economy 
grew at an average annual rate of only 2.4 percent ih real terms. It needed 
to grow about twice this fast to maintain reasonably full utilization of man-
power and other productive resources. In consequence, during the period 
from the beginning of 1953 through the first quarter of 1960 as a whole, 
the aggregate deficiency in total national production was about 218 billion 
dollars, and the aggregate deficiency in man-years of employment oppor-
iunity was about 16 million. In their private economic lives, American 
families on the average forfeited about $3500 during the past seven years. 
At existing tax rates, governments at all levels forfeited about 65 billion 
dollars in revenues. This would have been sufficient to wipe out the total 
deficit in the Federal Cash Budget during this period, and also to have 
brought our national security and essential domestic programs up to at 
least tolerable levels. 
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If the same policies including the tight-money-rising-interest-rates 
policy should persist in the future , it is estimated that 'this would cost us 
about 470 billion dollars in total national production and about 23 million 
man-years of emp!oyment opportunity during the years 1960-1965. This 
would cause American families to forfeit . on the average about $6500. At 
existing tax rates, it would mean a forfeiture of about 125 billion dollars in 
public revenues at all levels, or an average of about 21 billion a year. 

This difference would be enough, with balanced public budgets, to 
bring our national security outlays into line with clearly defined needs; to 
double our economic assistance to the underdeveloped free ·peoples; to con-
serve and develop our national resources adequately; and by 1965 to come 
close to the goal of a decent home, suitable educational opportunity, ade-
quate health services at costs within their means, and ample social security 
protection, for practically all American families. 

The inflationary impact of tight money 
The inflation in recent years has been due primarily to the "ineffi-

ciencies" of an economy growing too slowly, and suffering from excessive 
idleness of manpower and plant. This differs from classical inflation, due to 
the "inefficiencies" of an economy growing at too hectic a pace, and placing 
an excessive strain upon its resources. The inflation has also been due to 
shortages of such services as medical care and ho.using. Thus "the new 
inflation" has been aggravated by the repressiveness of the tight money 
policy and the penny-wise and pound-foolish budgetary policy. 

During the years 1953-1959, consumer prices rose more than 27 per-
cent faster, wholesale prices more than twice as fast, and retail prices twice 
as fast, as during the period 1922-1959 as a whole (excluding the inflations 
produced by the unique circumstances of war and reconversion). And 
during the period 1955-1959, wholesale prices increased twice as fast, 
consumer prices more than 60 percent faster, and industrial prices more 
than 27 percent faster, than during the period 1922-1959 (even when the 
unique inflations of wartime and reconversion are included). 

Fumbling and stumbling in debt management 
The management of the national debt during the past seven years has 

produced results diametrically opposite to those intended by the money 
managers in the Federal Reserve System and the Treasury. 

The average length of maturities on the national debt has been greatly 
reduced, when the intent was to lengthen it. The effort to place more of 
the national debt outside the banking system, on the ground that placing 
too much of it within the banking system "inflates" the money supply, has 
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made very little progress. The sharp rises and falls in the price of Govern-
ment bonds have provided a rich harvest to some speculators who guessed 
right, and have imposed heavy burdens upon any average individual who 
has had to make a sudden liquidation of his savings. Successive "crises" 
have attended substantial marketings of Government obligations. 

The interest-bearing national debt has increased from 260 billion 
dollars in 1952 to 285 billion in 1959. In the Federal Conventional Budget, 
the average annual deficits during the fiscal years 1954-1960 were 3lh 
times as great as during the fiscal years 1947-1953. In the Federal Cash 
Budget, there was an annual average surplus of 2.4 billion dollars in the 
earlier period and a deficit of 1.6 billion in the more recent period. 

Immediate policy needs 
( 1) It is sometimes desirable to expand the money supply very 

liberally, sometimes desirable to restrain its expansion, and usually desirable 
to apply money policy selectively to deal with varying conditions within the 
economy. But there can be no sensible monetary policy except as part of a 
sensible overall national economic policy. Toward this overall policy, the 
Economic Reports of the President should contain a National Prosperity 
Budget. This Prosperity Budget should contain short-range and long-range 
goals and the means to their attainment. All major national economic 
policies and pmgrams, including the Federal Budget, should be part of the 
National Prosperity Budget. 

(2) The monetary policy should be set forth in and reconciled with 
the National Prosperity Budget. If the President alone cannot accomplish 
this, legislation should require it. The Congress should declare that the 
monetary policy be geared to overall national economic policy. 

( 3) The Congress should declare its general intent that the Federal 
Reserve System should support Treasury financing sufficiently to assure 
orderly marketing at reasonably low fnterest rates. 

( 4) The Congress should restore the authority of the Federal Reserve 
System to use selective controls (including consumer credit and housing 
credit), because general control of money and credit is too blunt to promote 
economic balance, to serve national needs, and to avoid gross injustice. 

(5) In debt management, bonds with callable features should be 
stressed, to enable benefitting by any future interest rate drops. Auction 
methods, applicable to Treasury bills, should be applied to long-term issues. 
The 4Y<I percent ceiling on long-term bonds should not be abandoned. 

This study has been directed by Leon H. Keyserling, with the assist-
ance of Mary Dublin Keyserling, Lawrence A. Leonard, and Philip M. Ritz. 
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IT. The General Philosophy Of Tight Money 
There are two main schools of economic policy in the United States, 

as they bear upon monetary policy, and the basic differences between 
them have always been plain. 

The liberal school 
The so-called liberal school gives top priority to "maximum employ-

ment, production, and purchasing power"-the goals of the Employment 
Act of 1946. This school believes it desirable always to hold unemployment 
of plant and manpower to a minimum. And this requires a high enqugh 
rate of economic growth to absorb a steadily growing labor force and a 
rapidly accelerating productivity and technology. 

The liberal school believes that all groups should join in our general 
economic progress: But on grounds of both economic performance and 
social justice, this school places special emphasis upon positive policies to 
help the great majority of the people .who are in the middle- and low-
income groups. This emphasis, by combatting the tendency of consumption 
to fall behind our power to produce, helps the whole economy. This 
economic philosophy is called "watering the tree at its roots." 

The liberal school is deeply concerned about protection of the 
dollar and prevention of inflation. But ultimately it seeks to protect 
human beings. It looks not only at whether the dollar is getting bigger 
or smaller, but also at how many dollars there are and who is getting them. 
In its stress upon high economic growth and sustained maximum employ-
ment, this school concentrates mainly upon expanding the real purchasing 
power of the people as a whole. In summary, this school can be said to 
advocate "the economics of abundance." 

The conservative school 
The other school, the so-called conservative school, tends to stand for 

what might be called "the economics of scarcity." It has never become 
fully committed to the goal of "full employment." It has frequently 
asserted that unemployment of manpower, and plant, considerably above 
minimum levels, helps to make the economy work "more efficiently." This 
school is opposed to large depressions. But it believes that smaller 
recessions have "a corrective value," or at least it hesitates about taking 
action quickly against these smaller recessions. 

The so-called conservative school also differs from the liberal school 
regarding income distribution. It leans toward "watering the economic 
tree at •the top," in the belief that favoring the higher economic groups who 
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"save and invest" will be most beneficial to the whole economy in the long 
run. It thus neglects the fact that the production which results from invest-
ment must be sustained by consumption. This school states vehemently 
that it favors protection of the value of the dollar and prevention of infla-
tion. But the policies which it adopts toward this end frequently boil down 
to doing relatively more for those who have more dollars, and for those 
engaged in the business of managing dollars. 

The liberal approach to the money supply 
The liberal school recognizes fully the need for the management of the 

money supply which the Federal. Reserve System conducts. It recognizes 
that money policy, like other economic policies, must be adjusted to chang-
ing circumstances. It recognizes that the money supply can be expanded 
either too rapidly or too slowly for the good of the economy, and that 
there are times when restraints should be imposed and other times when 
an expansionary policy should be pursued. 

The liberal school's criticism of the money policy in recent years may 
be summarized briefly. In general, this school believes that the restraints 
upon the money supply have been excessive in recent years, and that this 
has worked against economic growth and reasonably full employment. It 
believes in a more selective control of money and credit, because the 
economic situation in recent years and even now calls for restriction of 
some lines of activity and stimulation of others to achieve balanced 
economic development. 

More important still, the liberal school believes that the money policy 
must be made an essential part of an overall national economic policy, 
which includes spending policies, tax policies, and many others. It believes 
that, during recent years, operations of the Federal Reserve Board inde-
pendent of the President and of the Government generally have resulted in 
erroneous money policies, and have also neglected vigorous attention to 
other economic policies of equal or even greater importance. 

The conservative approach to the money supply 
The conservative school, in contrast, has generally supported the 

excessively restrictive money policies of recent years. That this has been 
conducive to only a low annual average rate of economic growth, and has 
not been consistent with maximum employment and production, does not 
disturb the conservative school, which is not really convinced that a fully 
active economy is desirable. This school is not concerned that the money 
policy in recent years has tended to redistribute incomes upward, because 
it believes in "watering the tree at the top." The conservative school inclines 
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to oppose the incorporation of money policy within the framework of over-
all economic policy. It welcomes the undue influence which a so-called 
independent money policy places in the hands of the money managers. And 
that the tight money policy encourages rather than discourages inflation has 
thus far escaped the champions of this policy. 

The champions of tight money favor rising interest rates 
During periods when rising interest rates have manifestly been in-

jurious, the spurious argument has been advanced that the Federal Reserve 
System, and the actions of the national Administration in basic support of 
Federal Reserve policies, have been responsible for tight money but 
.not .for rising interest rates. The rising interest rates, so it is claimed, have 
resulted from the "laws of supply and demand in a free market." It has 
even.been said that the great and powerful Government of the United States 
has had to pay whatever interest rates lenders have exacted in return for 
their magnanimity in lending the Government money. 

It is strange indeed to accept responsibility for the tight money policy, 
while disclaiming responsibility for the rising interest rates which are the 
inevitable consequence. Cutting the money supply increases its price. 

Besides, the disclaimer itself is highly inconsistent. For when the 
champions of the tight money policy first set upon their course, they 
argued vehemently and consistently for rising interest rates. They said 
that interest rates were abnormally and artificially low, and thus penalized 
"thrift" for purposes of "investment." They insisted that higher interest 
rates would be more equitable, contribute to economic growth by furnishing 
incentives for investment, and help to stabilize prices. 

The Federal Reserve System and the national Administration have 
been indulging in a "heads I win and tails you lose" propaganda campaign. 
They have proudly claimed credit for rising interest rates when they tem-
porarily seemed of some doubtful value, and disavowed responsibility for 
them when in the long run they have palpably done so much damage. 

Tight money anywhere means tight money everywhere 
The tight-money-rising-interest-rates policy, applied to borrowings by 

the Federal Government, has necessarily influenced borrowing by State 
and local governments and by private businesses and individuals. 

The Federal Reserve System also powerfully affects, if indeed it 
does not completely control, the availability of funds for public and 
private borrowing throughout the Nation. Moreover, there are well-
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recognized margins bdween the rates at which the Federal Government 
borrows money and the rates at which others borrow. An upward move-
ment in interest rates on Federal borrowings tends to propel interest rates 
upward everywhere. 

In addition, the tight-money-rising-interest-rates policy has been re-
flected in the behavior pattern of other national instrumentalities, for ex-
ample, various housing agencies and the Federal Home Loan Bank System. 
It has even been encouraged by some legislation. And all of these economic 
and financial factors have been aided by the psychological results of the pro-
paganda to the effect that the tight-money-rising-interest-rates policy is 
good for the country. 

All of this has become apparent as the money managers, once having 
opened the Pandora's box, have urged the lifting of one interest rate ceiling 
after another in order to "equalize" interest rates. 

Just how much damage have the money managers done? 
It is impossible, in a complex economy, to weigh exactly what part of 

the damages to the economy and the well-being of the people have been 
attributable to the tight-money-rising-interest-rates policy, as against 
damages attributable to other ill-conceived policies. 

But this refined · distinction is not really essential, because the same 
economic philosophy responsible for the tight-money-rising-interest-rates 
policy has been responsible for the other ill-conceived national economic 
policies. These policies hold that scarcity is more desirable than abundance, 
and that in the face of scarcity the well-positioned should be allowed to 
get what they can at the expense of those more vulnerable. 

An outstanding example of this sca.rcity philosophy has been the 
Federal Budget policy, vainly striving to balance the Federal Budget by 
creating a scarcity of vital domestic programs and national defense. 
Another example is the national policy which has made farm income more 
and more scarce. Still another example is the inflexible opposition to the 
expansion of social security, aids to education and health and housing, 
resource development, and improved minimum wage laws-all of which 
would help to lift the purchasing power of the people so as to call forth 
fully the .abundant productive powers of the Nation. And the scarcity 
policy has found its peak in the repeated efforts to "fight inflation" which 
have translated prosperity into stagnation or recession-which mean 
essentially a scarcity of employment, production, and purchasing power. 
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III. The General Impact Of Tight Money 
Since World War II 

The misreading of war-created inflation to "justify" tight money 

Among those clamoring for a return to the tight-money-rising-interest-
rates policy immediately after World War II, the banks and other financial 
institutions were naturally in the lead. The bankers, whose ownership 
of United States Government obligations had increased by about 100 billion 
dollars during the war, were understandably predisposed toward higher 
interest .rates. They argued that the interest rate structure had been driven 
"artificially" lower since the early New Deal. And especially, they argued' 
that the rigid "pegging" at low levels of the interest rates on Federal 
obligations in the war year 1942, combined with general stabilization of 
intere-st rates by Federal Reserve "support" (purchases) of Treasury 
issues, made the Federal Reserve System an_ "engine of inflation." To 
justify this claim, they cited the price inflation during World War II an·d · 
immediately thereafter. 

These citations ignored the fact, entirely clear now as a matter of 
hindsight, that both the wartime inflation and the immediately postwar 
inflation were due primarily to causes more basic than money policy. Dur-
ing the war era 1939-1945, the inflation was due essentially to these 
factors: abnormal pressure upon all of our productive resources; an entirely 
extraordinary overall economic growth rate of about 9 percent a year in real 
terms; Federal deficits averaging more than 60 billion dollars a year 
(measured in 1959 dollars); and Federal outlays rising more than 50 per-
cent a year. Some earlier wars in our history produced even more inflation 
than World War II, before there was any Federal Reserve System to be 
called. an "engine of inflation." 

To be sure, the money supply during the war years 1939-1945 ex-
panded at the extraordinary average annual rate of more than 15 percent.* 
But this was essential to float the vast and unparalleled economic expansion 
which was imperative to win the war. A substantially slower expansion of 
the money supply during the war would have been responsive only to the 
clamor of those who would have run the risk of losing the war by regarding 
"inflation as a greater danger than Hitler." 

* In this study, the term "money supply," unless otherwise indicated, means 
total demand deposits (excl usive of U.S. Government deposits), currency outside 
of banks, and time deposits. 
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F!Irther, the Treasury had to borrow about 200 billion dollars during 
the war, of which only about 50 billion were loaned to the Government by 
individuals. The balance was ioaned mostly by banks, which acquired these 
holdings virtually without cost to their stockholders. The banks "paid for" 
these bond holdings merely by setting up on their books "credits to the 
Treasury." To have allowed interest rates to soar on such holdings would 
have been unjust enrichment to the nth degree, and would certainly have 
done nothing to help hold down wartime inflation-which in fact was held 
down surprisingly well by other methods. 

The misreading of reconversion 
inflation to "justify" tight money 

The reconversion inflation during the years 1945-1948 was due 
primarily to the same causes as inflation after. other wars, intensified by 
the unparalleled size of World War II. Moreover, the inflation during this 
reconversion period, several times as rapid as during World War II, was 
aggravated by (a) the conservative school's effective opposition to a suffi-
ciently high level of taxation during the war, which left too much purchasing 
power in private hands immediately after the war, and (b) the conservative 
school's effective support of the premature abolition of the direct controls 
during the reconversion period . This inflation was certainly not occasioned 
by money policy. The average annual expansion of the money supply dur-
ing this period was only about 4 percent, representing a tremendous reversal 
of the highly expansionary money policy during World War II. 

Tight money and the 1949 recession 

While the tight money policy got off to an early start after World War 
II, the first postwar recession-in 1949-appears not to have been due 
substantially to monetary causes. The main causes included a sharp con-
traction of Federal spending during 194 7-1949 for the first time in many 
years; a severe drop in farm income; a slowdown of demand for durable 
goods and housing; and most important of all, a more rapid growth in 
productive facilities than in consumption resulting from unsound wage-
price-profit relationships. 

However, the sharp contraction in the rate of expansion of the money 
supply after 1945 was probably too severe. There was a fairly rapid increase 
in interest rates on short-term business loans between 1947 and 1949. The 
sharp rise in bank reserve requirements in 1948-a method of tightening 
up on money-may well have contributed to this recession. 
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The Korean war and the "accord" of March 1951 

The recession of 1949 had some restraining effect upon the tight-
money-rising-interest-rates school. But the inflation during the first years 
of the Korean war was again misinterpreted to strengthen this school. 
And in this drive, the financial community was emboldened and assisted by 
the open cooperation of the Federal Reserve System, which increasingly 
asserted its "independence" of the national Administration. 

The Korean war inflation, occurring during 1949-1951, was due 
neither to excessive general pressures upon our productive resources similar 
to those during World War II, nor to an unusually expanding money supply. 
Actually, the expansion of the money supply during these years was un-
usually low in relation to the expansion of total national production. 

The inflation in 1950 and 1951 was due almost entirely to speculative 
and anticipatory price increases, especially surrounding the Chinese entry 
into the war. This is substantiated by the fact that industrial and wholesale 
prices stabilized before the historic "accord" of March 1951 between the 
Federal Reserve Board and the Treasury began to make itself felt. 

Under this "accord," the Federal Reserve Board and a Treasury 
under severe duress formalized the far-reaching policy shifts which had 
commenced several years earlier. The Federal Reserve System openly 
abdicated the general responsibility to stabilize government securities by 
purchasing them in the amounts required to maintain a generous money 
supply and low interest rates. . Since then, with some temporary ups and 
downs, the money supply has been tight and interest rates have trended 
sharply upward. 

Tight money and the 1953-1954 recession 

The recession of 1953-1954, more serious than that of 1949, was far 
more substantially attributable to the tight money policy, although other 
powerful factors were also at work. As already indicated, by the time of 
the 1951 "accord" it was clear that an inflation due to other than money 
causes was abating for reasons other than money causes. Consumer price 
increases from 1951 to 1952 were less than one-third as great as during the 
preceding year. Prices stabilized in general around the middle of 1952, and 
declined somewhat in late 1952 and early 1953. And by early 1953, after a 
considerable period of "leveling off" in most economic indicators, reces-
sionary trends were clearly in the making. 
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Despite these trends, in late 1952 and early 1953 the Federal Reserve 
System intensified the tight money policy in its crusade against an inflation 
which no longer existed. This action was perversely at loggerheads with the 
realities of economic developments, but entirely consistent with the tone 
of the 19 52 campaign of those who became the new national Administra-
tion. By the end of 1952, member bank reserves were tighter than at any 
time since 1932. Interest rates, which had jumped rapidly during the first 
year of the Korean war but tended to level off thereafter, shot upward 
again. And with the aid of these misguided policies, more than a full year 
of economic recession commenced in the middle of 1953, and the pre-
recession level of total output was not reached until early 1955. 

Belatedly and insufficiently in the middle of 1953, the Federal Reserve 
System began to loosen the money supply by lowering reserve require-
ments, and this was repeated twice in the middle of 1954. But it was 
not until February 1954 that Federal Reserve Bank discount rates were 
lowered. And economists in general would agree that the 1954 tax cuts 
and the programs built into the economy during the New Deal were far 
more important in reversing the 1953-1954 recession than the changes 
in the money policy. In any event, it is hardly wise to help create a 
recession in order to gain an opportunity to help to overcome it. 

Tight money, economic stagnation, and the 1957-1958 recession 

Beginning in 1954 and extending into the spring of 1955, the economy 
as a whole made a vigorous recovery, paced by a swelling volume of private 
investment and increasing sales of consumer durables-especially auto-
mobiles. But there were many signs of unevenness in this boom, and these 
intensified during the two-year period from early 1955 through early 1957. 

In fact, this two-year period was not a period of high or even satis-
factory economic growth, nor of classic inflation resulting from excessive 
pressure upon productive resources. Instead, this was a period marked by 
an emerging economic stagnation, rising unemployment of plant and man-
power, and selective rather than general inflation. Some prices were rising 
while others were falling. Some incomes were rising relatively too fast, 
while others were rising too slowly or actually declining. 

To illustrate, public outlays were not rising rapidly enough to meet 
essential public needs, nor to play their necessary part in the maintenance 
of maximum employment and production. Housing construction, par-
ticularly sensitive to tight money, commenced to decline after the third 
quarter of 1955. Key investment in producers' plant and equipment was 
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pro~cding at a hectic boom pace, getting further and further ?ut of ~ine 
with consumer incomes and spending, which were not advancmg raptdly 
enough to keep up with our increasing ability to produce. 

In the overall , the economy grew only about 2 percent from 1955 to 
1956, evidencing virtual stagnation. It slowed down still more from the 
middle of 1956 to early 1957; unemployment of plant and manpower be-
came disturbingly high; and surpluses of goods or unused productive 
facilities were practically everywhere in plain view. 

During the same two-year period, trends In incomes and prices were 
similarly diverse. While the profits of prime investors zoomed, wages rose 
too slowly in real terms to help sufficiently in the expansion of consumption, 
and farm income continued its very large decline. The new and very large 
price inflation during this period was also selective. The rise in wholesale 
prices was composed of sharply rising industrial prices and rapidly falling 
farm prices. Consumer prices moved upward at the very high annual 
rate of about 21h percent. This upward movement gained momentum 
after Aprif 1956, when general stagnation had become apparent, and did 
not reflect an excessive overall demand. Instead, both industrial and con-
sumer price increases reflected "administered" price action even in the face 
of deficient production and sales. Some of the price increases, moreover, 
such as in housing, were aggravated by the mistaken retrenchment policy 
with respect to public outlays. 

It was during this two-year period of emerging stagnation and reces-
sion that the Federal Reserve System again intensified its tight-money-
rising-interest-rates policy, and propagandized this once again as a "war 
against inflation." Instead of recognizing the unevenness in the economy 
and the selective nature of the new inflation, or asking Congress for the 
tools needed to correct these difficulties, the Federal Reserve again relied 
upon the blunderbuss instrument of general monetary controls. 

During 1955-1957, the average annual expansion of the money supply 
was only 2.5 percent. This contrasted sharply with the period 1952-1955, 
when this expansion had averaged 3.6 percent during a period of moderately 
high economic growth with virtual price stability. Between April 1955 and 
August 1957, the Reserve discount rate increased from 1 ~ percent to 
31h percent. The interest rate on Treasury bills rose from a low of less than 
0. 7 percent in June 1954 to more than 3 ~ percent in October 1957. This 
tight-money-rising-interest-rates policy intensified all of the distortions 
within the economy. It repressed the portions of the economy which were 
advancing too slowly before it touched those which were advancing too 
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rapidly. It swelled the wrong incomes and shrunk the wrong incomes. It 
literally coaxed the recession to take place.* 

During the first half of 1957, appearing before the Senate Finance 
Committee, the Federal Reserve Board still insisted that the inflation was 
due to the high or extensive level of overall demand. It urged that the 
tight-money-rising-interest-rates policy was still needed to encourage con-
sumers to spend less and to promote a larger volume of savings so that 
business could invest still more. It is interesting to note that a year later, 
before the same Committee, the Federal Reserve Board reversed its course, 
saying that the recession had been due in large measure to an inordinate 
investment boom getting out of line with the consuming power of the 
country. 

In the middle of 19 57, by far the most severe general economic 
recession since World War II commenced. But it was not until mid-Novem-
ber 1957 that the monetary authorities woke up and reduced the discount 
rate by the exceedingly small amount (measured against the previous rise) of 
only ~ percent. In early 1958, there were substantial and badly needed 
reductions in the discount rate, reductions in reserve requirements, and 
increased open market operations-all pointed toward a more rapid ex-
pansion of the money supply. These actions (though less effective than the 
reform programs of the 1930's built into the economy) had some effect 
upon the reversal of the recession which the money managers had helped 
to create. 

Tight money rides agam: the economic outlook now 
The next major manifestation of the tight money crusade occurred 

during the years 1958-1960. Undaunted by the consequences of its 
crusade preceding the most recent recession, the Federal Reserve System 
insisted that it had acted tardily and inadequately before that event, which 
leads one to wonder how much bigger a recession it wanted than the one 
which actually occurred. 

And the Federal Reserve System was determined not to make th" 
same "mistake" again. In August 1958, discount rates were increased, and 
interest rates began their most rapid and sustained spurt since the well-
remembered years 1927-1929. This policy shift by the money experts came 
during the month when unemployment was at its post-war peak, aggregating 
5.2 million or about 7.5 percent of the civilian labor force (seasonally 
adjusted). Throughout 1959, the tight money crusade and other national 
economic policies directed against satisfactory economic growth and maxi-

* For a fuller discussion, see "The Recession"-Cause and Cure, published by 
The Conference on Economic Progress in June 1958. 
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mum employment of manpower and plant continued relentlessly. Thus far 
in 1960, any abatement of these policies has been minor. 

Curiously, in March 1959, one of the top experts in the Federal 
Reserve Board published a letter in a leading newspaper. He stated that 
the experience of recent years should have taught us that the imposition of 
general monetary restraints could not get at the types of selective inflation 
from which we have been suffering. He said that such restraints could 
succeed only in stunting economic growth and aggravating unemployment. 
But this letter seems to have had no effect upon the theory or practice of 
the agency in which he serves. 

The damaging results of this latest phase of the tight-money-rising-
interest-rates crusade are overwhelmingly apparent, even though still 
another recession is not yet upon us. Indeed, some of those associated 
with the money policy have been assuring us recently that the next recession, 
instead of occurring in late 1960, may well be "delayed" until 1961 or 
even a bit later. 

In May 1960, total production of durable goods was lower than a year 
earlier. In early June, the steel industry was operating at only about 60 
percent of capacity and threatening to move still lower. During the first 
half of 1 960, unemployment, measured as a percentage of the civilian labor 
force , was about 60 percent higher than in 1953 despite the recession 
which started in the middle of that year. 

Yet, the monetary authorities are still preening themselves upon avoid-
ing the "mistakes" which they made during 1955-1957, instead of observing 
the real nature of those mistakes and benefiting accordingly. 

With this general review as a starting point, the following chapters 
will detail step by step the damaging consequences of the tight-money-rising-
interest-rates policy. These chapters will portray the increased burdens 
upon public budgets at all levels of government; the increased burdens upon 
private business and individual borrowers; the vast transfer of national 
income in the wrong direction; the public and private benefits which might 
have accrued if similar amounts of income had been used for more worthy 
purposes; the damaging effects upon the overall economy, including their 
immense domestic and worldwide significance ; the inflationary conse-
quences of this "crusade against inflation"; the magnitudes of the further 
injuries which will be inflicted if the policy is not promptly changed; and 
the practical changes in policy which should be initiated at once. 
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IV. Increased Public And Private Interest Costs 

Sharply rising interest rates on Federal borrowings have represented 
in recent years the most inexcusable kind of rising cost. 

Other borrowers may pay higher interest rates for reasons entirely 
beyond their control. But this is not true of the Federal Government. The 
rising interest costs borne by the Government in recent years have reflected 
deliberate decisions of national policy.* The rising costs have been no more 
unavoidable than a decision by the Federal Government to enlarge any 
other expenditure. 

The only real diffierence is this: Unlike decisions to enlarge other 
types of expenditures, the decision to pay higher interest rates has served 
no conceivable public purpose. Enlarged expenditures for additional or 
more highly qualified personnel may increase efficiency or serve new and 
essential programs. Enlarged expenditures for national security may reduce 
the perils confronting the Nation. Enlarged expenditures for roads or darns 
or education may manifestly be beneficial. Even enlarged expenditures 
for special groups, such as the unemployed or the aged, represent an 
accepted public responsibility and are helpful to the whole economy. 

But in paying out more and more interest on its new borrowings, the 
Federal Government has added nothing to efficiency; expanded no useful 
program; shouldered no commonly acknowledged public responsibility; 
added nothing to the national wealth; and merely used the taxpayer's money 
to pay unearned bounties to those in no need of public assistance. 

A rising Federal debt occasioned by the defense of the country may be 
more than worthwhile. A Federal deficit incurred to put idle men to work, 
and thus to add to national production, is a sound outlay. But increased 
interest .payments which have added to public debts and deficits have had 
no counter-balancing merit whatsoever. 

These principles are not universally applicable; rising interest rates 
sometimes may be unavoidable or even desirable. But this has not been 
true in recent years . And these principles are doubly applicable now. For 
never before in history (except during the first neglectful years of the Great 
Depression) has the Federal Government so insistently as in recent years 
proclaimed that it "could not afford" the things that the Nation needs most. 
And never before has national policy been so predisposed to find ways to 
"afford" to pay out more and more in interest bonanzas. 

* See Chapter II. 
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Cost to Federal Government of rising interest rates 
Comparing 1959 with 1952, the interest rates on new borrowings by 

the United States Treasury went up 52 percent in the case of long~term 
bonds, and 103 percent in the case of three- to five-year issues. On short-
term new borrowings, the rate of interest went up 93 percent in the case 
of three-month bills, and 127 percent in the case of nine- to twelve-month 
issues. To grasp the fantastic size of this deliberate inflation of interest 
rates, it should be noted that consumer prices, about which the national 
Administration talked so much but did so little, went up 9.8 percent during 
the same period of time. 

These higher interest rates do not yet apply to the whole Federal 
public debt, because a large part of it still represents borrowings made 
before 1953 and not refinanced since then. Nonetheless, the average interest 
rate on the total outstanding Federal public debt was 28 percent higher in 
1959 than in 1952. This represented an annual advance averaging 3.6 
percent, or almost three times as fast as the average annual advance in 
consumer prices over the same period of time. 

In 1959, the actual interest charges on the Federal debt were more 
than 1.8 billion dollars higher, and during the seven years 1953-1959 
inclusive more than 5 billion higher, than if interest rates had been main-
tained at the 1952levels. 

Further, these figures somewhat understate the excess interest costs, 
because they are derived by applying the interest rate increases since 1952 
to the actual Federal public debt from 1953 through 1959. Allowance 
could also be made .for the fact that the rising interest rates in themselves 
added to the increases in the debt during this period. 

Costs to States and localities of rising interest rates 
The same national policies which have pushed up the interest rates 

on Federal borrowings have also pushed up the interest rates on State 
and local borrowings. Comparing 1959 with 1952, interest rates on new 
general obligation bonds issued by State and local governments rose 68 
percent. The average interest rate on total debts at these two levels of 
government (including older debts not yet affected by the rising interest 
rates) rose about 16 percent. Due to this, the excess interest costs (costs 
in excess of those which would have resulted at 1952 interest rates) were 
about 300 million dollars in 1959 alone, and about 550 million during the 
seven years 1953-1959 inclusive. 
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In many ways, the tight money policy has imposed more hardship upon 
the States and localities than upon the Federal Government. The tight 
money policy has merely forced the Federal Government to pay higher 
interest rates. But it has forced the States and localities, not only to pay 
more for what they borrow, but also to forego a substantial amount of 
borrowing for essential purposes. 

The States and localities operate under much more severe financial 
restrictions than the Federal Government, with regard to their powers to 
tax, to borrow, and to spend. And within these limits, the State and local 
governments have been trying much harder in recent years to meet their 
responsibilities than has the Federal Government. Comparing fiscal 1958 
with fiscal 1952, Sta·te and local governments increased their expenditures· 
about 74 percent, while Federal Government expenditures increased only 
1 0 percent. The debts of the States and localities multiplied more than 
three-fold during the decade fiscal 1948 to fiscal 1958, while the Federal 
debt* increased less than one-tenth during the same period. 

It has been profoundly unjust for national policies to impose rising 
interest rates upon State and local governments, even while the national 
Administration has insisted that these ·two levels of government bear an 
increased share of responsibility for essential domestic programs. 

Costs to private borrowers of rising interest rates 
The tight money policy has also forced up interest rates on private 

borrowings. The total interest-bearing private debt is estimated to have 
risen from almost 238 billion dollars in 1952 to more than 439 billion 
in 1959. Meanwhile, the average interest rate on total outstanding interest-
bearing private debts is estimated to have risen by about 13 percent. In 
consequence, private borrowers made excess interest payments of more 
than 4~ billion dollars in 1959 alone, and excess interest payments of 
about 17~ billion during the seven years 1953-1959 inclusive. 

Total costs, public and private, of rising interest rates 
Looking at all forms of debts-both public and private~the average 

interest rate on all outstanding interest-bearing debts in 1959 was about 29 
percent higher than in 1952. The excess interest payments, resulting from 
interest rates above the 1952 levels, were more than 6~ billion dollars in 
1959 alone, and more than 23 billion dollars for the seven years 1953-1959 
inclusive. 

The following charts illustrate this discussion. 

* Gross public debt and guaranteed securities. 

19 



INTEREST RATES ON NEW BORROWINGS 
BY U.S. TREASURY,I952-1959 

Calendar Years 

5.-----------------------------------------, 
Percent 

/ 
9-12 Month 

Issues 

Long-Term 

PERCENTAGE RISE IN INTEREST RATES 
ON TREASURY BORROWINGS, 1952-1959 

!MONTH 
BILLS 

i 9-12MONTH 
i ISSUES 
I 
I 
I 
I UP 

127".4 

Calendar Years 

3-5 YEAH ~ LONG-TEHM 
ISSUES ! BONOS 

I 
I 
I 
I 
I 
I 

UP l 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I l UP 

! UP i 1a 
Average Total : Average Total 
Annual Increase : Annual Increase 

Increase • Increase 

20 

CONSUMER 
PH ICES 

UP 
UP 10".4 

1.3% 18!!!!!1 
Average Total 
Annual Increase 

Increase 

AVERAGE INTEREST RATES ON 
FEDERAL PUBLIC DEBT, 1952-1959 

Calendar Years 

INTEREST RATE TREND 

2.2 r---------------------------1 

2.0 :-:------:-:=-:--'----l.--__l. __ _L __ _j_ __ _J 

1952 1953 1954 1955 . 1956 1957 1958 1959 

PERCENTAGE 
INCREASE 

UP 
28% 

Increase Increase 

1952-1959 

COST OF RISING INTEREST RATES 
TO U.S. GOVERNMENT, t952-1959 

Calendar Years 

TOTAL INTEREST-BEARING 
. U.S. PUBLIC DEBT 

·285 
Billions of Dollars 

255 C......,_L.._.......____L---l._.L__..L__j 

1952 '53 '54 ~5 '56 '57 '58 '59 

NOTE ' All f igures relate to total amounts outstanding 

21 

DOLLAR COST OF RISING 
INTEREST RATES 

8 .5,.---------. 
Billions of Dollars 



INTEREST RATES ON NEW BORROWINGS 
BY STATE AND LOCAL GOVTS, 1952-1959 

Calendar Years 

INTEREST RATE TREND 
4 ,O r;:;:P•=rce::;-nt----;-:( G-en-er-:-al 0-:-:-b::--lig--:-oti-an=:-8 o-nd~s=) -=-=--------, 
3. 6 1----------~~------J~ 

3. 2 1---------~~---___.j 

2.8 1----~~--------=~--------1 

2.4 ~/-:____:~~=--------1 
2.0 L____j_ _ __t_ _ _l___.L_____l _ ___L _ _j 

1952 1953 1954 1955 1956 1957 1958 1959 

PERCENTAGE 
INCREASE 

UP 

UP sa•, 

Av. Annual Total 
Increase Increase 

1952- 1959 

INTEREST RATES ON TOTAL DEBT 
OF STATE AND LOCAL GOVTS,I952 .. 1959 

Calendar Years 

INTEREST RATE TREND 
3.0 r::-------__:_-=--=-~--~ 

Percent 

2. 8 f------------~-~.011'1 

2.6 f----------=--~~~=---1 
2.4 ~-~-~~~~___.,.,.=-_____ j 
2 . 2 - - --- - ---------l 
2 . 0 _ ___._ _ _.____J.______L _ __t_ _ _L___J 

1952 1953 1954 1955 1956 1957 1958 1959 

PERCENTAGE 
INCREASE 

UP 
16"1. 

COST OF RISING INTEREST RATES 
TO STATE AND LOCAL GOVTS, 1952-1959 

Calendar Years 

TOTAL INTEREST-BEARING 

70
STATE AND LOCAL DEBTS 

Billions of Dollars 

601---------~~ 

501-------~~-~ 

40t---~~'-----~-~ 

30,.....-----

20'--~~~--'-------'----'-__J 

1952 '53 '54 '55 '56 '57 '51! '59 

22 

DOLLAR COST OF RISING 
INTEREST RATES 2.0 r---'-'-"--'--=--.:..::=-=-:..___:_:_:_.:.:...=.-=---~ 

Bill ions of Dollars Actual interest 

1.5 Excess Interest charge "'-
cost: 

$546 Million 
1.0 f-'----~~'-----+---~ 

0'--~~~--'-------'----'-__J 

1952 '53 '54 '55 '56 '57 '5 8 '59 

INTEREST RATES ON TOTAL INTEREST-
BEARING PRIVATE DEBT,I952-1959 

Calendar Years 

INTEREST RATE TREND 
IO.O r::-Po-rce-:-nt~------------, 

9.5 t-------------- -i 

8.0 t--------- ------i 

7.5 '------'------'---'---..l______JL_____L _ _j 

1952 1953 1954 1955 1956 1957 1958 1959 

PERCENTAGE 
INCREASE 

UP 

UP 
13% 

Av.Annual Total 
Increase Increase 

1952-1959 

COST OF RISING INTEREST RATES 
TO ALL PRIVATE BORROWERS, 1952·1959 

Calendar Years 

TOTAL INTEREST-BEARING 
PRIVATE DEBT 

450,--------~ 
Billions of Dollars 

DOLLAR COST OF RISING 
INTEREST RATES 

45 ~--:-------=-.:.___----, 
Billions of Dollars 

401------

200 15 '---'----'-_L._----'-----'.____JL___J 
1952 '53 '54 - '55 'ss '57 '58 • '59* 1952 '53 '54 '55 '5s '57 '58 '59 

• Preliminary esti'mote by Conference on E nomic Progress 

23 



AVERAGE INTEREST RATES ON TOTAL 
PUBLIC AND PRIVATE pEBT$, 1952-1959 

Calendar Years 

INTEREST RATE TREND PERCENTAGE 
INCREASE 

UP 
3.7% 

UP 
29'1. 

4.5 L__ _ __J___--L... _ __L__.,....L _ ___JL___.L.___j 

1952 1953 1954 1955 1956 1957 1958 1959 Av.Annuol Total 
tncr1~~~ -l~n~~eose 

TOTAL PUBLIC AND PRIVATE COST 
OF RISING INTEREST RATES,I952-1959 

Calendar Years 

TOTAL INTEREST-BEARING 
PUBLIC AND PRIVATE DEBTS 
800.----------

Billions of Dollars 

500 L__--L...___L_..l....__j___.l_..l....__J 

1952 '53 '54 '55 '56 '57 '58 '59 

24 

DOLLAR COST 
OF RISING INTEREST RATES 
60 

Billions of Dollars 

20~~-L-~~-L-L-~ 

1952 '53 '54 '55 '56 '57 '58 '59 

V. Increased Interest Costs To Home Owners, 
Consumers, Farmers, And Small Business 

The increased private interest costs imposed by the tight money policy, 
portrayed in the previous chapter, have been particularly burdensome to 
those groups who cannot avoid borrowing money, whose moderate or low 
incomes make every dollar which they spend count heavily, and who are 
generally vulnerable to unfavorable economic developments. 

Increased interest costs to home owners 
Comparing 1959 with 1952, the estimated effective interest rate (allow-

ing for changes in discount practices) on homes insured by the Federal 
Housing Administration rose from 4.28 percent to 5.68 percent, an interest 
rate increase of 33 percent. The interest rate rise was 30 percent for homes 
insured by the Veterans' Administration, and about 14 percent for con-
ventional housing. Meanwhile, the estimated outstanding debt contracted 
since 1952 on these three types of housing rose from slightly above 15 
billion dollars at the end of 1953 to almost 117 billion at the end of 1959. 
The occupants of these three types of housing paid almost 2 billion dollars 
more in interest than they would have paid if interest rates had been main-
tained at the 1952level. 

If the general economic policies of recent years including the tight 
money policy should be continued, including their impact upon home 
building, it is estimated that outstanding debts contracted on these three 
types of housing since 1952 would rise to more than 185 billion dollars by 
1965, and that interest rates would continue to rise appreciably. In this 
event, home owners would pay about 8lh billion dollars in excess interest 
rates during the six years 1960-1965 inclusive, or a total of 10.4 billion in 
excess interest rates during the thirteen years 1953-1965 inclusive. 

Without looking to the future, what has already happened is bad 
enough. Comparing a $10,000 new home mortgage under the National 
Housing Act contracted in 1960 with one contracted in 1952, the total 
principal and interest payments of the home owner would be about $876 
higher over the life of 10-year mortgage, and more than $3,300 higher 
over the life of a 30-year mortgage.* In the latter instance, average excess 
interest payments of about $110 a year are approximately equivalent to a 
sales tax of more than 7 percent on the average total food expenditures 
of the average family living in a $10,000 home. 

* This conservative estimate does not allow for possible or probable discounting. 
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Damage to housing in general and to the whole economy 
The tight-money-rising-interest-rates policy, as applied to housing, is 

not only hurting those home occupants who pay the higher rates . It is 
hurting those who cannot obtain the new homes they need because of the 
curtailment of credit or its excessive costs. And it is hurting the whole 
economy very seriously. The level of home building has been and is still 
being held far below the levels required for a satisfactory rate of general 
economic growth and maintenance of reasonably full employment of man-
power and other productive facilities. 

The new technology and the new automation, displacing workers in 
great numbers from various industrial occupations, mean that a home 
building program averaging annually in the neighborhood of twice the 
recent levels is essential to help prevent rising unemployment of plant and 
manpower, In addition, a home building program of this size is needed 
to take care of new family formation, and to make satisfactory inroads upon 
slums and other substandard housing in urban and rural areas. 

For this kind of housing program to get started and keep going, most 
of the new housing must be geared to the needs of middle- and low-income 
families. This requires, among other things, a downward rather than 
upward movement in interest charges and other financing cos•ts. 

Housing is therefore a perfect example of how the policies of the 
Federal Reserve System, blunderbuss in nature, have suppressed the types 
of economic expansion which are in greatest need of acceleration, even 
while these same policies have encouraged excessive expansion and specu-
lation in some other fields of activity. 

Increased interest costs to consumers generally 

Taking into account installment credit held by financial institutions 
and by automobile dealers, and single-payment consumer loans, total 
interest-bearing consumer debt outstanding rose from about 20 billion 
dollars in 1953 to about 36 billion in 1959. Combining this with rising 
interest rates, the excess interest costs during the seven years 1953-1959 
inclusive exceeded one billion dollars. If the same general economic 
and money policies should be continued in future, it is estimated that the 
total interest~bearing consumer debt outstanding would rise further to 
about 62 billion dollars by 1965. The excess interest payments, during 
the six years 1960-1965 inclusive, would come to more than 3Y2 billion 
dollars, and the excess interest payments for the thirteen years 1953-1965 
inclusive would total about 4.7 billion. 
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These trends represent a very severe strain upon the middle- and 
low-income families who buy necessary consumer durables on time. Our 
entire economic performance is also seriously affected. As already noted, 
the vast expansion rather than the repression of consumer outlays is vital 
to a satisfactory rate of economic growth and the maintenance of reason-
ably full employment of manpower and plant. 

Increased interest costs to farmers 
The cruel and contrived deflation of farm income in recent years, 

proceeding at an accelerating pace, would be bad enough without the addi-
tional injury of denying to farmers the credit which they so much need and 
making them pay more and more to obtain this credi·t. 

The total outstanding farm mortgage debt rose from less than 7 billion 
dollars in 1952 to almost 12 billion in 1959, and is estimated to rise to 
almost 17 billion by 1965 if current farm policies and general economic 
policies are continued. Coupled wi·th rising interest rates, this has cost 
farmers almost 112 million dollars in excess interest during the seven 
years 1953-1959 inclusive. It is estimated to cost them an additional 553 
million dollars in excess interest during the six years 1960-1965 inclusive, 
coming to a total of about 665 million dollars in excess interest costs for 
the thirteen years 1953-1965 inclusive. 

The systematic deflation of farm income,* of which the tight money 
policy is an integral part, is another prime example of policies which 
deliberately ration income in the wrong direction. These policies not only 
embody economic injustice, but also bear down heavily upon the perform-
ance of the whole economy. Farmers, when they are prosperous, are very 
heavy purchasers of goods and services produced by others. The prolonged 
and growing farm depression is thus a powerful factor in the poor overall 
economic performance. 

Injury to small business 
When credit is restricted by the tight money policy, while those 

who want or need credit are left free to scramble for the short supply 
according to ability to pay, small business is obviously injured out of all 
proportion to big business. In the first place, interest costs loom larger in 
the total costs of small business than in those of big business. Secondly, 
~mall business is much less able than big business 'to pass along rising 
mterest costs to the consuming public through the device of administered 

* Net farm operators' income fell from $15.3 billion in 1952 to $11.8 billion 
in 1959. 
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prices. And thirdly, big business, unlike small business, can to a large 
degree avoid high-cost borrowing by financing a much larger proportion of 
its total financing needs out of retained earnings and depreciation and 
depletion allowances. 

Comparing 1953 with 1959, debts as a percentage of the assets of all 
manufacturing corporations rose from only 22 .3 percent to only 23.6 per-
cent, a relatively small change. But in the case of small manufacturing 
firms with assets under one million, these debts rose from about 28 percent 
to about 36 percent of total assets. 

Looking at firms with assets under one million dollars, their total 
debts outstanding rose from slightly above 4 billion dollars in 1953 to 
about 6 \12 billion in 1959, and are estimated to rise to almost 8 billion by 
1965 if current economic policies are continued. Combined with rising 
interest rates, the excess interest costs to these small business firms have 
been about 149 million dollars during the seven years 1953-1959 inclusive, 
would be about 617 million for the six years 1960-1965 inclusive, and thus 
would total about 766 million for the thirteen years 1953-1965 inclusive. 

The rate of profits after taxes on stockholders' equity, in the case of 
large businesses wi·th assets above 100 million dollars, was above 13 percent 
in a majority of the years 1947-1959, and was 11 percent in 1959. In 
the case of middle-size businesses with assets between one million and 1 00 
million, the rate of profits was above 10 percent in a majority of these 
years, but declined from 17 .5 percent in 1947 to 9.5 percent in 1959. 
And in the case of small businesses with assets under one million dollars, 
the rate of profits was above I 0 percent in only five of these years, and 
declined from 16.3 percent in 1947 to 8.3 percent in 1959. 

Business failures per I 0,000 listed firms rose from 14.3 in 194 7 to 
51 .9 in 1959. More than 90 percent of these failures occurred among small 
businesses with liabilities under 100 thousand dollars. 

The following charts amplify this discussion. 
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10 000 NEW HOME MORTGAGE PAYMENTS t 

UNDER NATIONAL HOUSING ACT (FHA) 
COMPARING 1952 WITH 1960* 

IOYear 
Mortgage 

10 Year 
Mortgage 

1952 

15 Year 
Mortgage 

15 Year 
Mortgage 

MONTHLY PAYMENTS 

20 Year 
Mortgage 

TOTAL PAYMENTS 

*Based on 41 / 4°.4 interest rote in 19 52 and 5 3/4% intentst rate in 1960 . 
Payments exclude insurance premiums . 

30 

25 Year 
Mortgage 

25 Year 
Mortgage 

30 Year 
Mortgage 

1952 1960 

30 Year 
Mortgage 

EXCESS INTEREST COSTS ON 
INTEREST- BEARING CONSUMER DEBTS 

1953-'59 AND PROJECTIONS 1960-'65* 

Installment Credit 
Held By 

Financial Institutions 

Installment Credit 
Held By 

Financial Institutions 

4,172 

TOTAL OEBT Ol/TSTANO/NG 'l 
(Bill ions of Dollars) 

Installment Credit 
Held By 

Automobile Dealers 

.46 . 55 
=vmn fiFWD 

.95 

1953 1959 1965 
(Est.} 

Single Payment 
Consumer Loans 

3 9 6.7 
2. 2 . ~ 

fiR'9' EEl 
1953 1959 1965 

tEst .) 

EXCESS INTEREST COSTS ~ 
(Millions of Dollars) 

Installment Credit 
Held By 

Automobile Dealers 

Single Payment 
Consumer Loans 

352 464 
112 f%8 ~ qm ............ . 

t953-'59 I 1953!55 
1960·'65 

Total Interest· Bearing 
Consumer Credit 

62.0 

19.9 

1953 1959 1965 
(Est.) 

Total Interest· Bearing 
Consumer Credit 

•Project ions based on assumed con1inuotion of interest rote pol icies and general economic trends ,l953- 1959 
!J A11erogt of amoun1s outstand ing at beginnino and end of years shown 
~Excess interest costs based on actual interest rates compared with 1952 interest rates 

31 



EXCESS INTEREST COSTS ON 
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VI. How The Money Could Have 
Been Spent Better 

Why other uses of the money would have been better 
Chapter IV shows that, during the seven years 1953-1959 inclusive, 

the tight-money-rising-interest-rates policy caused borrowers to pay lenders 
about 23 billion dollars more than if the 1952 level of interest rates had 
been maintained. Thus, a deliberate national policy was used to transfer 
this amount of money from certain hands to certain other hands--in short, 
to redistribute approximately this amount of national income or wealth. 

The significance of this fact is not reduced by pointing out that some 
people are both borrowers and lenders, and therefore benefited on the one 
hand while they lost on the other hand by rising interest rates. For we 
know that, on net balance, there are more borrowers than lenders, and that 
a policy which shifts income from the former to the latter shifts income in a 
regressive rather than a progressive direction. 

Nor is it relevant to point out that, because taxes are higher on high 
income people than on low income people, the Government collected some 
extra taxes by helping to shift incomes upward, and that these extra tax 
collections offset some of the cost of the rising interest rates to the Govern-
ment. If this argument had any merit, then the Government should try to 
shift as much of the national income as possible to the top of the income 
structure, in order to collect more taxes. 

As the net effect of the tight-money-rising-interest-rates policy. has 
been severely damaging to the economy as a whole, as well as socially 
iniquitous, and as it has yielded no compensating benefits, it follows that 
the policy on net balance has been utterly without justification. This being 
so, it is entirely appropriate to examine how alternative national policies 
might have transferred approximately the same amount of income in ways 
beneficial to the economy and compatible with social justice. 

How better use of money could have reduced private poverty 
If spread over the entire population, the excess interest costs in 1959 

alone would have come ·to almost 38 dollars on a per capita basis. The 
excess interest costs for the seven years 1953-1959 inclusive would have 
come to more than 137 dollars per capita. The comparable figures, applied 
to families of four, would be more than 151 dollars and almost 549 dollars, 
respectively. 
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No one would seriously propose that the 23 billion dollars redistri~uted 
through the tight-money-rising-interest-rates policy should have been taken 
from some parts of the economy and distributed equally among all the 
American people or all American families. But it might very validly be 
proposed that, instead of distributing 23 billion dollars through the tight 
money policy, it would have been much more sensible to distribute the 
same amount intelligently and progressively through a different set of 
policies. For example, changes in the tax structure, the farm program, the 
social security system, and the minimum wage laws, could have redistri-
buted 23 billion dollars in ways concentrating upon the reduction of poverty 
in America. 

Let us look at how this would have worked out. The 23 billion dollars 
in excess interest costs over a seven-year period comes to about 3.3 billion 
a year. In 1958, there were almost 12 million multiple-person families in 
the United States with annual incomes under $4,000, and the average in-
come of these families was only $2,538. The sum of 3.3 billion dollars a 
years would have been enough to lift the annual income of each of these 
families by $283 , or to lift their average income by more than 11 percent. 

If applied only to the almost 7 million multiple-person families who 
in 1958 had annual incomes under $3,000, and whose average income was 
only $1,845, the sum of 3.3 billion dollars a year could have added $483 
to the income of each of these families, or lifted their average income by 
more than 26 percent. 

If applied to the more than 31;2 million multiple-person families with 
annual incomes below $2,000 in 1958, and whose average income was 
only $1 ,225, the sum of 3.3 billion dollars a year could have added $925 
to the income of each of these families, or increased their average income 
by more than 75 percent. 

Benefits to all of the alternative use of the money 
This demonstration is very meaningful. For the same money managers, 

who unblushingly engineered the ·transfer of 23 billion dollars largely in the 
direction of those whose incomes were already relatively high, objected to 
expansion of social security, improvement of minimum wage laws, and 
similar measures, on the ground that these kinds of transfers of income 
would be "dangerously inflationary." 

Moreover, while the 23 billion dollar transfer wrought by the tight 
money policy has been highly damaging to the entire economy, a transfer 
of a similar amount to reduce poverty in America would have been highly 
beneficial to the entire economy. Instead of aggravating the distortions 
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which caused investment in the means of production periodically to outrun 
consumption, it would have helped to keep the two factors in better balance, 
contributed to a higher rate of economic growth, and avoided huge unused 
amounts of plant and manpower. This would have been beneficial in the 
long run even to those who superficially might think themselves adversely 
affected by a progressive rather than a regressive redistribution of national 
income. 

How the money could have been 
used to improve public programs 

Just as the 23 billion dollars in excess interest payments could have 
been used better to reduce private poverty, so in alternative fashion this 
money could have been used better to reduce the glaring gaps in our 
national security and our domestic public ~ervices. Instead of policies 
channeling about 23 billion dollars into the pockets of interest recipients, 
other policies could have been used to channel the same amount of money 
into the servicing of our vital public needs. An additional benefit of this 
alternative is that i·t would have kept the economy in better balance, 
accelerated economic growth, and reduced the unemployment of plant and 
manpower. 

As already noted, the annual average excess in interest costs (public 
and private), during the seven years 1953-1959 inclusive, was about 3.3 
billion dollars. Let us compare this sum with some important outlays in 
the Federal Budget, using the annual average size of these outlays during 
the fiscal years 1954-1960. The average annual excess interest payments 
were more than nine times the average annual Federal Budgetary outlays 
for education; almost seven times the outlays for health; more than eleven 
times the outlays for housing; about twice the outlays for public assistance; 
and about five times the outlays for labor, manpower, and other welfare 
services. 

In 1959 alone, the excess interest payments came to almost 6.7 billion 
dollars. Comparing these bonanzas with the Federal Budget for fiscal 1960, 
the bonanzas came to more than twelve times the Budget outlays for educa-
tion; almost eight times the outlays for health; more than eleven times the 
outlays for housing; much more than three times the outlays for public 
assistance; and more than nine times the outlays for la:bor, manpower, and 
other welfare services. 

There is nothing fallacious about these comparisons. The national 
policies which were responsible for the higher private and public interest 
payments at all levels-and not just for the higher interest payments by the 
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Federal Government--could have been converted into other national 
economic policies to give our urgent national public needs priority over 
the privately-paid as well as the publicly~paid interest bonanzas. 

How the Federally-paid interest 
bonanzas might have been used 

But it is also iQformative to compare the interest bonanzas paid by the 
Federal Government alone with outlays in the Federal Budget. For the 
seven years 1953-1959 inclusive, the average annual excess interest pay-
ments on the Federal public debt came to about 722 million dollars. This 
was more than twice the average annual Federal outlays for education dur-
ing the fiscal years 1954-1960; about 45 percent higher than the outlays 
for health; and more than 2% times as high as the outlays for housing. It 
was considerably higher than the outlays for labor, manpower, and other 
welfare services. 

In 1959 alone, the excess interest costs paid by the Federal Govern-
ment were more than 1.8 billion dollars. Comparing this figure with 
Federal Budgetary outlays in fiscal 1960, the excess interest payments by 
the Federal Government were much more than three times the outlays for 
education; much more than twice the outlays for health; more than three 
times the outlays for housing; almost as high as the outlays for public 
assistance; and more than 2\12 times as high as the · outlays for labor, 
manpower, and other welfare services. 

What a contrast there is between willingness to spend so much for so 
little, and determination to spend so little for so much. 

The following charts amplify this discussion. 
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VII. Injuries Done To The Economy 
As A Whole 

The injuries done to the economy as a whole by the tight-money-rising-
interest-rates policy are not merely the sum of the injuries to specific sectors 
depicted in the preceding chapters. For this policy, combined with . other 
policies, has made the total damage much larger than the sum of its parts. 
The historic unfolding of this total damage was covered substantially in 
Chapter III. But it is now desirable to portray this ·total damage more 
broadly and in a more consolidated fashion. 

The shabby record of low economic growth 
The most important damage has been the suppression of the 

American economy's overall rate of growth. For the period 1922-1959 as a 
whole, the American economy grew at an annual average rate of 3.5 per-
cent in real terms. Excluding the years affected by wars and depression, this 
long-term average annual growth rate in real terms was about 3.8 percent. 

Moreover, the advance of technology and automation has tended 
to accelerate the average annual rate of growth under the favorable in-
centives of high-level prosperity. Thus, the average annual rate of growth 
in real terms was 4.2 percent during the years 1947-1950, and 4.7 percent 
during the years 1947-1953. 

In dismal contrast, despite a technology and automation which are 
still accelerating, and despite the unique urgency of our domestic and 
worldwide needs, the average annual growth rate of the American economy 
in real terms during the period 1953-1959 was only 2.4 percent. This 
average is lifted to only about 2. 7 percent, if estimates for 1960 are in-
cluded. In short, for a significantly long and perilous period, our average 
annual growth rate has been only in the neighborhood of about half that 
required to maintain reasonably full employment of manpower and plant. · 

In consequence, during the period from the beginning of 19 53 through 
the first quarter of 1960, the Nation had about 16 million man-years less 
of employment opportunity, and about 218 billion dollars less of total 
national production, than H would have had i.f a satisfactory growth rate 
had maintained reasonably full employment of plant and manpower. 

Private and public progress have both been hurt 
These vast deficiencies have hit every sector of our economic perform· 

ance, safety, and well-being. During the years 1953-1959 inclusive, average 
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family income has been about $3,500 lower than it should have been. 
The total personal incomes of the people have been more than 177 billion 
dollars too low; wages and salaries about 131 billion too low; farm opera-
tors' net income about 361-6 billion too low; and unincorporated business 
and professional income more than lOlh billion too low.. All of these 
measurements are in uniform 1959 dollars. 

Not only our private economic lives but also our public performance 
have been gravely affected. At existing tax rates, the deficiency in total 
national production during 1953-1959 resulted in a deficiency of about 65 
billion dollars in Federal, State, and local revenues. With these additional 
revenues, we could have lifted our national security outlays to satisfactory 
levels instead of slashing ·them dangerously, and we could have brought our 
grossly neglected domestic public services up to at least tolerable levels of 
performance. Enough revenues would have been left over to have wiped 
out the entire deficit in the Federal Cash Budget of about 19 billion dollars* 
during these seven calendar years. 

How the economy got out of balance 
The causes for these defaults all along the line are clear. Basically, 

our private and public consumption (outlays for public programs) have 
not grown enough to keep up with the actual increases in producer facilities, 
much less to keep up with the larger increases in producer facilities which 
would have formed an essential part of a balanced program of satisfactory 
economic growth. 

During the period 1953-1959 as a whole, personal consumption 
expenditures needed to grow at an average annual rate well in excess of 5 
percent in real terrris; instead, they actually grew at an average annual rate 
of only about 3'h . percent. Public outlays at all levels of government 
needed to expand, not only to meet basic public needs, but also to help 
sustain economic growth and reasonably full employment. Instead, public 
outlays in real terms contracted substantially. This was due to an average 
annual contraction of almost 4'h percent in Federal outlays for goods and 
services in real terms, while State and local outlays (in much smaller 
absolute magnitudes) expanded at an average annual rate of about 6 per-
cent. 

The third component in total economic activity, total private invest-
ment, expanded only a·bout half as fast as it should have, during the period 
as a whole. But unlike private consumption, this deficiency was not due 
to inadequate business income and other potentially available funds. In-

• In uniform 1959 dollars. The current dollar figure is more than 16 billion. 
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stead, it was mainly due to the fact that private and public consumption did 
not expand enough to call forth a high and stable level of fundamental 
business investment. As already indicated, * the periods which led up to 
economic recession were preceded by exorbitant investment booms getting 
more and more out of line with the rest of the economy. 

Wrongful public policies, including tight money 
While policies within the private economy itself contributed greatly ·to 

these difficulties, public policies were a very large factor. The most 
damaging public policies were probably the penny-wise and pound-foolish 
Federal Budget policy, the cruelly deflationary farm policy, and the in-
flexible resistance to the adequate expansion of social security and other 
programs designed to advance private incomes and living standards. But 
the tight-money-rising-interest-rates policy, which transferred 23 billion 
dollars of national income in the wrong direction during this period, 
wrought a great deal of damage on its own. 

This is clearly shown by some comparative trends. Comparing 1959 
with 1952, the average interest rate on total outstanding private and public 
debts increased about 29 percent, and total public and private interest 
charges as a percent of total national production rose from 7.6 percent 
to 10.7 ·percent. Meanwhile, comparing 1959 with 1953, total national 
production increased only 15 percent in real terms. Comparing the same 
two years, while total personal income increased only 19 percent and 
wages and salaries only 18 percent, and while farm proprietors' net income 
decreased 17.5 percent, dividend income increased more than 22 percent, 
and personal interest income more than 48 percent. These trends are all 
measured in uniform 1959 dollars. 

It is equally revealing to look at some of the trends in the earnings of 
those who benefit primarily by interest bonanzas. Comparing 1959 with 
1952, and using current dollars, total national production increased 38 
percent. Meanwhile, the net current earnings of membe:r banks in the 
Federal Reserve System increased 81 percent, and their net profits after 
taxes increased 52 percent. Their earnings on U. S. Government securities 
increased 51 percent, their earnings on loans increased 118 percent, and 
their declared cash dividends increased 77 percent. 

All of these distortions in income flow gave powerful economic and 
psychological momentum ·to the poor overall performance and the great 
national losses in all fields which have blemished the period under review 
as a whole. 

" See Chapter III. 
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Speculation in the stock market abetted 

The behavior of the stock market during these years has been sharply 
indicative of distorted trends and distorted policies. The Standard and 
Poor's combined index of 500 stocks soared from 24.50 in 1952 to 57.38 in 
1959. This represented an incredible average annual increase of about 13 
percent, during a time when the average annual increase in the gross 
national product measured in current dollars was only 4. 7 percent. 

De!>pite this, with new issues of corporate stocks in limited supply, 
most stock purchases were of outstanding issues and thus resuHed in no new 
real investment .for the economy. Thus, the profiteering and huge capital 
gains in stock transactions, far outweighing the low yields at times on stocks 
compared to bonds, infia,ted the value of equity shares held by a relatively 
small group of people without contributing to economic progress. 

This is why there was nothing "paradoxical" about the months or even 
years when the stock market was moving sharply upward while the economy 
was moving sharply downward. This merely reflected the fact that ~there 

was too much money in the hands of those who did not want to spend most 
of it, and who had no opportunity to use it for the genuine expansion of 
fundamental investment, even while there was too little money in the hands 
of those who should have been spending more for the expansion of con-
sumption. 

While the Federal Reserve System made some changes in stock margin 
requirements at turning points in economic developments, these were not 
always well-timed nor sufficient to curb rampant speculation. In any even,t, 
they distracted attention from the urgently useful things which the System 
was consistently refusing to do. 

Real money and "near-money" 
It should also be noted that the tight-money-rising-interest-rates policy 

increased the velocity of money, even while it was restraining the expansion 
of money in its more traditional forms. During the years 1952-1959, money 
as often defined (demand deposits adjusted to exclude inter~bank and U. S. 
Government deposits, less cash items in process of collection, plus currency 
outside of banks) increased at an average annual rate of only 1.7 percent. 
Currency outside of banks increased at an average annual increase of only 
one percent. Money even more broadly defined (to include deposits in 
commercial banks, mutual savings banks, and the Postal Savings System) * 

* This definition equates with the general use of the term money supply in 
this study. 
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increased at an average annual rate of dnly 3.4 percent, or only about half 
as fast as the average annual increase of total public and private credit artd 
debt. But during the same period, time deposits were increasing at an 
average annual rate of 5.4 percent, ahd other items of "near-money," sueh 
as savings and loan sha(es ahd shorHerm Government securities outside the 
banking system, were also growing at rapid rates. 

Rationing the moriey suppiy in the wrong directions 
Thus, the Federal Reserve policies were holding back very sharply the 

most liquid types of money expansion--demand deposits and currency=-
while restraining ineffectually at best (and through the rising interest rates 
actually encouraging in part) the expansion of "near-money" and debts. 
This seriously distorted the whole flow of funds, from the viewpoint both of 
economic performance and equity. it meant that money and credit, broadlY, 
speaking, were being rationed in the wrong direotion, just as any kind of 

· contrived · scarcity tends to ration commodities in favor ,of those who · c~n 
outbid others rather than in line with more genuine needs. 

Even if the contrived scarcity o.f money had been justified-which it 
was not~the Federal Reserve System should in that case have recognized 
that a public instrumentality which deliberately creates shortages should 
have adopted selective policies to make sure that this policy would not 
cripp!e real needs instead of restraining relatively superfluous activi<ties. 
Instead, the Federal Reserve System employed a positive nationwide policy 
to create a shortage of money and drive up its price, but left the distribution 
of the short supply ~to the so-called "free market." This was just as uncon-
scionable as i.f the Government had done the same thing in the case of food 
during World War II. 

The average consumer, the small business investor, the farmer, and the 
States and local governments, could not get the amounts of money and 
credit they needed for useful purposes. Those more advantageously placed 
could get more money and credit than was good for them or for the country. 

The following charts should be examined in connection with this 
analysis. 
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GROWTH RATES, U.S. ECONOMY, 1922-1959 
AveraQe Annual Rates of Change in Gross National Product 

LONG-TEIN 
"HISTUI/C• 

3.5% 

I_ 
1922-'59 

(in Uniform Dollars) 

DEPRESSION ERA WAR ERAS 

9.4% 

PERIODS OTHER THAN DEPRESSION AND WAR 

3.8% 

I 
1922-'59 
Long Term 
'Historic' 

(Exc.l929-47 
and 1950-'52) 

4.6% 

I 
1922-'29 

Post 
World War I 

4.2% 

I 
1947-'50 

Post 
World Worn 

2.4% 

II 
1953-'59 

Post 
Korean War 

LONG-TEIN 
"HISTOI!C" 

Ellc. 
Depr11sion 

and 
War Eras 

3.8'Yo • 1922-'59 
(Exc. 1929-47 

and 
1950-'52) 

PERIOD OF PEACE 
AND WAR 

4.7% 

_L 
1947-'53 

DETAIL OF POST-KOREAN WAR PERIOD 

46 

ECONOMIC GROWTH NEEDED 
FOR ECONOMIC HEALTH 

About I% a Year 

Growth In Number 
Wanting Work 

PLUS 

+ 
3-4% a Year 

Growth in 
Efficiency 

--

4-5% a Year 

Needed Growth in 
Total National Production 

PRODUCTION HAS LAGGED 

400 

300 
1953 1954 1955 1956 1957 1958 '59 '6o 

I st. Q 

UNEMPLOYMENT REMAINS HIGH 

~---~lilill 

1953 

True Level of Unemployment 
Millions of Workers 

5.0 __.- True Unemployment 
4 .6 ---

3.9 Full-Time Equivalent 
of Port-Time 
Unemployment 

Unemployment lllJIII_JIII-_--~-Fuii-Time 
1956 1959 

47 

1960 
lst.Q 

(Seasonally 
adjusted) 



DAMAGING EFFECTS OF LOW PROOUCTIO~ 
AND HIGH UNEMPLOYMENT, 1953-1959 
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FEDERAL, STATE AND 
LOCAL REVENUES 
(At Ex ist ing Tax Rate&) 
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RISE IN TOTAL NATIONAL PRODUCTION 
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VITI. Tight Money Is Inflationary 
Despite all the manifest damages wrought by the tight-money-rising-

interest-rates policy, its champions persistently defend it as a prime weapon 
to protect the value of the dollar and prevent inflation. Even if the policy in 
some degree accomplished this anti-inflationary purpose, other ways should 
have been found which are not so injurious in so many other respects. But 
the fact is that the policy, in addition to its other demerits, has proven under 
recent conditions to be inflationary rather than anti-inflationary. 

Common sense indicates rising money costs are inflationary 
The ordinary citizen understands quickly that any important rise in the 

price of anything is inflationary, unless the higher price is a payment for 
improved performance or a better commodity, or provides other worthwhile 
incentives to the recipient. Higher wages are not inflationary, when they 
represent payment for increased productivity. Higher prices are not infla-
tionary, when they pay for a better article. Higher incomes in general are 
not inflationary, when they provide additional funds for useful economic 
enterprise. 

But paying a higher price for each dollar borrowed in recent years has 
served none of these worthy purposes. The higher interest rate did not 
make the dollar more productive. It did not make the dollar more valuable, 
but rather less valuable, to the person borrowing it. And it cannot be 
claimed that higher interest rates should have been used to provide incen-
tives to more lending, because the tight money policy was asserted to be for 
the purpose of reducing the volume of lending in order to stop inflation. 

To be sure, it is sometimes argued that higher interest rates promote 
more saving by consumers, so that more funds will be available for invest-
ment in producer goods, and that this is a cure for inflation. But as already 
noted, this argument is not relevant to recent economic developments, when 
the central problem has been to expand consumer spending rather than to 
stimulate investment.* And most consumers can save less rather than more, 
when their living costs are increased not only by rising interest rates on 
money they must borrow, but also by the inflationary effeot of rising interest 
rates on the goods and services they buy. ** 

In short, the rising interest rates, as already demonstrated, have in-
creased the average person's costs of owning or renting a home, running a 

* For fuller development, see Chapter III. 
** During 1953-1959, personal savings declined from 7.9 percent to 6.9 per-cent of disposable personal income. Even gross savings, including those of corpor-ations and governments, declined as a percent of gross national product. 
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small business, operating a farm, and buying automobiles and lawn mowers 
and refrigerators and other consumer durables. These rising costs are infla-
tionary by definition. And insofar as the champions of tight money protest 
so frequently about wage increases adjusted to the rising cost of living, it is 
hard to understand their encouragement of increases in so many elements in 
the cost of Jiving. 

Applying a classical remedy to a non-classical inflation 
All of these inconsistencies arise because the champions of tight money 

are applying a classical type of remedy, designed to deal with a classical type 
of inflation which has not existed during the recent years under review. This 
classical type of inflation results from "too much money chasing too few 
goods." It occurred during World War II, and during some earlier periods 
in our history. But as set forth quite fully in the discussion in Chapters IIi 
and VII, the inflation during the more recent years has not been of this type. 
It has occurred when there was not enough "money chasing goods" to keep 
our productive resources of manpower and plant satisfactorily employed. 
To attempt to remedy this by repressing the expansion of the money supply 
(i.e. holding down the expansion to an unusually low rate) has been ridicu-
lous on its face. 

Just how ridiculous this policy is becomes more apparent, when we 
examine carefully the nature of the economic developments which have 
accompanied "the new inflation." As already noted in various parts of this 
study, the inflation in recent years has been selective rather than general. 
Some types of economic activities ·and prices and incomes have risen rela-
tively too rapidly, while other types have not risen sufficiently, or have stood 
still when they should have risen, or have fallen backward when they should 
have risen or been stabilized. And the tight-money-:rising-interest-rates 
policy, by creating a scarcity of money and credit while allowing the strong 
and the weak to compete for the short supply, has helped those who were 
doing relatively too well and hurt those who were doing very poorly in 
absolute or relative terms. Figuratively speaking, this policy has inflated the 
fat and starved the lean. 

Applying the brakes at the wrong time 
The tight-money-rising-interest-rates policy in recent years has been 

based on the notion that the inflation was resulting from an excessive pres-
sure of total demand upon our total productive resources. This is tanta-
mount to the notion that the inflation resulted because our economy was 
growing at an excessive speed, or because unemployment of plant and man-
power were at an "inefficiently" low level rather than at an "inefficiently" 
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high level. If this notion had been correct, there might have been some 
merit in using the tight money policy to slow down the rate of growth or to 
reduce the pressure on resources, although in that event there should have 
been selective policies to assure "equity of sacrifice" as during wartime. 

But the excessive inflation in recent years has occurred, not because 
the economy was growing too fast or because unused resources w~re too 
low, but rather in considerable degree because the economy was growing too 
slowly and unused resources were too high. 

To use an analogy, just as an automobile burns more gas per mile and 
operatt!S "inefficiently" if it is driven at an excessively fast rate, so it will 
burn more gas per mile and operate "inefficiently" if it is driven at an exces-
sively slow rate. The same thing is true of our national economy. And, 
therefore, policies which stunt growth and lift unemployment have infla-
tionary implications. 

It is true that these policies may temporarily bring an end to inflation, 
when they produce absolute recessions of serious magnitude. Bu-t this is 
throwing out the baby with the bath. Moreover, the experience in recent 
years indicates that a quick succession of booms, stagnation, and recessions 
generates more price inflation in the long run than would result from ·a 
sustained rate of economic growth following a middle road between the 
extraordinarily high growth rate of wartime and the extraordinarijy low 
growth rate in recent years. · 

"Administered" price inflation 
To understand why policies which lead to slow economic growth are 

inflationary, we need to examine manifestations of "the new inflation." 

T):le inflation in industrial prices during recent years, which also affects 
consumer prices, has not occurred in those competitive areas where small 
business operators are quickly responsive to the so·called laws of supply and 
demand. Instead, the industrial price inflation in recent years has occurred 
mainly in a number of key industries which "administer" or deliberately set 
their prices. And careful examination shows an increasing trend on the part 
of these industries, when their production and sales fall seriously below the 
reasonably full use of their productive resources, to raise their prices even 
faster than during periods of fuller prosperity, in order to try to achieve 
their defined objectives for profits and investment funds. 

Altbough the steel industry is one of the outstanding propagandists of 
the indefensible position that increasing wage costs have forced its prices up-
ward, the truth is that the steel industry now has a break-even point in the 
neighborhood of 40 percent of capacity. An industry which breaks even at 
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such low-level operations, and makes huge profits at a 60 or 70 percent 
level of operations, cannot in good grace claim that either the excessive 
demands of labor or the excessive demands of consumers have been respon-
s~ble for the price increases which have taken place. The steel price inflation 
is a prime example of "scarcity economics." 

Reasons underlying cost-of-living price increases 
Administered price increases, responsive to deficient rather than ex-

cessive levels of economic activity, have not been limited to the industrial 
area. Consumer supplies at the retail level are increasingly dominated by 
large concerns which administer their prices. ·Some of these concerns have 
also fallen into the habit of relying upon rising prices, rather than upon 
rising volume, to satisfy their profit and investment requirements . 

In addition, some of the most recent increases in the cost of living, such 
as in housing, have resulted from fundamental shortages in supply. And 
these shortages have ·been aggravated by repressive policies in the "crusade 
against inflation." The adverse effect of tight money upon the housing 
supply has already been discussed. 

The supporting facts in brief 
The trends in economic growth, in the money supply, and in prices 

during wartime and reconversion are so unique to these periods that they 
do not have much relevance to other periods.* But during the whole period 
1922-1959 (excluding the war eras and the era of -the Great Depression), 
there was a very close correlation between the growth of the economy and 
the growth of the money supply. During these years, the economy grew at 
the average annual rate of 3.8 percent in real terms, and the non-Federally-
held money supply expanded at an average annual rate of 3.6 percent.** 
These years, averaging a fairly good economic performance, and demon-
strating the role of the money supply in facilitating this performance, did not 
register what would generally be considered a high average annual rate of 
price inflation for a dynamic economy. Consumer and industrial prices both 
increased at an average annual rate of about one percent, and wholesale 
prices at an average annual rate of only about 0.6 percent. 

Perhaps we should have done still better in stabilizing prices. But 
this rate of price increases was very much lower than that during the period 

·~ For a discussion of the gross misuse of the wartime and reconversion ex-
perience in the formulation of recent monetary policy, see Chapter III. 

*') The money supply, as here referred to includes total demand deposits 
(exclusive of U. S. Government deposits) , currency outside of banks, and time 
deposits. 
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1891-1922, when the average annual increase in consumer prices was 
2.9 percent, in wholesale prices 2.5 percent, and in industrial prices 2.3 
percent. These comparisons indicate the utter irresponsibility of the wide-
spread agitation to the effect that the tight money policy has saved the 
American economy from an inflation like that which took place in some 
countries overseas, when the value of the currency changed thousands of 
times within a few years. 

Now let us look at the more recent history, characterized by "the new 
inflation" against which the tight-money-rising-interest-rates policy has 
been allegedly directed. During the period 1953-1959 as a whole, the 
average annual increase in the money supply was held to 3.4 percent, when 
a 4 Yz-5 percent figure would have been more compatible with the 4 Yz-5 
percent annual average economic growth required to maintain reasonably 
full employment of plant and manpower. This repressive policy, com-
bined with other repressive policies, held the actual average annual growth 
rate of the economy down to 2.4 percent in real terms. But during this 
recent tight money period, the average annual increase in the cost of living 
(consumer prices) was more than 27 percent faster than during the years 
1922-1959 (excluding the war and depression eras) . The rise in whole-
sale prices was considerably more than twice as rapid, and the rise in in-
dustrial prices was twice as rapid. 

The period 1955-1959, when interest rates reached heights unparal-
leled since 192 7-1929, is even more more revealing. During this period, 
the average annual increase in the money supply was further repressed to 
3.1 percent. The average annual increase in total national production was 
only 2.2 percent in real terms-representing virtual stagnation for the 
period as a whole, and including the most severe economic recession since 
World War II. But the progress of inflation was marked. Consumer 
prices, wholesale prices, and industrial prices all increased at an average 
annual rate of 2 percent or more. The consumer and industrial price 
increases were about twice as rapid as during the period 1922-1959 (ex-
cluding the war and depression eras), and the rise in wholesale prices was 
more than three times as rapid. Moreover, during 1955-1959, wholesale 
prices rose twice as fast, consumer prices rose more than 60 percent 
faster, and industrial prices rose more than 27 percent faster, than during 
the period 1922-1959 even when .the vast inflation of wartime and recon-
version are included in the 37-year average. 

This provides clear evidence that the tight-money-rising-interest-rates 
policy is not anti-inflationary. This policy is highly inflationary, and this 
adds to the many other reasons why this policy should be reversed at once. 

The following chart reinforces this conclusion. 
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LOW GROWTH AND HIGH INFLATION 
HAVE CHARACTERIZED RECENT YEARS 

GROWTH RATES, lJ. S. ECONOMY, 1922-1959 
Average Annual Rates of Change in Gross National Product, in Uniform Dollars 
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IX. The Mismanagement Of The 
National Debt 

The new accord of 1953 and its declared purposes 
With the advent of a new Administration and new national economic 

policies in 1953, the tight-money-rising-interest-rates-policy was supported 
not only by the formal "accord" of March 1951 between the Federal 
Reserve Board and the Treasury. It was now supported by a more far-
reaching accord between these two centers of public responsibility. 

The widely heralded purposes of this new accord were many. One 
purpose ·was to use the tight-money-rising-interest-rates policy to stop in-
flation, and to suffuse the whole economy with economic health. How far 
this purpose failed of attainment has already been reviewed. 

Another purpose of the new accord between the Federal Reserve 
Board and the Treasury was to improve the management of the national 
debt. This purpose was divided into four parts: 

( 1) To shift from more short-term maturities to more long-term 
government borrowing as outstanding obligations became due and required 
refinancing, and thereby to increase the average length of maturity of 
outstanding Federal obligations. This aim was declared to be in aid of 
general economic stability and price stability; 

(2) Gradually to place a larger portion of the outstanding Federal 
debt outside of the banking system, and preferably in the hands of indi-
viduals. This aim was explained on the ground that the relatively large 
portion of the national debt which had been placed in the hands of banking 
institutions during World War II "monetized" the debt, in that it provided 
a base for expansion of the money supply and credit, and thus contributed 
to inflation; 

( 3) To decrease the size of the national debt, by prudent spending, 
by wise taxation, and by virtue of an economy in the bloom of health; 

( 4) To bring more order and confidence into the general manage-
ment of the national debt and the marketing of government securities, by 
applying the same businesslike practices which were going to bring more 
order and confidence into everything. 

Some of these four objectives may be eminently desirable, while others 
are debatable. But it is not necessary to discuss here whether, for example, 
it is desirable to increase or ,to shorten the average length of Federal 
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borrowings.* It is pertinent here only to point out that those who declared 
the four objectives set forth above have failed to achieve any of them after 
7 ~ years of effort. Thus, they can no longer defend their money and 
fiscal policies even in terms of their own avowed objectives. 

The maturity period of the debt 
has been shortened, not lengthened 

Comparing 1959 with 1952 (end of fiscal years), the percentage of 
the total marketable interest-bearing Federal debt outstanding having a 
maturity period of five years or longer decreased from 32.9 percent to 26.2 
percent, and the percentage having a maturity of ten years or longer 
decreased from 23 percent to 16.6 .percent. Even outstanding obligations 
having a maturity of 1 to 5 years decreased from 34.1 percent of the total 
to 32.8 percent. In sharp contrast, outstanding obligations having a maturity 
of less than one year increased from 33 percent of the total to 41 percent. 
The average length of the debt outstanding declined from 5.67 years in 
1952 to 4.58 years in 1959. 

The "demonetization" of the debt 
has not been substantially accomplished 

Comparing 1959 with 1952 (as of June 30), the percentage of the 
total outstanding Federal debt** held by the banking system (·Federal 
Reserve member banks, commercial banks, and mutual savings banks) 
declined from 36.1 percent to 33.2 percent. This might seem to represent 
some progress in the avowed direction, if it were accounted for by a larget 
percentage of the outstanding debt being held by individuals and business 
concerns outside the banking system. But this has not been the case. Again 
comparing 1959 with ·1952, the percentage of the outstanding debt held by 
individuals declined from 25 percent of the total to 23.5 percent, and the 
percentage held by insurance companies and other corpora.tions declined 
from 13.4 percent to 11.4 percent. Among other things, this does not indi-
cate greatly increasing confidence in Federal obligations on the part of 
those who have more freedom and flexibility in deciding whether or not to 
hold these obligations than the banking system has. 

* It may well be desirable under certain conditions to shorten the averjlge 
length, if this policy is used to reduce rather than to increase interest costs to the 
Government, and to make the Government less rather than more dependent upon 
the financial community. 

"'"' Securities issued or guaranteed by the U. S. Government excluding guaran-
teed. securities held by the Treasury. This exceeds the interest-bearing debt by 
several billion dollars. 
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These declines have been compensated for by the portion of out-
standing Federal obligations held in United States Government investment 
accounts, which rose from 17.1 percent of the total in 1952 to 19.2 percent 
in 1959; by the portion held by State and local governments, which rose 
from 4 percent of the total to 5.9 percent over the same period; and by 
the portion held by "miscellaneous investors," which rose from 4.5 percent 
of the total to 6.8 percent over the same period. 

The trend toward holding of Federal obligations in Government 
investment accounts is more or less a required bookkeeping transaction, 
resulting from legal mandates rather than monetary policy. The increasing 
holdings of Federal obligations by State and local governments probably 
represents in large part their desire to get the advantage of rising interest 
rates on Federal issues (on earmarked or temporarily idle funds), to com-
pensate them in small degree for the much larger amounts in interest 
bonanzas which they are paying out to those from whom they borrow. 

The national debt has been greatly increased 
In consequence not only of the tight-money-rising-interest-rates policy 

(which in 1959 alone made the cost to the Federal Government of servicing 
the national debt more than 1.8 billion dollars higher than it would have 
been if 1952 rates had been maintained) , but also in consequence of the 
erroneous fiscal policies which have attempted to balance the Federal 
Budget at the expense of the national economy, the interest-bearing Federal 
debt rose from about 260 billion dollars in calendar 1952 to about 285 
billion in calendar 1959. And during the fiscal years 1954-1960, the 
annual average deficit in the Federal Conventional Budget was about 3~ 
times as high as during the fiscal years 1947-1953 (despite the Korean 
war) . During the more recent period, the Federal Cash Budget ran an 
average annual deficit of 1.6 billion dollars, while during the earlier period 
it ran an annual average surplus of 2.4 billion. 

Those in the national Administration and in the Federal Reserve 
System, who always place balanced budgets at the top of the list of their 
weapons to combat inflation, must feel very chagrined indeed to note how 
their "crusade against inflation" has produced budgetary deficits un-
paralleled except in times of total war. 

Disorder in Federal financing: 
making bonds as speculative as stocks 

It is a first principle of our system of responsible enterprise and 
responsible government that private enterprise investment should involve 
more risk, fluctuation, and speculation than investment in the solemn obli-
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gations of the Government of the United States. This is one conservative 
doctrine to which the liberal school of economics can subscribe fully. 

But the conservative school in charge of the Federal Reserve System 
and the national Administration have produced the opposite result. At 
many times during recent years, if not generally, the solemn obligations of 
the United States Government have fluctuated in price as rapidly as 
stocks, and been traded by speculators more aggressively than stocks. This 
has had so injurious an impact upon the sensible and orderly marketing 
of Treasury issues, that people interested in financial matters have at times 
opened up their newspapers and read that ·the most recent effort of the 
U. S. Government to borrow money has been a "failure." 

This tragic farce has represented what George Washington would 
have called "speculation, peculation and an insatiable thirst for riches." 
The churning disorders in the Federal bond market have undoubtedly been 
beneficial to those strong and "wise" enough to take advantage of them. 
But what has happened to the small holder of a Government bond, who 
due to an emergency need to sell has had to take a very large percentage 
loss on the face value of his bond? 

Private and public money groups-and their behavior 
While all this has been going on, a grouping of 17 "recognized traders" 

in Government bonds has been handling about 200 billion dollars a year 
in transactions, including direct Government issues, public securities held 
by the Federal Reserve Board, and public securities held by private 
traders. It is illuminating indeed to note that, in some recent years, the 
annual volume of trading in these public issues by private holders has far 
exceeded in amount the handling of direct Government issues and the trad-
ing in securities held by the Federal Reserve System combined. 

Meanwhile, the Federal Reserve System~the banking agency created 
by the Congress of the United States to _prevent these kinds of travesties 
by joining with the Treasury to protect the financing of the Government 
and the public credit-has maintained that the speculative trading in 
Federal issues as if they were common ~tocks represents a salutary return 
to "the free market." 

Spokesmen for both the Federal Reserve System and the Treasury 
have even said that it is good practice for everybody-including but not 
li!nited to the speculators-to be "kept guessing" about what the Treasury 
and the Federal Reserve Board are going to do next. Often, the Treasury 
and the System, in consequence of their own .follies, have not known what 
they ought to do next. 

The next two charts illustrate some salient aspects of this discussion. 
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TREND TOWARD SHORTER MATURITIES IN 
FEDERAL DEBT OUTSTANDING, 1952 -'59 

Percentage Distribution of Marketable Interest-Bearing Federal Public Debt 
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TRENDS IN OWNERSHIP OF 
FEDERAL DEBT, 1952-1959 

(As of June 30) 

U.S GOVERNMENT 
INVESTMENT ACCOUNTS 

19.2% 
17.1% 
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STATE ANO LOCAL 
GOVERNMENTS 
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MISCELLANEOUS 
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1952 1959 
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X. The Tremendous Danger Of Tight Money 
In The Future 

The damage done by the tight money policy thus far is only prelude. 
The policy is s·till in effect, even if slightly eased at the moment. And the 
other wrongful and repressive economic policies, of which tight money 
is an integral part, . are also sti ll in effect. The purpose of this chapter is 
to estimate the further damage which will be done if the whole complex 
of wrongful and repressive policies, including the tight money policy, are 
continued during the years running through 1965. 

The method used in making these estimates is simple. First of all, it is 
assumed (under such policies) that the average annual growth rate of the 
economy as a whole for the years through 1965 would not be appreciably 
higher than the 2.4 percent average annual rate during the years 1953-1959. 
This is a reasonable assumption, because the most recent economic de-
velopments show no fair promise of a long-term improvement in the average 
annual growth rate under current policies. * 

Secondly, estimates are made as to how much various types of interest 
rates would rise in future , if the tight money policy is continued within the 
framework of estimated economic developments in general. These estimates 
do not assume that interest rates would continue to rise as rapidly as they 
have in recent years; that would be unlikely. Nonetheless, further interest 
rate increases of various sizes are projected for various types of debts. 

And thirdly, estimates are made of how much various types of debts 
would increase, as a basis for estimating future excess interest costs. 

Using these various estimates, the impact of repressive policies not 
only upon interest charges but also upon the performance of the overall 
economy are portrayed through 1965 . 

Projected increases in interest costs under current policies 
It is estimated that, comparing 1965 with 1959, the average interest 

rate on the Federal interest-bearing public debt would rise by another 15 
percent, on State and local government debts by another 19 percent, on 
total interest-bearing private debts by another 4 percent,** and on total 
outstanding public and private debts by another 13 percent. Combining 
this with estimated increases in the various sizes of debts, it is estimated 
that excess interest charges (charges in excess of those which would result 

* See Chapter III for a fuller discussion of this point. 
•:• ':' A most conservative estimate. 
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from application of 1952 interest rates) would be about 16 billion dollars 
on the Federal public debt for the six years 1960-1965 inclusive, thus 
aggregating more than 21 billion for the thirteen years 1953-1965 in-
clusive; that excess interest charges on State and local government debts 
would be 3.7 billion over the same years ahead, thus aggregating 4.3 billion 
for the whole period 1 953-1965; that excess interest charges on total 
interest-bearing private debts would be 42 .8 billion for the years ahead, 
thus aggregating 60.3 billion for the whole period 1953-1965; and that 
excess interest charges on all public and private debts would come to 
62.6 billion for the years ahead, thus aggregating the stupendous figure of 
85.7 billion for the thirteen years 1953-1965 inclusive. 

How the money could be used better to reduce private poverty 

On a per capita basis for the entire United States population, the 
excess interest charges of almost 63 billion during the six years 1960-1965 
would be almost $65 in 1965 alone, and aggregate more than $333 for the 
six-year period. Applied to a family of four, the corresponding figures 
would be almost $260 and about $1,333, respectively. 

If the average of more than 10.4 billion dollars a year in excess 
interest costs during the six years ending with 1965 were used ·through 
alternative policies to reduce poverty in America,* the results would be as 
follows : 

If applied to the nearly 12 million multiple-person families (with in-
comes below $4,000) who in 1958 had average annual incomes of $2,538, 
this average could be increased by $892, or more than 35 percent. 

If applied to the almost 7 million multiple-person families (with in-
comes below $3 ,000) who in 1958 had average annual incomes of $1,845, 
this average could be increased by $1,520, or almost 83 percent. 

If applied to the more than 3 Yz million multiple-person families (with 
incomes below $2,000) who in 1958 had average annual incomes of 
$1,225, this average could be increased by $2,915 , or about 238 percent. 

Manifestly, these alternative economic policies, instead of wasting the 
nearly 63 billion dollars and damaging the whole economy besides, would 
result in enormous social gains. These alternative economic policies would 
establish a large part of the consumer underpinning for a satisfactory rate of 
economic growth and reasonably full employment of manpower and plant. 

* For discussion of the validity of this approach, see Chapter VI. 
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How the money could be used better to expand public programs 
To illustrate another worthwhile approach, the more than 10.4 billion 

dollars in average annual excess interest charges during the six years 1960-
1965 inclusive could be applied to remedy the huge and dangerous gaps 
in essential public services.* Less than one-half of this sum would lift our 
national security outlays to the levels which most experts who are not 
placing dollars above security urgently recommend. About one-fifth of this 
amount could more than double our annual technical and economic assist-
ance to the underdeveloped areas of the free world,** thus contributing 
mightily to human progress and the prospects for enduring world peace. 

Looking at some of the important domestic public outlays in the 
President's proposed Budget for fiscal 1961, excess interest charges 
averaging more than 10.4 billion dollars a year come to almost 181h times 
the President's proposed fiscal 1961 outlays for education; much more 
than 11 times the proposed Budget outlays for health; more than 24 times 
the proposed Budget outlays for housing; about five times the proposed 
Budget outlays for public assistance; and more than 14 times the proposed 
Budget outlays for labor, manpower, and other welfare services. 

How the Federally-paid interest bonanzas could be used better 
The excess interest costs on the Federal public debt alone are esti-

mated to average almost 2. 7 billion dollars annually during the six years 
1960-1965 inclusive. This comes to almost five times the proposed fiscal 
1961 Budget outlays for education; almost three times the proposed outlays 
for health; more than six times the proposed outlays for housing; more than 
29 percent more than the proposed outlays for public assistance; and more 
than 31;2 times the proposed Budget outlays for labor, manpower, and 
other welfare services. 

In short, the redirection of the swelling interest bonanzas in the Federal 
Budget alone would be sufficient to make tremendous improvements in all 
of the basic aspects of those severely starved public services which are 
supported in part by the Federal Budget. And the redirection to public 
purposes, at all levels of government, of the swelling interest bonanzas both 
public and private, would be enough to cover at least two-thirds of the 
total amounts required to bring our national security, international, and 
domestic public outlays, during the period 1960-1965, into line with the 
needs of the country and the fulfillment of their essential role in satisfactory 
economic growth and reasonably full employment of manpower and plant. 

* For discussion of the validity of this approach, see Chapter VI. 
**This item was 1.823 billion dollars in the fiscal 1961 Budget as proposed 

by the President. 
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Difference between high and 
low overall economic growth, 1960-1965 

If a reversal of the tight-money-rising-interest-rates policy and other 
perverse national economic policies injurious to economic growth were 
promptly put into effect, and combined with the improvements in private 
economic policies which these changes would induce, our overall economy 
could grow at an average annual rate of about 5 percent a year between 
now and the end of 1965. In fact, a considerably higher rate of growth is 
essential during the next year or longer, until reasonably full employment 
of manpower and plant are restored. 

Comparing the results of this desirable rate of growth with approxi-
mate repetition of the 2.4 percent average annual growth rate during 1953-
1959, the aggregate difference in total national production during the six 
years 1960-1965 inclusive would be about 4 70 billion dollars . The aggre-
gate differences in man-years of employment would be about 23 million. 

These differences would translate into private and public differences 
all along the line. For the six-year period as a whole, the difference in 
average annual family income would be about $6,500. The difference 
in personal consumption expenditures would be about 279 billion. The dif-
ference in total wages and salaries would be about 260 billion, in farm 
operators' net income about 61 billion,* and in unincorporated business 
and professional .income about 21 billion. The difference in private 
domestic investment opportunity, including net foreign investment, would 
be about 112 billion. 

The impact upon public programs would be equally great. The 
difference in government transfer payments to individuals, including social 
security and other related programs, would be about 41 billion dollars. 
At existing tax rates, the difference in Federal, State, and local public 
revenues would be about 125 billion dollars-a difference averaging almost 
21 billion a year. This difference, with balanced public budgets, would 
improve the national security, fulfill our true responsibilities to the under-
developed peoples of the free world, meet our basic resource development 
needs, and lift other domestic public programs to high enough levels to 
come close to the goal of decent homes, ample educational opportunity, 
and adequate health services for practically all American families.** 

The following charts make even more vivid the stake which the Nation 
and the people hav~ in the abandonment of the tight money policy :md its 
companion policies of economic repression and social injustice. 

* Assuming a completely recast national farm policy. 
<• * For a fuller discussion, see The Federal Budget and "The General Welfare," 

published by the Conference on Economic Progress in December 1959. 
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INTEREST RATE TRENDS. 1952-1959, 
AND ESTIMATES FOR 1959-1965, 

IF RECENT POLICIES ARE CONTINUED* 
FEDERAL PUBLIC 
DEBT UP 

47% 

Average Interest Rates on 
STAT£ II LOCAL I INTEREST-BEARING 
GOY'T DEBTS 1 PRIYAT£ DEBTS 

I 
I 

UP 
UP 17•k 

·~Ill 1sez- 19e9· 19ez -
19e9 196e 196e 

(EstJ (Est.) 

I TOTAL FEDENA?.l STATE 
I II LOCAL GOY t. AND 
: PRIYAT£ DEBTS UP 46% 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 19e2- 19e9- 19ez-
l 19e9 196e 1965 
I (Est.) (Est.l 

TRENDS IN SIZE OF DEBTS, 1953-1959 . . 

AND ESTIMATES FOR 1960-1965, 
IF RECENT POLIC.IES ARE CONTINUED* 

FEDERAL PUBLIC 
DEBT 

$ 274.4 $ 285.0 $279.3 mmm 
19e3- 1960· 19e3-
19:19 196e 196e 

(Estl (Est.) 

Average Annual Debt ·n Billions of Dollars 
STAT£ II LOCAL INTEREST-BEARING 
GOY'T DEBTS PRIYAT£ DEBTS 

545.0 
$438.0 

I TOTAL FEDERAL, STAT£ 
J II LOCAL GOY'T, AND 
1 PRIYAT£ DEBTS 
I ~Qr>A A . • ~779.8 

I ~669. 
I 
I 
I 
I 
I $48.7 $ 76B $62.5 

wggg ww f2229 ~~~~~~ ~~~~~~~ 
1953· 1960· 19e3-
19e9 196e 196e 

(Est.) (Estl 

1983· 1960· 19e3-
19e9 196e 196e 

lEst.) (Est.) 

INTEREST CHARGES IN EXCESS OF 
CHARGES COMPUTED AT 1952 INTEREST 
RATES,I953-'59 a PROJECTED 1960-'65* 

FEDERAL PUBLIC 
DEBT 

19e3- 196o· 19e3 · 
1959 196e 1965 

(Es t.) (Est. l 

In Billions of Dollars 
i STAT£ II LOCAL 
1 

GOY'T DEBTS 
I 
I 
I 
I 
I 
I 
I 
I $ $4.3 I $0.6 3 .7 
I "llDP '»'»' 
I ~~~~~- ~~~~- ~~~~35-
1 (Est.l (Est.l 

INTEREST-BEARING I TOTAL FEDERAL, STAT£ 
PRIYAT£ DEBTS 1 8 LOCAL GOY'T, AND 

1 PRIYATE DEBTS $ 857 I . 

$60.3 !dl62.6 
~-I ------~ $23.1 . 

1953· 1960· 1953· 1

1 

19e3 - 1960· 19e3-
19e9 1965 1965 1959 1965 1965 

(Est.) (Est) I (Est.) (Est.) 
• A ssuminq con t inuat ion of recent monetary ond genera economic policies 

67 



• 

HOW 62.6 BILLION DOLLARS IN 
EXCESS INTEREST COSTS, 1960-1965, 

WOULD BURDEN THE AMERICAN PEOPLE 
Calendar Years 

Excess Interest Cost Per Family of Four Excess Interest Cost Per Capita 

$1,332.96 

1960 1963 1965 1960-1965 
TOTAL 

$333.24 

1965 1960-1965 
TOTAL 

HOW $10.4 BILLION A YEAR, 1960-1965, 
-THE ANNUAL EXCESS INTEREST COST-
COULD BE USED TO RELIEVE POVERTY 

Multiple Person Families Multiple Person Families Multiple Person Families 
With Incomes Under $4,000 With Incomes Under $3,000 With Incomes Under $2,000 

( 11.7 Million in 19 58) 

$2,538 

$10.4 Billion 
More o Year 
Received 
By These Families 
Would Mean 
$B92 More 
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Average Income 
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More o Year 
Received 
By These Families 
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$ 1,520 More 
For Eoch Family 

Average Income 
of· These Families 

in 1958 
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( 3 .6 Mi llion in 19 58) 

$ 10.4 Billion 

Average Income 
of These Families 

in 1958 

ESTIMATED EXCESS INTEREST, 1960·'65 
CONTRASTED WITH IMPORTANT OUTLAYS 

IN CURRENT FEDERAL BUDGET* 
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HIGH GROWTH RATE, 1960-1965 
WOULD YIELD $470 BILLION MORE 

TOTAL PRODUCTION THAN LOW RATE* 
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BENEFITS OF HIGH GROWTH RATE 
CONTRASTED WITH LOW GROWTH RATE 

1960-1965 AS A WHOLE 
In 1959 Dollars 
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XI. First Steps T U\Vard A Sound 
Monetary Policy 

The money policy must be a part of an overall economic policy 
Monetary policy cannot successfully be conducted in isolation. It must 

reinforce spending and tax policy, and vice versa. Otherwise, policies 
operate at cross purposes, too heavy ·a strain may be placed upon one 
policy, and inadequate weight attached to others. In short, money policy 
needs to be an integral part of a consistent overall national economic policy. 

The so-called independent operation of the money policy in recent 
years has worked very seriously against all of these objectives. To over-
come this difficulty, the money policy must be brought substantially into 
line with the general initiative of the President and his Administration, 
subject of course to the legislative will of the Congress, and the general 
consents of the American people. 

There is no overall economic policy now 
But the money policy cannot be administered within the framework 

of an overall economic policy if no such overall policy exists. And in 
recent years, there has been no such policy, no definition of the basic 
purposes of such a policy, no enunciation of the specific goals toward 
which these purposes should aim, and consequently no programs adequately 
adjusted to these aims. Instead, we have had a series of short-range, 
random, and inconsistent policies, ·which have been both faltering and 
ineffectual. In short, we have had no great national purpose in our 
economic life. 

This long-range national purpose is essential for domestic reasons. 
And it is imperative for world-wide reasons. An America which is feeble 
in the declaration and indecisive in the achievement of great purposes can-
not compete successfully with the monolithic purposes and granite will of 
the societies which are not free. Our crucial task now and in the years 
ahead is to demonstrate our capacity to establish purpose and unity in the 
great things under the institutions of freedom. 

The three great purposes of our economic life 
The first step toward this end is to recognize clearly the three great 

purposes of our economic life. These are: 
( 1) Sustained economic growth at a rate which calls forth fully 

our productive resources of manpower and plant, technology and science, 
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managerial skills and human attitudes. This maximum economic growth 
does not in itself solve all of our economic problems, but it provides us 
with the material means to solve them; 

(2) The use of our total production to meet the priorities of our 
private and public needs, in accord with our sense of values democratically 
conceived, so that the things we need most are not subordinated to the 
things we need least; 

( 3) The achievement of economic justice. 
Maintenance of reasonable price stability should be fused with these 

three purposes. 

The necessary conditions for achieving these purposes 
The main economic condition for the evolving achievement of these 

three great purposes is the balanced development of (a) investment in the 
expanding means of production and (b) the expansion of private and 
public consumption (outlays for public programs, including those some-
times called public investments) . If the former expands much more rapidly 
than the latter, excessive unemployment of plant and manpower results. 
If the latter expands much more rapidly than the former, the classic type 
of inflation results. The internal composition and overall magnitudes of 
investment and consumption need also to be consistent with the priorities 
of our private and public needs and with economic justice. 

Prices and wages and profits, public spending and taxation and other 
public programs, and the management of the money supply, are but means 
toward the achievement of these three basic purposes. The private and 
public economic policies which shape the factors just mentioned are also 
means toward these ends. It follows inescapably that, without clear 
definition and integration of these purposes or goals, all private and public 
economic policies are flying blind. 

Role of the Employment Act: A National Prosperity Budget 
Instead of casting about aimlessly for new agencies and instrumentali-

ties (though some may prove to be necessary) , we should recognize first 
o.f all that the Employment Act of 1946 furnishes ample and flexible 
authority .for the President and his Administration to initiate the process 
of defining and coordinating these basic purposes or goals, as well as the 
means toward their attainment. But the specific mandates of this Act, and 
not merely its "spirit," have been progressively abandoned. In recent years, 
the President in his Economic Reports to the Congress has neither set forth 
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the goals for maximum employment, production, and purchasing power 
(which if interpreted broadly and defined quantitatively would cover practi-
cally all of our basic economic goals and the economic relationships re-
quired .for their attainment), nor set forth in comprehensive fashion the 
national economic policies pertinent to these goals. 

It is therefore of prime urgency that the President set forth in each of 
his Economic Reports (which should be submitted twice rather than once 
a year) a National Prosperity Budget. This Prosperity Budget should 
include short~range and long-range goals for optimum economic growth ; 
for maximum employment, production, and purchasing power; for meeting 
the great priorities of our public and private needs; and for improvements in 
economic justice. 

The national economic policies contained within the National Pros-
perity Budget, properly attuned to the goals, should manifestly include the 
spending and tax programs of the Government, both on a short-range and a 
long-range basis. The Federal Budget should be an integral part of the 
Prosperity Budget. Other Federal programs which bear importantly upon 
the economy (such as social security and other welfare programs. basic 
resources development, and protective legislation dealing with education, 
health, and minimum wages) should also be included within the Prosperity 
Budget, and their size and timing should be governed by its goals. Similarly 
and for equally cogent reasons, the monetary policy of the Nation should 
be set forth fully in the Prosperity Budget, attuned to its goals, and tho-
roughly rationalized with its other policies. 

Bearing of this approach upon the Federal Reserve System 
Assuming that this were done-and it should be done-the ne:xt 

question is how the Federal Reserve System would be required to bring its 
own operations and policies within the scope and purposes of the National 
Prosperity Budget. Since it is to be presumed that the Federal Reserve 
System is generally headed by sensible men, the mere use and popularization 
of the Prosperity Budget would be very helpful in this direction. In any 
event, the Prosperity Budget would enable the Congress more effectively 
to appraise and determine the general operations of the Federal Reserve 
System. And it would also enable the President, to the extent that he is 
willing and able, to bring his own influence to bear. The President should 
act as Chairman of an overall economic group including the Chairman of 
the Federal Reserve Board. 

The influence of the President upon the Federal Reserve Board is 
vital. He is the prime initiator of national economic policies, and the 
Chief Executive of the Nation. In addition, there are many specific short-
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term decisions of the Federal Reserve Board which cannot be quickly 
reviewed nor effectively controlled by the Congress, but which nonetheless 
need to be brought into line with the great purposes or goals of the Nation. 
All our history since the establishment of the Federal Reserve System 
indicates that a President who has the desire to exercise this responsibility 
can find the means to bring it to bear. If he really needs legislation toward 
this end, he should have it. 

Proposals to make the Federal Reserve Board more responsive 
There are some specific steps which should be taken promptly to 

facilitate the President in this effort. 

It might be well to amend the Employment Act of 1946, to require by 
legislation that the money policy be made a part of the Economic Reports 
of the President along the lines suggested above. 

To underscore that the Federal Reserve System should not exercise 
the degree of "independence" which it has arrogated to itself in recent 
years, the expenditures of the Federal Reserve Board should be contained 
within the Federal Budget, and made subject to public audit and control. 

To augment this emphasis, the maintenance of surpluses by Federal 
Reserve banks should be discontinued, and the accumulated amounts 
should be returned to the Treasury. 

It would also be desirable, through legislation, to make sure that the 
membership of the Federal Reserve Board were more truly representative 
of the various important groups and interests in our nationwide economic 
life. The composition of the Board has tended to make it unduly responsive 
to the particular interests of the banking and financial community. The 
Chairmanship of the Board should be at the pleasure of the President. 

Proposals to amplify and redefine the functions of the System 
The Congress should provide to a properly constituted Federal 

Reserve Board authority to exercise a wide-range of selective controls, 
because the aggregative approach (for reasons already discussed in 
full) has been very defective and self-defeating. The Board should enjoy 
selective authority to regulate consumer credit and housing credit, and 
also to be selective in its regulation of the use of credit for various types of 
business investment and public use (e.g. credit available to the States and 
localities). It is unthinkably shallow and superficial to persist in a money 
and credit policy which represses the public and private activities which 

75 



need stimulation before it touches (or even while it stimulates) the lines 
of activity which need to be restrained. 

It would be difficult indeed for the Congress to enact specific guides 
bearing upon the extent to which the Federal Reserve System should sup-
port the Government bond market, without arbitrary "pegging." But the 
Congress should declare a policy expressing its firm disapproval of the 
extent to which the System has recklessly abandoned essential support in 
recent years. And it would also be desirable for the Congress to declare 
that the money policy should be subsumed under the three great purposes 
of our economic life-growth, priorities, and justice. 

The relative weight which the Federal Reserve System has placed 
upon open market operations, changes in reserve requirements and 
changes in discount rates, should be revised. The recent policies have been 
too generous in their impact upon certain group inteTests, even while being 
harshly restrictive in their treatment of other activities needing encourage-
ment. 

The so-called policy of "bills only" should be abandoned. It produces 
undesirable and unnecessary disturbances throughout the whole structure 
of interest rates. 

Private commissions and public responsibilities 
The Congress might also turn its attention to the extent to which vital 

public responsibilities have been delegated to private and ad hoc com-
missions of various sorts. Private research and education are essential 
aspects of our way of life, and should be encouraged. But private com-
missions to declare national goals, as recently encouraged by the Admini-
stration, cannot substitute for the public performance of those tasks which 
are explicit in the Employment Act, inherent in our whole concept of public 
responsibility, and essential to our national safety and progress. 

The same comments apply to private inquiries into monetary policy. 
There is need for a more definitive and conclusive Congressional investi-
gation of monetary policy than those which have occurred in recent years. 
These have indeed been useful, but they have fallen short of fundamental 
results. 

How "independent" should the Federal Reserve System be? 
There is no merit whatsoever in the whole idea that the Federal 

Reserve System should be dominated by private influence, rather than made 
largely subject to public influence, in order not to be "political." It should 
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be well-known that the Federal Reserve Board even now operates neither 
more or less "politically" than other agencies exercising public functions. 
More important, the idea that the money power should be privately rather 
than publicly orientated so as not to be "political" is as alien to ,the 
American tradition as would be any proposition that taxation or public 
regulation of business or price and wage controls during wartime should 
be privately orientated so as not to be "political." 

Needed improvments in debt management proper 
Some steps are also desirable at once with respect to debt management 

proper. 
Every available device should be brought to bear upon the objective 

of a return to lower levels of interest rates. Bonds should be issued with 
callable features , to enable benefiting by any interest rate drops. Auction 
methods, applicable to Treasury bills, should be applied to long-term issues. 

The 414 percent ceiling on long-term Treasury bonds should not be 
raised. With a genuine long-term policy commitment to lower rather than 
higher interest rates, with public authorities more independent of private 
pressures, and with effective support of Treasury operations by the Federal 
Reserve System, long-term borrowing would be feasible at much lower 
interest rates than this ceiling. And if this were not so, the Treasury should 
be forced to engage in short-term borrowing, rather than to "freeze" 
indefensibly high interest rates for many years ahead by long-term borrow-
ing at these higher rates. 

The private grouping which looms so large in trading in public 
securities should be more carefully scrutinized. Its "exclusive" nature 
should be modified in order to obtain more competition. 

* * * 
All of these technicalities are important, but they are not the heart 

of the matter. If we rise as a Nation and as a Government to the challenge 
of a long-term purposefulness in our national economic efforts, if we 
generate the national leadership to galvanize these efforts, and if we employ 
efficiently toward these ends the basic instrumentalities already in being, 
technical problems can be worked out successfully as we go along. 

But if we do not get started quickly on these big things, a pre-
occupation with technicalities will merely serve-as it has served too much 
already-to obscure the great issues, and to enable those not concerned 
about the great issues to continue their operations injurious to the Nation's 
interests behind a smoke screen of obscurantism. 
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FACTS ABOUT INT REST RAT~ 

IN G:SNERAL : 

Interes t is a cost item -- it is the price of money . 

Higher interest rates increase costs without increasing output . 
Therefor e h i gh interest is inflationary. 

The Adminis t ration opposes increasing the prices of eve rything 
except money . 

THL MA Tl-EMA TICS OF PUBLIC D:SBT : 

The increased cost to the taxpayer of a 1/4 of 1% rise in interest 
on one bill i on dollars of government bonds is $2 . 5 million a year; 
over 20 years it is $50 million . 

Between now and December 1960 about $100 billion of Treasury 
borrowing must be undertaken. e ach rise of 1/4 of 1% will add 
$250 million to the cost of carrying the debt each year; over 
20 years it adds $5 billion. 

A 1% increase in interest rates on $100 billion will add $ 1 billion 
a year, or ~~ 20 billion over a 20 year period, to taxpayer burdens . 

None of thi s increased cost gives the taxpayer a dime ' s worth of 
additional services! Instead it pushes up the cost of all the 
other money he borrows . 

The cost of interest on the public debt was $4 .8 billion in 1946; 
$5.8 billion in 1952 . It was estimated at $8 . 1 billion for 1960; 
the President has now raised it to $8 . 6 billion for 1960 because 
of interest increases in the past five months . This is more than 
the entire cost of the Federal government in any New Deal year 
before World War II . The total Federal budget in 1939 for all 
purposes was $7 . 9 billions . 

EFFeCT ON OTHER DEBT : 

Government debt is roughly 1/ 3 of all federal, state, local, busi -
ness and consumer debt . Gross debt, public and private, is roughly 
$900 billion. 

Net debt (taking out trust funds, etc . ) is over $770 billion. 

The economy is paying 8 to 10 billions more this year for the use 
of money than it would have paid under the rates prevailing in 1952 . 
This is a part of the inflation created by the Administration . 

The Federal interest rate is basic to all others . Hence private 
interest rat es and state and local interest rates will go up as 
the Federal inter est rate goes up . 

About $100 billion of personal, corporate and state- local debt 
will be negotiated between now and December 1960 . 

An increase of 1/4 of 1% will add $250 million to the cost of this 
debt in the first year; a 1% increase will add $1 billion. 

EFFECT ON INDIVIDUALS 

Higher interest makes homes more costly . In 1952, a $10,000 govern-
ment mortgage at 4% interest would be paid off over 25 years at 
a total cost of $15,840, of which interest was $5,840 . In 1959, 
the same mortgage, now at 5i% can be paid off over 25 years at a 
total cost of $18 ,000, of which interest is $8 , 000 . The increase 
of $2 ,160 would have been enough to pay for another bedroom and bath. 



The higher income required for a GI to qualify as eligible to 
make the higher monthly payments means that fewer can afford to 
purchase homes . 

Higher interest makes costs to farmers and small business even 
higher, and leads to more liquidations and bankruptcies. 

Higher interest makes the cost of cars and home appliances 
more costly. It raises the cost of living and cuts the standard 
of living. 

HISTORY : 

The maximum rate of interest of 4-1/ 4% was fixed by Congress in 
1917 in the Liberty Loan Act . The Treasury has operated within 
that ceiling through World War I, a depression, a boom, the 
Great Depression, World War II, postwar readjustment, and the 
Korean incident, down to date . With in that ceiling the Federal 
debt was pushed in a few brief war years from 45 billion to 
270 billion, because the Federal Reserve cooperated with the 
Treasury. 

The Treasury can sell its bonds without an increase in long-term 
interest rates and without inflation if the Federal Reserve will 
do what it did before -- demonstrate a willingness to do what it 
can to preserve the value of government securities and use its 
reserve requirement, rediscount and open market policies con-
sistently to these ends . 

2 

The Federal Reserve notes in your wallet, which carry no interest, 
always trade at par . It is a sad commentary that government 
bonds, bearing interest, are permitted by the Federal Reserve 
to sag indefinitely in value . The Federal Reserve is supposed to 
provide an orderly market for government bonds . It should do 
so now . A firm statement by the Federal Reserve that it intends 
to do so, in a manner sufficient to meet the monetary needs of 
an expanding economy without inflation, would quickly firm up the 
market . Increased purchases by the Federal Reserve need not 

create inflationary pressure . A simple increase in reserve ratio 
requirements wou~d prevent any inflation. 

CONCLUSION : 

It is economically sound, historic.ally sound, and a proper discharge 
of our duties to oppose further increases in interest rates . 
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I. Summary and Theme: Adjusting Tax Policy 
To Our Vital National Needs 

The Administration has sounded the right note 
President Kennedy deserves support in his courageous and historic 

decision to recommend a large deliberate increase in the Federal Budget 
deficit. Large tax reduction is now desirable, and even overdue. All 
experience and reason dictate this course, in an economy suffering for 
many years and now from vast idleness of manpower and plant. Restora-
tion of the American economy to maximum economic performance is very 
much more important than whether the Federal Budget shows a deficit or 
surplus. And all experience and reason also make it clear that this 
restoration is the only safe or sure road toward improvement in the condi-
tion of the Federal Budget itself. 

T~is study supports the general thrust of the President's efforts. 
But the President has also stated, with characteristic open-mindedness and 
recognition of the very nature of our Federal system, that the Congress may 
improve his tax proposal substantially. This study seeks to help point 
the way to this improvement. 

The worsening current unemployment situation and outlook 
In May 1963, full-time unemployment as officially reported rose to 

5.9 percent (seasonally adjusted) of the civilian labor force. This was 
higher than in any month of 1962, despite a much-heralded quickening of 
the economic upturn thus far in 1963. And despite an economic upturn 
which started more than two years ago, the average rate of unemployment 
as officially reported during the first five months of 1963 was 5. 8 percent, 
or considerably higher than the 5.6 percent reported for 1962 as a whole. 
Further, when account is taken of the full-time equivalent of part-time 
unemployment, and of the concealed unemployment resulting from the 
repressive effect of scant job opportunity upon the anticipated growth in 
the civilian labor force, the true level of unemployment during the first five 
months of 1963 averaged about 9.4 percent (seasonally adjusted) of the 
civilian labor force. This was slightly higher than in 1962, and contrasted 
more sharply with 8.5 percent in the non-recessionary year 1959 and only 
5.8 percent in the non-recessionary year 1956. Most current forecasts are 
that unemployment will continue to rise substantially in the foreseeable 
future, unless stronger counteracting measures are taken. 
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Impact of unemployment upon the young, 
and upon racial ten_si0ns 

Although the official reports show full-time unemployment at 5.9 
percent of the civilian labor force in May 1963, the rate of unemployment 
when so measured was 18 percent among teenagers seeking permanent 
gainful employment for the first time. This contrasted with 14 percent in 
May, 1962. The human consequences of conveying to these young people 
the impression that our economic system can make no utilization of them 
are incalculable. These consequences go to the very roots of the rising 
tide of delinquency, crime, and low morale among the young. 

Meanwhile, excessively large concentration of denial of economic 
opportunity among minority groups, and fear that any job gained by a 
member of a minority group takes a job away from somebody else, is much 
more at the heart of the rising tide of racial tensions than is usually 
acknowledged. The lesson we are now learning so painfully, having dealt 
inadequately with these potential racial tensions until they reached explosive 
force, should warn us of what may be in the offing if the amount of 
unemployment itself reaches explosive force-as it certainly will in a few 
short years if current trends continue. 

Continuation of inadequate economic growth rate 
The reasons for continuation of the chronic rise in unemployment 

are that the upward movement of the economy from early 1961 to date 
has been much too slow, compared with the growth rate required to 
reduce unemployment, in view of the growth in the labor force and the 
accelerated pace of automation, technology, and productivity gains. Con-
trasted with an economic growth rate in real terms of 7. 8 percent during 
1954-1955,* and 6.7 percent during 1958-1959,** the rate was only 5.4 
percent during 1961-1962,*** only 3.3 percent from first quarter 1962 to 
first quarter 1963, and only 4.1 percent (seasonally adjusted annual rate) 
during the quickening of the upturn from fourth quarter 1962 to first 
quarter 1963. 

Continuing nse m the production gap 
The production gap is the difference between actual production ' and 

production at maximum utilization of our productive potentials. Measured 

*Following 1953-1954 recessio11: 
'"* Following 1957-1958 recession. 
*** Following 1960-1961 recession . 
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in uniform 1962 dollars, this production gap rose from 4.5 percent of 
maximum production in 1956 to 9.2 percent in 1959, 11.6 percent in 
1962, and a seasonally adjusted annual rate 11.9 percent in first quarter 
1963. • In first quarter 1963, the seasonally adjusted annual rate of the 
production gap was in excess of 76 billion dollars. The much lower 
official estimate of this production gap-though still intolerably large-
results from underappraisal of the rate of growth needed to achieve eco-
nomic restoration, and this has been responsible for official overestimates 
of the expected reduction of unemployment to date. 

The way is open for needed policy improvements 
Aside from the current tax proposal, it is essential to point out that 

the disappointing economic developments since the commencement of the 
upturn from the 1960-1961 recession have not been due primarily to 
failure to achieve programs thus far recommended. These programs-
area redevelopment, training and retraining of workers, public works, and 
the tax changes of 1962 (both legislative and by Treasury action)-were 
approved with modifications of no great significance to subsequent eco-
nomic developments. The monetary policies of the Federal Reserve System 
during these years have met with the overt approval of the Administration. 

The Trade Program was also enacted, partly on the ground that it 
would measurably help our own economy. Developments since then 
support earlier warnings that, while the Trade Program was eminently 
desirable on many grounds, it could not be expected appreciably to reduce 
domestic unemployment nor substantially to accelerate our rate of eco-
nomic growth.** Efforts thus far to improve our balance of payments and 
gold position have not been more successful than forecast by earlier Con-
ference studies. These studies suggested that the approach to_ this insistent 
problem has been inadequate.*** 

Significance of accuracy of previous Conference studies 
The recommendations in this study may carry more weight because 

earlier Conference studies have been vindicated by subsequent events. In 
mid-1954, the first Conference study pointed to the danger that our average 
annual rate of economic growth might be only 2.5 percent during the period 

* Again, only non-recessionary earlier years are contrasted with the current 
situation. 

**See the Conference Study, Poverty and Deprivation in the U. S., April 1962, 
especially page 2. 

*** See Key Policies For Full Employment, Sept. 1962, especially Chapter VII. 
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1953-1960 as a whole.* This turned out to be exactly correct. In early 
1961 , a Conference study forecast that economic policies then in being 
and under active consideration were unlikely to achieve an economic 
growth rate anywhere close to the needed rate; and that early 1963 might 
well find us with full-time unemployment near 6 percent of the civilian 
labor force.** This also turned out to be entirely correct. ·In late 1962, 
in the face of other more optimistic forecasts, still another Conference 
study appraised quite accurately the economic developments during the 
nine months since then.*** 

The core reason for our poor economic performance 
Persistent and chronically rising idle plant and manpower mean 

essentially that our actual demand for ultimate goods and services is 
falling far short of our ability to produce them. This actual demand for 
ultimate goods and services takes two forms : the private spending of 
almost 190 million consumers, and the public spending of governments 
at all levels for what we need as a nation but cannot buy individually nor 
through our private organizations. The core task, therefore, is to expand 
the volume of this private and public consumption sufficiently to draw forth 
maximum utilization of our manpower and plants on a sustained basis. 

The problem of private business investment 
Private business investment is the third component in total economic 

activity or total national production, the other two being private consumer 
spending and public outlays. This private investment also needs to expand 
at a more rewarding rate than it actually has on the average during the past 
decade as a whole. 

But this long-term deficient average has not been caused substantially 
by an inadequate level of per-unit profit margins after taxes, nor by in-
adequate availability of other types of funds and saving available for invest-
ment. Entirely to the contrary, during each of the three periods of eco-
nomic upturn following each of the three economic recessions since early 
1953, private investment in the plant and equipment which add to our 
ability to produce has been so ebullient as to cause these means of pro-
duction to expand far more rapidly than expansion of demand for ultimate 

* Toward Full Employment and Full Production, July 1954, especially pages 
32-34. 

''' * Jobs and Growth , May 1961 , especiall y Chapter IX. 
''** Key Policies For Full Employment, especially Chapter I. 
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products through private consumption and public outlays. When the 
"overcapacity" resulting from these relatively excessive investment "booms" 
became sufficiently large, investment was cut back sharply. And this, 
along with the much larger deficiencies in demand for ultimate products, 
brought on the periods of economic stagnation and recession. 

We are not now in a period of economic recession. But we are in a 
period approximating stagnation, when our actual growth rate is measured 
against our needed growth rate at this stage of the restoration process. 
And the same imbalances between investment and ultimate demand which 
brought on our earlier difficulties are manifest in the economy today. 

Errors in national economic policies, 
relevant to our poor economic performance 

During the period under review, Federal spending has been held too 
low. The tight money policy and higher interest rates have redistributed 
scores of billions of dollars in a regressive direction, and also reduced 
funds available for public spending for constructive purposes, thus con-
tributing to the imbalances between investment and consumption. Many 
pro~ams, such as the S~cial Security program, have not been expanded 
r_aptdly enough to do therr share toward adequate expansion of consump-
tiOn. Farm income, despite some improvement, has not been brought close 
enou_gh to parity with other incomes on a per capita basis. Popular and 
publi~ pressures, exerted for the legitimate purpose of preventing wage 
rate mcreases from exceeding productivity gains, have in practical conse-
quence ~esulted in wage rate increases during the most recent years which 
have lagged far behind productivity gains, thus adding greatly to the 
private consumption deficiency. 

Undesirable trends in national tax policies, 1945-1963 
Federal personal income tax changes from 1939 through 1945 had a 

very progressive effect upon income distribution, in that they helped those at 
lower levels of income more than those higher up. This was one among 
m~y factors which contributed to our phenomenal economic performance 
du~mg World War II, and to rising living standards despite immense allo-
catiOn of our resources to war production. But tax changes since 1945 
including the tax changes of 1948, 1954, and 1962, have been regressive: 
in that they have helped those at the higher levels of income more than 
those lower down. Aimed excessively at stimulation of investment, and 
insufficiently at stimulation of private consumption, these tax policies have 
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accentuated the imbalances at the center of our economic difficulties. 
These regressive tax changes have also worked against advancement of 
economic and social justice. 

While tax reductions in 1954 gave a temporary fillip to the economy 
and helped to reverse the 1953-1954 recession, we at no subsequent time 
achieved anywhere near full economic restoration. And the Federal tax 
structure which has existed from 1945 forward has been among the factors 
in the unsatisfactory economic growth rate 1953-1963, including three 
recessions. 

Regressive nature of State and local taxation 
The adverse effects of the trend since 1945 toward a less progressive 

Federal tax policy-which really means a regressive trend-have been 
greatly aggravated by the absolutely regressive nature of State and local 
taxation. When all types of taxes at all levels are taken into account, 
our economy is functioning, and our people are living, under a tax system 
which we do not comprehend at all when we look only at the Federal 
personal income tax structure. 

Main defects in the 1963 tax proposal 
Drawing upon this analysis, the main defects in the 1963 tax pro-

posal are: 
( 1 ) Without the reforms, and properly taking into account the cor-

porate tax concessions of 1962, this study estimates that the proposal 
would assign about 8 billion dollars of the total tax cut to the stimulation 
of investment, and about 7.5 billion to the stimulation of consumption. 
This estimate necessarily takes into account, not only the corporate tax 
cuts, but also the proportion of the personal tax cut received by higher 
income taxpayers which they would be likely to save for investment pur-
poses. • Taking into account the proposed reforms, this study estimates 
that more than 4¥2 billion dollars of the total net tax changes would be 
assigned to the investment function, and less than 6:!4 billion to the con-
sumption function. This pattern of allocation between the investment 

• If these families were to save much less and spend much more of their tax 
cuts than this study estimates, which might happen, the very substantial lifting of 
their living standards concurrently with very little improvement in the living standards 
of lower income families, by means of tax reduction, would be indeed indefensible 
on general social grounds. 
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function and the consumption function, without or even with the reforms, 
is ill-adjusted to our economic problem today, and repeats errors com-
mitted in earlier years; 

( 2) The proposed personal tax cuts would redistribute income 
regressively. The personal tax cuts without the reforms would increase 
the disposable (after-tax) income of the $3,000 income taxpayer by 
only· 0.4 percent; the $5,000 income taxpayer, 1.8 percent; and the 
$10,000 income taxpayer 3.5 percent. But the disposable income of the 
$50,000 income taxpayer would be increased 9.7 percent; the $100,000 
income taxpayer, 16.3 percent; and the $200,000 income taxpayer 31.1 
percent.• 

Even with the reforms, the disposable income of the $3,000 income 
taxpayer would be increased only 2 percent; the $5,000 income taxpayer, 
3.1 percent; and the $10,000 income taxpayer, 3.5 percent. But the 
disposable income of the $50,000 income taxpayer would be increased 
6.3 percent; the $100,000 income taxpayer, 11.2 percent; and the $200,000 
income taxpayer, 23.8 percent. This kind of distribution of tax reduction 
would work counter to a sustainable balance between investment and con-
sumption, and is not justifiable on economic or social grounds. 

It is no answer to say that, because of the current structure of the 
Federal personal income tax system, any substantial reduction of tax rates 
must result in the high income taxpayer receiving a much larger percentage 
increase in his disposable income than the low income taxpayer. It is 
perfectly feasible, as will be shown, to reconstruct the proposed personal 
income tax cuts so as to avoid this consequence. Besides, as will also be 
shown, programs other than tax reduction should be relied upon more 
heavily in order to promote the needed economic and social results; 

( 3) The proposed tax changes are also too small and far too slow to 
add much toward economic restoration. This study estimates that, for 
reasonably full economic restoration sometime in 1965, our total national 
production needs to be about 57 billion dollars higher in 1964, and about 
85 billion higher in 1965, than it is likely to rise to if our national economic 
policies were to remain virtually in status quo. Vividly in contrast with 
these needed additions of 57 billion and 85 billion, respectively, this study 
estimates that the proposed tax reduction, including all of its indirect 
effects, would add only about 12.9 billion dollars to what total national pro-
duction would otherwise be likely to rise to in the first calendar year in 

• Assuming a married couple with two children or other dependents. The 
changes in disposable incomes are what really count. The percentage cuts in tax 
rates are merely mathematical formulae for arriving at the income results. 
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which the proposal would be applied, and would add only about 27.6 billion 
to what total national production would otherwise be likely to rise to in 
1965 or 1966, the first year when the tax proposal would be in full effect. 

Needed changes in tax plan: 10 billion dollar tax cut now, 
benefiting mainly the low- and middle-income taxpayers 

( 1 ) The first priority immediate tax action should be limited to 
~utting the 20 percent fiat rate, applicable to the first $2,000 of taxable 
mcome, to an average rate of considerably less than 15 percent, with much 
larger reduction in the rate applicable to the first $1 ,000 than to the 
second $1,000. For a married couple filing a joint return, the lower of 
these two rates would be applicable to the first $2,000, and the higher to 
the second $2,000. In addition, the standard exemption for a family of 
four, now $2,400, should be lifted to $3,400. Even this would be about 
53 percent lower in real terms (allowing for the change in the purchasing 
power of t?e dollar) than the $3 ,300 exemption in 1939. This first priority 
tax reductiOn would have an annual value of about 10 billion dollars all of 
which should take effect at once·* ' 

' 
(2 ~ All oth~r t~""< action should be deferred until the first priority 

t~ c~t IS accomplished. The attempt to combine all phases of tax reduc-
tion ~n one extremely complex tax package is almost certain to prevent 
s~fficient focus upon the first priority need, jeopardize some of the de-
sirable tax reforms, lead to enactment of some very undesirable so-called 
"ref~rms" , and result in a net tax program very poorly adjusted to eco-
nomic growth, the priorities of our national needs, and economic justice; 

( 3) Reductions in corporate tax rates are not needed for reasons 
alr~ady sta~ed: . and "':ould be wasteful when compared with other great 
~at10nal pnontles which could be served through an equivalent increase 
m. Federal do.mestic public spending. Some slight corporate tax reduction 
might be desrrable, If concentrated upon improving the position of small 
business; 

. ( 4 ~ Personal income tax cuts for those in the upper-middle and 
higher mcome groups, beyond the benefits which they would receive 
from th~ first priority tax cut suggested above, are not of high urgency on 
econonuc grounds, and of no urgency on social grounds. When such tax 
cuts are undertaken, they and any corporate tax cuts should be compen-
sated for in full by the closing of loopholes. 

* A simple alternative method, accomplishing clok to the same result, would 
leave ~e present tax structure intact, but allow every taxpayer, spouse, and dependent 
a credit of $1.50 per week against a tax liability computed under present Jaw. 
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Why tax cuts alone cannot carry the whole load 

Even the 10 billion dollar personal tax reduction suggested in this 
study, including its effects upon the stimulative value of the 1962 tax action, 
would increase total national production by only about 36 billion dollars 
in the first full year. As already indicated, this would be much too little. 
Beyond this, the nature of the unemployment problem requires vigorous 
additional approaches. Tax reduction at best would stimulate more de-
mand largely for types of goods now being produced by industries where the 
rate of elimination of jobs by technology and automation is extremely rapid. 
Because of these industrial trends, expansion of job opportunity in these 
industries in the years ahead would be severely limited, even if the demand 
for their products were increased to the maximum limits of feasibility. 

Thus, private and public investment must be expanded greatly with 
respect to those types of goods and services for which our national needs 
are so huge and pressing that even the trends in technology and automation 
would not prevent vast job expansion in these areas. These areas include 
housing and urban renewal, mass transportation, resources development, 
educational and health services and facilities, and a wide range of other 
human services. This will require much more Federal spending, not only 
for purely public programs, but also as a part of new admixtures of public 
and private spending-such as those required for renewal of urban areas. 

Immediately needed 3 billion dollar increase 
in the Federal Budget for domestic programs 

Towards these employment ends, and even more so because of our 
national needs for the programs themselves, this study proposes an 
immediate 3 billion dollar addition to the domestic programs now con-
tained in the fiscal 1964 Budget (without reducing any of the items in 
that Budget for national security and other international purposes, and for 
space research and technology) . As elements in a long-range program 
to meet adequately the great priorities of our domestic public needs, con-
sistent with our growing economic potentials, this study suggests that 
per capita Federal outlays for education should be almost tripled, com-
paring calendar 1966 with the fiscal 1964 Budget. Outlays per capita for 
health services and research should be almost doubled, and outlays for 
housing and community development should be multiplied about eight 
times.* Outlays per capita for all domestic programs (measured in 

* In absolute terms, the educational increase would be by far the largest. For 
elaboration of these and other needs, see the Conference study, The Federal Budget 
and "The General Welfare," December, 1959. 
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uniform 1962 dollars) should rise from $186.83 to $221.11. 
However, in a properly growing economy, total Federal outlays for 

all purposes as suggested in this study (allowing also for indicated increases 
for national security and other international purposes, and space research 
and technology) would decline from an estimated 16.80 percent of total 
national production in fiscal 1964 to 15.91 percent in calendar 1966. 
This means that, even with the suggested tax reduction and spending 
increase program, we could in the years ahead, as a dividend on adequate 
economic growth, come much closer to a balanced Federal Budget over 
the years immediately ahead than during the past decade, and balance the 
Budget when maximum prosperity is sustained for a few years. 

Need for still other expansionary national economic policies 
Even the suggested combination of tax reduction and increased public 

spending would neither fully restore nor adequately maintain maximum 
employment and production. As already suggested, the whole Social 
Security program needs to be greatly liberalized. Improved farm legis-
lation is essential. The minimum wage floor needs to be higher, with 
coverage expanded. Instead of the deplorable current tightening of 
monetary policy by the Federal Reserve System, we need a much more 
expansionary monetary policy and much lower interest rates. 

With all of this, the major portion of needed growth must come 
through expansionary action in the private sector of the economy. But 
the first inducement to this expansionary action would be the concrete 
assurance by the Federal Government that it is responding fully to its 
obligations under the Employment Act of 1946. 

Improved implementation of the Employment Act of 1946 
The basic reason why current policy proposals are not sufficiently 

attuned to our national capabilities and needs is that they have not been 
geared adequately to the long-range and short-range quantitative goals for 
maximum employment, production, and purchasing power called for by 
the Employment Act of 1946. 

Even while Western European countries are achieving high growth 
rates and low unemployment under "indicative planning", we are not 
utilizing fully the very Employment Act which initially inspired these 
efforts overseas. 

Even while these countries have learned from us the manifold eco-
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nomic benefits of mass consumption, we are moving away from our earlier 
prime stress upon this factor in economic growth. 

Even while so much of the world has come to associate economic 
growth with reduction of poverty and advancement of social justice, we are 
insufficiently recognizing that, especially in view of our unrivaled pro-
ductive powers, rapid reduction of poverty and advancement of social 
justice are prerequisites for adequate and sustained economic growth. 

And even while the totalitarians, despite some miscalculations and 
setbacks, are continuing to outpace us in their rates of economic growth, 
we have not marshalled that national purposefulness about which we 
talked so much after the first Sputnik in 1957-an all-embracing purpose-
fulness applied just as vigorously to our great domestic needs as to 
maintaining our national security and landing on the moon. 

This study has been directed by Leon H. Keyserling, with the assist-
ance of Mary Dublin Keyserling, Philip M. Ritz, and Nettie S. Shapiro. 
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II. What Is Tax Policy Really For? 

Our three great economic purposes 
Much of the current conflict and perplexity about tax policy arises 

from not keeping clear the vital distinction between means and ends. Un-
like rising living standards and opportunities to do useful work, no tax 
policy is an end objective, good for its own sake. Tax policy is merely the 
means to some other end. We therefore cannot discern desirable changes 
in tax policy, without gearing these changes to our great economic ends or 
purposes as a Nation and a people. These three great purposes are : 

( 1) To achieve steady and optimum economic growth. This means 
calling forth maximum use of our manpower and brains, technology and 
science, and natural resources, in accord with the "maximum employment 
and production" objectives of the Employment Act of 1946. The more 
effectively we do this, the stronger we become in an economic sense, and 
the better able to afford what we need to do; 

(2) To apportion total national production in accord with the relative 
priorities of our needs. Utilization of our total resources is now so slack 
that to talk about a "choice" between more consumer goods and more 
schools is a fundamental misstatement of our current problem. Nonetheless, 
we must always make sure that we do not get more gimcrack gadgets and 
not enough defense, education, and medical care; 

(3) To advance the frontiers of economic and social justice. The 
economic growth purpose might be attained, and a substantial part of the 
priority purpose attained, even while large portions of our population were 
denied fair participation in the fruits of this progress. 

Prevention of inflation is not a fourth great economic purpose. Infla-
tion should be prevented because it imperi ls these three great purposes. 

These three great purposes are also interdependent. In the nature of 
the American economy and our free institutions, we cannot meet the 
priorities of our national needs without maximum economic growth. Nor 
can we maintain maximum growth without meeting the great priorities of 
our national needs, or without a distributive system which expands economic 
and social justice. 

Economic requirements for achieving these three great purposes 

Our people, their various privately organized efforts, and their public 
institutions, are admirably endowed to move steadfastly toward these three 
great purposes. But the central economic requirement, by no means yet 
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achieved, is that there be balanced growth of (a) investment in the means 
of expanding production, and (b) the demand for ultimate products in the 
form of both private and public consumption (public demand for goods and 
services). If (a) seriously exceeds (b), idle resources, recessions, and low 
growth result ; if (b) seriously exceeds (a), inflation takes its toll. 

It is essential also that the composition of investment be well-balanced; 
that the distribution between private and public consumption be consistent 
with serving sufficiently the great priorities which depend upon public pro-
grams; and that the distribution of both private consumption and public 
services be compatible with justice. 

How well these economic requirements are met depends upon the 
volume and distribution of purchasing power through private and public 
spending. This is what is meant by the "maximum purchasing power" 
objective of the Employment Act. 

The proper role of Federal public spending and taxation 
This flow and distribution of purchasing power is affected by all im-

portant private and public economic policies, and very powerfully affected 
by Federal public spending and taxation. 

Contrary to some thought and action, the prime purpose of Federal 
spending is nor to help maintain a sufficiently high level of economic activ-
ity, although it has that important function among others. The towering 
central purpose of Federal spending is this: to serve those great priorities 
of our national security and domestic needs which cannot be served at all, 
or cannot be served as well, in some other way. This means that the level 
of Federal spending should be determined by estimating what the total out-
put of our economy would be under maximum production, and then decid-
ing as a matter of national policy what part of this maximum output should 
be allocated through Federal spendi.ng to these great priority purposes. 

If the national economy as a whole is producing far below maximum 
levels and has large slack resources, this is certainly no reason to reduce or 
hold Federal spending to levels below those arrived at by the method just 
set forth . We should never sacrifice great national priorities when idle re-
sources are available to serve them, just because a slack economy is not 
yielding enough tax revenues to cover all of the bill. In that event, deficit 
financing should be used to help take up the economic slack. To permit 
this slack to continue is bad even for the Federal Budget in the long run. 

On the other hand, if our economy is faced by severe pressures upon 
its productive resources (i.e., severely inflationary conditions), Federal 
spending should in general be held at levels arrived at by the method sug-
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gested above. If inflationary pressures make it desirable that we cut back 
somewhere, appropriate measures should be adopted to reduce or restrain 
other types of spending of lower priority than the Federal Budget, so that 
the great purposes of our national economic life may not be sacrificed to 
secondary purposes. 

Taxation (unlike public spending for needed purposes) has little or no 
creative value in itself. Thus, after the level of Federal spending is appro-
priately determined as indicated above, tax rates should be high enough to 
run a budgetary surplus when we are threatened with excessive inflationary 
pressures, and low enough to result in a substantial deficit when we suffer 
from large unemployment of plant and manpower. Beyond this, the distri-
bution of the tax burden has great bearing upon relative rates of private 
investment and consumption, and also upon economic and social justice. 

Deficiencies in current approaches to tax policy 
These comments have large bearing upon the inadequacy of current 

efforts to activate the economy by tax reduction, without first acting upon 
the fact that much higher levels of Federal spending (in addition to defense, 
space, and international) are imperative to serve the greatly neglected pri-
orities of our domestic public needs. Even with such accelerated Federal 
spending in appropriate amounts, the current and foreseeable economic 
situation would call for substantial tax reduction . But the nature of the 
proposed tax reduction is not well adjusted to promoting a workable balance 
between investment and consumption, and therefore not well adjusted to 
accelerating economic growth. Moreover, the proposal is regressive in its 
impact upon an income distribution structure which still needs much pro-
gressive improvement in order to serve the great priorities of our national 
needs and to advance economic and social justice. 

Admittedly, changes in tax policy are now being proposed with the 
intent of furthering these purposes, especially to accelerate growth. But we 
are now in grave danger of going wrong on tax policy (and on other eco-
nomic policies as well) , because we are not gearing these means sufficiently 
to our great economic ends or purposes. To appreciate why this is so, it 
will be helpful next to examine our national tax policies during the past 
quarter-century in the perspective of the great purposes which tax policy 
should serve. 
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ill. The Progressive Nature of 
National Tax Policy, 1939-1945 

Distribution of increased personal tax burden, 1939-1945 
Due to World War II, the burden of Federal personal income taxes 

was very much higher in 1945 than in 1939. This increased burden (as the 
term "increased burden" is used in this discussion) is not measured by the 
total increase in taxes collected, much of whiCh was due to the vast expan-
sion of production, employment, and incomes. The increased burden is 
measured rather by the increases in tax collections due to higher tax rates. 

How was this increased burden distributed? This question may be 
answered by showing how much more taxes people in various income groups 
paid in 1945 than they would have paid in 1945 if effective tax rates had 
remained the same as they were in 1939. 

In 1945, as shown by the first chart following this chapter, those with 
incomes under $3,000 comprised more than 55 percent of all tax returns 
filed, but paid less than 32 percent of the total tax increase attributable to 
the increases in tax rates. The 2.8 percent of all those filing returns who 
had incomes of $10,000 and over paid 27.4 percent of the tax increase 
attributable to the tax rate increases; the 0.91 percent with incomes of 
$20,000 and over paid 17.2 percent; and the 0.16 percent with incomes of 
$50,000 and over paid 5.7 percent. This indicates that the higher income 
people, relative to their number, bore a larger share of the increase in the 
tax burden, and the lower income people a smaller share. In other words, 
the distribution of the increase in the tax burden was progressive. 

It is also revealing to look at the impact of the increased tax rates 
upon the disposable (after-tax) incomes of taxpayers at various income 
levels.* In this connection, a very erroneous impression results from focus-
ing upon the percentage increases in tax rates; as shown on the second chart 
following this chapter, the $5,000 income taxpayer had a 2,000 percent 
increase in his tax rate,** while the $200,000 income taxpayer had only a 
73.6 percent increase. But more realistically, in terms of the change in 
disposable income which is the ultimate economic and social result of any 
change in effective tax rates, the $3,000 income taxpayer suffered a dispos-
able income decrease of only 6.9 percent; the $5,000 income taxpayer, 12.1 

* In this and similar discussion, the taxpayer is assumed to be married and have 
two children or other dependents; a flat 10 percent deduction is allowed for taxes, 
interest, contributions, etc. 

**The increase in the tax rate of the $3,000 income taxpayer cannot be com-
puted, because he paid no tax in 1939. 
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percent; the $10,000 income taxpayer, 17.0 percent; the $50,000 income 
taxpayer, 37.3 percent; the $100,000 income taxpayer, 45.3 percent; and 
the $200,000 income taxpayer, 51.2 percent. These data show more clearly 
that the tax rate changes had a progressive effect upon income distribution. 

Changes in corporate and other tax rates, 1939-1945 
It is unnecessary, for the purposes of this study, to examine the changes 

in corporate and other non-personal tax rates in detail, because problems as 
to the distribution of the increased tax burden with respect to these types of 
taxes are not of significance comparable to the significance in the case of 
personal taxes. Subsequently in the discussion, the general significance of 
the changes in these types of taxes are dealt with. Suffice it to say at this 
point that corporate tax rates were immensely higher in 1945 than in 1939. 
A heavy excess profits tax was also imposed. Estate and gift taxes were 
also raised substantially. 

Economic and social effects of 1939-1945 tax changes 
Although many other powerful factors influenced the economy, it is 

nonetheless feasible to evaluate the economic effects of these tax changes. 
Despite heavy increases in both personal and corporate tax rates, growth 
in total national production out-distanced the most optimistic expectations. 
Business and personal initiative was augmented, not repressed. High eco-
nomic growth and full employment led generally to rising living standards, 
despite the extremely high allocation of output to direct war purposes. The 
numbers and percentages living in poverty were reduced at an unusually 
rapid rate. The progressive redistribution of after-tax income, through the 
changes in tax policy, abetted both economic growth and social progress. 

Tax increases during World War II may have been too small 
The only important criticism of our national tax policies from 1939 

through 1945 might be that taxes were not lifted enough. About half of 
the increased public costs resulting from World War II was financed by 
borrowing rather than by the increased tax take. This built up huge war-
time savings, which tended to increase inflationary pressures in the imme-
diate postwar years when these savings were injected into the spending 
stream too rapidly because of the premature abandonment of controls. But 
on balance, the utilization of these savings helped to prevent the kind of 
serious economic downturn which occurred during 1921-1922 following 
World War I, and which many had expected after World War II. 

The two following charts relate to this discussion. 
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PERSONAL TAX INCREASES,I939-'45 
Distribution In 1945 Of Total Tax Returns!.! 

And Of Total Tax Increases Attributable To Tax Rate lncreasesSI 
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J/percent distribution of 1945 tax returns (taxable and nontaxable) by income group 
estimated by CEP on basis of Treasury Dept . dolo . 

Yrhe shore of the total tax increase applicable to the adjusted gross income of each 
income group based on CEP estimate of amount of taxes which would hove been paid in 
1945 hod 1939"rotes and regulations obtained in 1945. 
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PERSONAL TAX INCREASES, 1939-1945 
Percent Federal Tax Increase And Percent Decrease In After-Tax Income 

Married Couple With Two Children At Various Income Levels.!! 
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(Tax Rote Raised From 2.6% To 19.2% (Tax Rate Raised From 4.5% To 24.0% (Tax Rate Raised From 7.5% To 32.8% 
Alter-Tax Income Down $1,655.1 Alter-Tax Income Down $2,932.) After-Tax Income Oown $6,332.) 

636.5,.. 

Percent Percent Drop In Percent Percent Drop In Percent Percent Drop In 
Tax Increase Alter-Tax Income Tax Increase Alter-Tax Income Tox Increase Alter-Tax Income 

$50,000 100,000 
(Tax Rate Raised From 14.3% To 46.3% (Tax Rate Raised From 26.2% To 59.6% 

Alter-Tax Income Down $16,005.) After-Tax Income Down $33,396.) 
I 

Percent 
Tax Increase 

$200,000 
(Tax Rate Raised From 41.0% To 71.2% 
Alter- Tax Income Down $60,373.1 

Percent 
Tox Increase 

.!t Federal tax for 1939 and 1945, as applied to adjusted gross income, estimated by CEP, 

ossumino 10 percent deduction for toKes, interest, contributions, etc. Allowance was also 

mode for earned income credit in 1939 . 

.ZI No tax at this level in 1939. 

Note: Tax rates shown are effective tax rates . 
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IV. Regressive Trends In 
National Tax Policy, 1945-1963 

Distribution of the decreased personal tax burden, 1945-1963 

The end of World War II properly set in motion the trend toward tax 
reduction, and, despite a reversal of the trend during the Korean war, tax 
rates were very much lower by 1963 than in 1945. How the decrease in 
the tax burden due to lower tax rates was distributed may be shown by 
examining how much less taxes people in various income groups are esti-
mated to pay in 1963 than they would pay in 1963 if tax rates had remained 
the same as they were in 1945. 

For 1963, as shown by the first chart following this chapter, it is esti-
mated that those with incomes under $3,000 would comprise almost 33 
percent of all tax returns filed, but would receive only 3.4 percent of the 
total tax cut attributable to the decreases in effective tax rates (below the 
1945 level) . The 12.29 percent of all those filing returns with incomes of 
$10,000 and over would receive 57 percent of the total tax cut attributable 
to the decreases in tax rates; the 1.87 percent with incomes of $20,000 and 
over would receive 24.8 percent; and the 0.31 percent with incomes of 
$50,000 and over would receive 8. 7 percent. This indicates that the lower 
income people, relative to their number, enjoyed a much smaller share of 
the decrease in the tax burden, while the higher income people enjoyed a 
much larger share. In other words, the distribution of the decrease in the 
tax burden was regressive. 

Turning to the effect upon a taxpayer at a given income level,* the 
second chart following this chapter shows that, comparing 1963 with 1945, 
the $3 ,000 income taxpayer is estimated to receive a 70.9 percent cut in 
his effective tax rate, while the $200,000 income taxpayer would receive 
only a 19 .1 percent cut. This makes it appear that the changes were very 
progressive. But looking at the changes in disposable (after-tax) incomes, 
which are the only changes of practical economic or social significance, the 
$3,000 income taxpayer is estimated to enjoy an increase of only 5.2 per-
cent in his disposable income, and the $5 ,000 income taxpayer only a 4.8 
percent increase; the $10,000 income taxpayer would enjoy a 6. 7 percent 
increase; the $50,000 income taxpayer, 26.7 percent; the $100,000 income 
taxpayer, 36.9 percent; and the $200,000 income taxpayer, 47 .2 percent. 
It is thus made even clearer that the 1945-1963 reductions in tax rates 

* Using same assumptions as to family size and deductions as in previous chapter. 
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were highly regressive in their effects upon income distribution. 
Some may argue that the same considerations which made the distri-

bution of the increase in the tax burden progressive when taxes were being 
sharply increased during the period 1939-1945 appropriately made the 
distribution of the decrease in the tax burden regressive when taxes were 
sharply reduced during the period 1945-1963. This argument would be 
correct only if the distribution of the total Federal personal tax had become 
too progressive as of 1945, from the viewpoint of its impact upon economic 
growth and incentives. (It was certainly not too progressive from the view-
point of economic and social justice, considering the vast disparities in 
disposable (after-tax) incomes even in 1945, and the many millions of 
families and individuals still living in poverty and deprivation.) But, as 
shown in the previous chapter, the distribution of the tax burden as of 1945 
was entirely consistent with our fantastic growth achievements and high 
economic incentives during World War II. And as is shown subsequently 
in Chapter VII, the much less progressive distribution of the tax burden 
more recently has worked against adequate economic growth. It has done 
this mainly by creating periodic maladjustments between (a) investment in 
expanding the means of production and (b) private consumer demand. It 
follows that the necessary reduction of taxes after 1945 should not have 
moved so far in the direction of less progressive taxation. 

Changes in corporate tax treatment, 1945-1963 

The Revenue Act of 1945 repealed the excess profits tax as of Janu-
ary l, 1946, and also reduced the corporate surtax rates. The 1954 
Revenue Act permitted, as of the end of 1953, the expiration of the excess 
profits tax imposed during the Korean war. The same Act introduced a 
liberalized treatment of depreciation allowances, and also liberalized some 
other business allowances. This trend was carried considerably further by 
Congressional and Treasury action in 1962. The excessively favorable tax 
treatment of business investment and its consequences are discussed fully 
in Chapter VII. 

But it should be noted at this point that, even in early 1957, when 
"overcapacity" relative to demand for ultimate products was abundantly 
apparent, the Administration and the Federal Reserve System both urged 
restraint upon consumption and more emphasis upon investment, although 
the portents of the oncoming recession were in full view. The further tax 
concessions to investors by legislative and administrative action in 1962, 
while not yet succeeeded by another recession, evidenced a similar mis-
placement of emphasis. 
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Misinterpretation of consequences of 1954 tax reductions 

Some analysts say that the tax changes of various sorts contained in 
the Revenue Act of 1954, when combined with the very large automatic 
reductions of tax rates in 1954 under earlier legislation, contributed might-
ily to the economic recovery after the 1953-1954 recession. But these 
analysts overlook that the deficiencies in the tax structure after 1945 and 
on into 1953 were among the factors inducing this recession.* Further, the 
deficiencies in the tax structure from 1954 forward (including the tax 
changes in that year) were among the factors which prevented the recovery 
following this recession from bringing us back at any time to conditions 
anywhere near maximum employment and production. Thus, these 1954 
tax changes, even while they gave the economy a temporary "shot-in-the-
arm," in the longer run were not of the type suited to maintain adequate 
economic growth. This lesson has great relevance to the current tax pro-
posal. To illustrate, although we had a big upturn in 1954-1955, our eco-
nomic growth rate in real terms was only 2.1 percent from 1955 to 1956, 
and only 1.9 percent from 1956 to 1957. Thus, the assertion by the Council 
of Economic Advisers and others that our chronic problem of an inadequate 
growth rate commenced in 1957 rather than in 1953 is questionable. And 
of course, deficiencies in the tax structure continued to be one of the 
important factors which induced (a) the recessions of 1957-1958 and 
1960-1961, and (b) our very unsatisfactory growth rates even during the 
non-recessionary periods between 1958 and 1963. 

Summary of overall effects of tax trends, 1945-1963 

There can be no doubt that the huge tax reductions immediately fol-
lowing World War II, coupled with the tremendous accumulation of savings 
which resulted from the method of financing the war and other reconver-
sion policies, helped very much in smoothing out the transition from war 
to peace. Even so, the tax changes which commenced as World War II 
ended resulted by the time of the 1954 tax changes in a tax structure ill-
suited to our economic and social needs during the past decade. 

The difference between the tax structure from 1954 forward through 
1963, and the tax structure as it was in 1945, had a regressive effect 
upon income distribution. Especially during the past decade, our progress 
towards reducing poverty and deprivation among scores of millions of 
Americans has slowed down to a snail's pace.** Our rate of economic 

* By distorting the relationship between investment and consumption . The reces-
sion of 1949 was also due in part to errors in national economic policy, including the 
regressive trends in tax policy from 1945 forward . 

* * As treated more fully in Chapter V. 
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growth during the most recent decade has been abysmally low,* involving 
enormous harm to our private and public priorities at home, and also 
serious effects upon our international purposes and prestige. Of course, 
errors in many other national economic policies besides tax policy contrib-
uted to these results. Nonetheless, the trends in tax policy should be borne 
in mind, when we turn to consider what kind of changes in national tax 
policy we need now. 

Let us next take a look at types of taxation other than those discussed 
in this chapter and the preceding chapter, in order to evaluate the economic 
and social significance of our total nationwide tax policies, Federal, State, 
and local. 

The two following charts amplify the materials in this chapter. 

* As detailed in Chapter VI. 
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PERSONAL TAX CUTS, .1945-1963: 
Distribution In 1963 Of Total Tax Returns!! 

And Of Total Federal Tax Cuts Attributable To Tax Rate Decreases~ 

Under $3,000 Income 

Percent of , 
Toto I Returns, 63 

Percent of Attributable 
To1 Cuts,l963 

$5,000-$10,000 Income 

36.1% 

Percent of , 
Total Returns, 63 

Percent of Attributable 
Ta1 Cuts, 1963 

$20,000-$50,000 Income 

1.6% 
avmm 
Percent of 

Total Relums,'63 

16.1% • Percent of Attributable 
Ta1 Cuts,l963 

$10,000 And Over Income 

Percent of 
Total Returns,'63 

Percent of Attributable 
Ta1 Cuts, 1963 

$3,000-$5,000 Income 

18.8% m 
Percent of , 

Total Returns, 63 

5.6% 
fEW 

Percent of Attributable 
Ta1 Cuts, 1963 

$10,000-$20,000 Income 

Percent of 
Total Returns;63 

32 .2% 

Percent of Attributable 
To1 Cuts,l963 

$50,000 And Over Income 

0.3% 

Percent of 
Total Returns,'63 

8.7% 

rmmm 
Percent of Attributable 

Tal Cuts, 1963 

$20,000 And Over Income 

1.9 •• 

Percent of 
Total Returns;63 

Percent of Attributable 
Ta1 Cuts, 1963 

JIPercont distribution of 1963tax returns (taxable and nontaxabto} by income Qroup 
estimated by CEP on basi a of Treasury Dept . data . 

liThe share of the total tax decrease applicable to tho adjusted Qross income of each 
income Qroup basad on CEP estimate of Omount of foxes which would have been paid in 
1963 had 1945 rates and roQulations obta ined in 1963. 
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PERSONAL TAX CUTS, 1945-1963: 
Percent Federal To)( Cut And Percent Gain In After-Tax Income 
Married Couple With Two Children At Various Income Levels.!; 

$ 3,000 Income 
(Tax Rote Cut From 6.9% To 2.0% 

Tax Cut From $206. To $60.) 
'Yo 

Percent Percent Gain In 
Tax Cut After-Tax Income 

$5,000 Income $ 7, 500 Income 
(Tax Rote Cut From 12.6% To 8.4% (Tax Rote Cut From 16.3% To 11.7% 
Tax Cut From $630. To $420. ) Tax Cut From $1,223 To $877. ) 

33.3% 

I 
Percent 
Tax Cut 

4 .8% r;z:;m 
Percent Gain In 

After-Tax Income 

28.3% 

I 
Percent 
Tax Cut 

5.5"/o m;rm 
Percent Gain In 

After-Tox Income 

$10,000 Income $15,000 Income $25,000 Income 
(Tax Rate Cut From 19.2% To 13.7% (Tax Rate Cut From 24.0% To 16.6% (Tax Rote Cut From 32.8'1'o To 21.3% 

Tax Cut From $1,915. To $1,372.) Tax Cut From $3,600.To $2,486.) Tax Cut From $8,200. To $5,318.) 

28.4% 

I 6.7% 
IIJ9 

Percent Percent Gain in 
Tax Cut After-Tax Income 

30.9% 
35.1% 

I 9.8% • Percent Percent Gain In Percent Percent Gain In 
Tax Cut After-Tax Income Tax Cut After-Tax Income 

$ 50,000 Income $100,000 Income $200,000 Income 
(Tax Rate Cut From 46.3% To 32.0% (Tax Rate Cut From 59.6'1'o To 44.7% (Tax Rate Cut From 71.2% To 57.6'1', 
Tax Cut From $23,145. To $15,976.) ax Cut From $59,625.To $44,724.) Tax Cut From $142,405. To $115,224.) 

47.2% 
36 .9o/o 

25.0% 

I I 
Percent Percent Gain In Percent Percent Gain In Percent Percent Gain In 
Tax Cut After-Tax Income Tax Cut After-Tax Income Tax Cut After-Tax Income 

.!t The amount of Federal lox, os applied to adjusted gross income, wos est imated for 1945 
by CEP ond for 1963 by Treasury Dept. Both estimates assume 10 percent deduction for taxes 
mterest, contributions, medical core, etc. ' 
Note : Tax rates shown ore effective tax rates . 
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V. How All Taxes At All Levels Bear Upon 
Incomes And Income Distribution 

The Federal personal income and corporate tax policies just discussed 
do not operate in an isolated compartment. They operate in the same 
economy as other types of taxes-Federal, State, and local. This makes it 
impossible to evaluate the Administration's tax proposal without looking at 
these other types of taxes. 

When this is done, it becomes clear that we live under an entirely 
different tax system than is apparent from looking primarily at Federal per-
sonal and corporate tax rates-different especially in its effects on incomes 
and income distribution, both of which are at the heart of our whole 
economic problem. 

U. S. income distribution before taxes 
In 1961, as shown by the first chart following this chapter, almost 

10Y2 million multiple-person families with annual incomes under $4,000 
and 4 million unattached individuals with annual incomes under $2,000-
approximately 38 million Americans, or about one-fifth of a nation-lived 
in poverty. Simultaneously, as shown by the second chart, there lived in 
deprivation, above poverty but short of the minimum requirements for a 
moderately adequate budget, almost 10% million families with incomes 
from $4,000 to just under $6,000, and more than 2 million unattached 
individuals with incomes from $2,000 to just under $3,000-about 39 
million Americans, or more than one-fifth of a nation. 

With less than half the income required to place them above poverty, 
as shown on the same chart, there were 31/ > million families under $2,000 
and about 1% million unattached individuals under $1 ,000-in the neigh-
borhood of 12 million Americans. At the opposite extreme, living at ot 
above what might be called the affluent level, there were 3y2 million fam-
ilies with incomes of $15,000 and over, and about one-half million unat-
tached individuals with incomes of $7,500 and over-in the neighborhood 
of 13% million Americans, or about 7 percent of the population. A small 
fraction of these lived in wealth.* 

In 1961, the close to 21 percent of the American people who lived 
in poverty received less than 7 percent of total personal income; the 43 per-

* For the basis of these income categories, and a full discussion of the subject, 
see the Conference study, Poverty and Deprivation in the U. S., April 1962. 
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cent who lived in poverty or deprivation received 21 percent; and the 7 per-
cent who lived in affluence or wealth nearly 24 percent. 

Recent slowdown in reduction of poverty 
During the three decades 1929-1960, the total number of Americans 

living in poverty was reduced at an average annual rate of 2.2 percent. 
From 1935-1936 to 1?47, the average annual rate of reduction was 4.8 
percent, due to the permanent economic reforms of the 1930's when united 
with the transition from the Great Depression years to the great economic 
expansion of the World War II era. During the years 1947-1953, also 
characterized in general by reasonably high economic growth and employ-
ment, the average annual rate of reduction was 2.7 percent. But during the 
years 1953-1960, marked by very low economic growth and chronically 
rising idleness of manpower and plant, the average annual rate of reduction 
in the total number of Americans living in poverty dropped to 1.1 percent. 
There was no reduction in the number of families with incomes of less than 
half the amount needed to lift them above poverty, and practically no re-
duction in the number of unattached individuals living in poverty.* 

The period of reasonably high economic growth and employment from 
the start of World War II to 1953 showed progressive trends in income 
distribution. But during the period of low economic performance 1953-
1960, distribution of income worsened slightly. The shares of total personal 
income flowing to the lowest income fifth of all consumer units, to the sec-
ond lowest, and to the third lowest, all declined. Meanwhile, the share flowing 
to the two highest income fifths rose. By 1961 , the highest 5 percent of all 
consumer units received almost 20 percent of total personal income, or very 
much more than the 15 y2 percent of income received by the lowest 40 
percent of all consumer units (families and unattached individuals).** 

Effect of Federal personal income tax on income distribution 
The progressive nature of the Federal income tax has meant that dis-

tribution of income after this tax has been more favorable to the bulk of the 
people than distribution before this tax. But even looking at the after-tax 
picture, as shown by the third chart, the 13.3 percent of all consumer units 
who had incomes under $2,000 in 1961 received only 2.4 percent of total 

~· These findings take account of changes in the value of the dollar, and thus of 
the changing number of dollars required over the years to lift people above the 
poverty or deprivation level. 

•:• * These data are consistent with those earlier cited, as measurement by con-
sumer units and measurement by all people or by families yield somewhat different 
distribution pictures. 
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personal income; the 34.9 percent under $4,000 received only 13 percent; 
the 13.9 percent with incomes of $10,000 and over received 34.6 percent; 
and the 4.5 percent with incomes of $15,000 and over received 16.6 per-
cent. And this takes no account of the regressive effects of other types of 
taxes, shortly to be discussed. 

Although the Federal personal income tax still has a progressive im-
pact upon income distribution, there has been (as indicated earlier) a 
marked decline in the degree of this progressiveness-which in effect is a 
regressive trend--during the years after World War II. This is shown by 
the fourth chart following this chapter. 

In examining this chart, the important think to look at is not the 
changing shares of total personal income before and after taxes received by 
taxpayers at various income levels over the years. For these changing 
shares, in their entirety before taxes, and for the most part after taxes, are 
not due to the changes in tax rates, but rather to the changes in the relative 
number of taxpayers at the various income levels. For example, as incomes 
in general rise, large numbers of taxpayers move upward in the income 
structure. 

The important thing to look at, in measuring the effect of the tax rate 
itself upon income distribution, is to compare the changes over the years in 
the ratio between the after-tax share and the before-tax share of total per-
sonal income received by taxpayers at the various income levels. If the 
effect of the changes in tax rates is to increase the ratio of the after-tax 
share to the before-tax share received by low- and middle-income taxpayers, 
and to decrease the ratio of the after-tax share to the before-tax share re-
ceived by high-income taxpayers, the changes in tax rates are making income 
distribution more progressive. In contrast, if the effect of the changes in tax 
rates is to reduce the ratio of the after-tax share to the before-tax share in 
the case of low- and middle-income taxpayers, and to increase the ratio of 
the after-tax share to the before-tax share in the case of high-income tax-
payers, the changes in tax rates are serving to make the tax system less 
progressive, and are therefore moving in a regressive direction. 

In 1939, taxpayers with incomes under $10,000 received 80.02 per-
cent of total personal income before taxes, and 82.47 percent of total per-
sonal income after taxes. In 1945, taxpayers with incomes under $10,000 
received 86.03 percent of total personal income before taxes, and 89.83 
percent of total personal income after taxes. This represented a progressive 
enlargement in the ratio of the after-tax to the before-tax share of low- and 
middle-income taxpayers. In 1963, taxpayers with incomes under $10,000 
are estimated to receive 65.57 percent of total personal income before 
taxes, and 67.87 percent of total personal income after taxes. This repre-
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sented, in 1963 compared with 1945, a regressive reduction in the ratio of 
the after-tax share to the before-tax share in the case of low- and middle-
income taxpayers. Applying the current tax proposal to the current struc-
ture of returns and incomes, taxpayers with incomes under $10,000 would 
receive 67.43 percent of total income after taxes without the reforms, and 
67.75 percent with the reforms, thus representing a slightly further re-
gressive movement toward less progressive taxation. 

Sharply in contrast, the taxpayers in 1939 with incomes of $50,000 
and over received 5.13 percent of total personal income before taxes, but 
only 3.41 percent of total personal income after taxes.* By 1945, the 
$50,000 and over group received 3.29 percent of total personal income 
before taxes, but only 1. 70 percent of total personal income after taxes:* • 
Thus, the tax changes from 1939 to 1945 were serving progressively to 
reduce greatly the ratio of the high-income taxpayer's share in after-tax 
income to his share in before-tax income. But in 1963, taxpayers expected 
to file returns with incomes of $50,000 and over would receive an estimated 
3.27 percent of total personal income before taxes, and 2.45 percent of 
total personal income after taxes.*** Thus, the changes in tax rates from 
1945 to 1963 served regressively to increase greatly the ratio of the after-
tax share to the before-tax share in the case of high-income taxpayers. The 
current tax proposal would move slightly further in the same direction, 
when there is need for a sharp reversal of the trend which set in after 1945. 

The regressive nature of other types of taxation-
Federal, State, and local 

Insufficient research into the impact of the tax system as a whole has 
resulted in a woeful scarcity of useful data. But a study made in 1955 
containing estimates for the year 1954 is very revealing. The fifth chart 
shows that spending units with incomes below $2,000 paid on the average 
only 2.7 percent of this income in the form of the Federal personal income 
tax. But they paid 13.7 percent in the form of total Federal taxes (includ-
ing excises and social insurance taxes and corporate profits taxes) ; they 
paid 9.8 percent in the form of total State and local taxes; and they paid 
23.4 percent in the form of all taxes at all levels. Spending units with 
incomes of $10,000 and over paid 14 percent of their incomes for Federal 
personal income taxes; 31.8 percent for total Federal taxes; 7.4 percent for 

* These taxpayers in 1939 were only 0.15 percent of all persons filing returns in 
that year. 

** These taxpayers in 1945 were only 0.09 percent of all taxpayers filing returns. 
'''** These taxpayers in 1963 are estimated at 0.31 percent of all persons filing 

returns in that year. 
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total State and local taxes; and 39.2 percent for all taxes at all levels. The 
impression that one would get when contrasting (I) the 2.7 percent figure 
with the 14 percent figure (related to the Federal personal income tax) is 
extraordinarily different from the true picture which is revealed by c9n-
trasting (2) the 23.4 percent figure with the 39.2 percent figure (related to 
all taxes). The first comparison creates the impression that the spending 
units with incomes of $10,000 and over pay more than five times as large 
a part of this income in taxes as the spending units with incomes under 
$2,000. But taking all taxes into account, the higher income spending unit~ 
pay, as a percentage of their incomes, only about two-thirds more in taxes 
than the lower income spending units. For the groups in between those 
with incomes below $2,000 and those with incomes of $10,000 and over, 
the data on the same chart show even more sharply the regressive effects of 
taxes other than the Federal personal income tax. It should be noted also 
that total State and local taxes are highly regressive, with a smaller portion 
of income being paid for these taxes as income rises. 

The sixth chart shows, also for estimated 1954, the percent of total 
income received and the percent of total taxes paid by spending units within 
various income categories. Looking at the Federal personal income taxes 
alone, spending units with incomes below $2,000, receiving 6 percent of 
total personal income, paid only 1.6 percent of such taxes, while spending 
units with incomes of $10,000 and over, receiving 20 percent of total in~ 
come, paid 34.3 percent of such taxes. But looking at total taxes of all 
kinds, the spending units with incomes below $2,000 paid 4.6 percent of all 
taxes, while the spending units with $10,000 and over paid 31.2 percent. 
These data show that taxes in addition to Federal personal income tax mul-
tiplied almost three times the percent of total taxes paid by the under-$2,000 
spending units, but reduced substantially the percent of total taxes paid by 
the $10,000 and over spending units. 

Although sufficiently comprehensive data are unavailable, it is certain 
that the trends since 19 54 have made the situation much worse than it was 
then. Practically all types of taxes other than Federal have risen greatly, 
and practically all of these other taxes are highly regressive. And today, 
the Federal personal income tax is not as progressive as it was before 
the 1954 changes. 

Let us now examine our poor economic performance 1953-1963, as 
shaped in part by national tax policies thus far depicted. 

The next six charts amplify the foregoing discussion. 
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AMERICANS LIVING IN POVERTY 
AND THEIR SHARE OF INCOME, 1961 

Annuallncomes,Before Taxes.!! 

NUMBER OF CONSUMER UNITS 
(In Millions) 

MULTIPLE-PERSON FAMILIES UNATTACHED INDIVIDUALS 
10.4 i 

$2,000- Under $1,000-Under Under 
$3,999 $4,000 $1,000 $1,999 $2,000 

(Cumulative) (Cumulat ive} 

PERCENTAGE DISTRIBUTION 
MULTIPLE-PERSON FAMILIES UNATTACHED INDIVIDUALS 

I2S2:l Percent of All Families ~ Percent of All Individuals 
r::::::J Share of Total Income of All Families ~ Share of Total Income of Alllndivduals 

Under 
$1,000 

$2,000- Under 
$3,999 $4,000 

(Cumulat ive) 

11 Includes, in addition to cosh income , the monetary value of food and 
fuel produced by form families for their own use, and other non money Income. 

35.7% 

Data : Deportment of Commerce, except that numbers of consumer units in 11 under $1,000 11 and 
"$1,000-$1,999" groupings ore estimated by CEP on basis of Commerce Department 

data forfamilies and individuals with incomes "under $2,000" . 
CEPhas also estimated shares of income for"undor $1 ,000" and "$1,000 - $1 ,999" groupings . 
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AMERICANS LIVING ABOVE POVERTY 
AND THEIR SHARE OF INCOME, 1961 

Annual Incomes, Before Taxes.!! 

NUMBER OF CONSUMER UNITS 
(In Millions) 

Comfort-
Affluence 

14.3 

Affluence 
or Weollh 

iUNATTACHEO INDIVIDUALS 

Comfort Comfort-
Deprivation 3.2 Affluence Affluence 

2.1 1m m 1.3 or Wealth m .5 
"""YY"Y 

$2,000- $3,000- $5,000- $7,500-
$2,999 $4,999 $7,499 8 Over 

PERCENTAGE DISTRIBUTION 
MULTIPLE-PERSON FAMILIES UNATTACHED INDIVIDUALS 

IZS2S1I Percent of All Families ~ Percent of All Individuals 
c:::l Share of Total Income of All Families ~ Share of Total Income of All Individuals 

39.8% 

33.3% 

$4,000- $6,000- $7,500- $15,000-
$5,999 $7,499 $14,999 8 Over 

Jl Includes in addition to cash income, tho monetary value of food and fuel produced by form families 

for their own use, and other non money income. 

Data' U. S. Dept. of Commerce {0 . B. E.) 
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DISTRIBUTION OF PERSONAL INCOME 
OF ALL CONSUMER UNITS,I961 

lncome,Before Federal Income Tax,Of Families a Unattached lndlviduals!J 

~ Percent of All Consumer Units ~ Share of Total Income of All Consumer Units 

(Cumulative) 
93.7"/o 

68.0,. 

Under Under Under Under 
$4poo $7,500 $1opoo $15,000 

lncome,After Federal Income Tax,Of Families a Unattached lndividualsJ; 

~Percent of All Consumer Units I2ZI Share of Total Income of All Consumer Units 

Under $2,000 $4,000 $7,5000 $10,000 
$2,000 $3,999 $7,499 $9,999 $14,999 

Under 
$4,000 

(Cumulative) 

Under Under Under 
$7,500 $10,000 $15,000 

J; Includes, in addition to cash income, the monetary value of food and fuel produced by form 

families for their own use, and other non money income. 

Data : U.S. Dept. of Commerce (O.B.E.) 
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EFFECT OF FEDERAL INCOME TAX 
ON INCOME DISTRIBUTION, 1939, '45 a '63 

AND UNDER ADMINISTRATION'S PROPOSAL 
~ Percentage of all personal tax returnsll 

c:J Percentage of total before-tax personal income.!/ 

00 Percentage of total after-tax personal incomo.l.i 

UNDER $5,000 INCOME 

UNDER $10,000 INCOME 

$10,000 AND OVER INCOME 

34 .43 32.13 
19.98 17.53 

aWFJ§?X! wal&l~ 
1939 1945 . 1963 

(Percent of Total After~ T01 
Pmonollncomei.Y 

(Percent of Toto I After-Tox 
Poroooollncomt)lt 

32.25 32.57 

~ m 
Administration's Proposals 

With Reforms Without Rfforms 

$20,000 AND OVER INCOME (Percent of Toto I After-To1 
Personoltncome)9 

0.84 ":!0 9.42 
em DO 

1939 

0.15 5.13 3.41 
- 'TT' en 1939 

1945 

1.87 IL30 9.5, 
znC RSa 

1963 

$50,000 AND OVER INCOME 

0.09 3.29 1.70 
-en 
1945 

0.31 3.27 2.45 
- mm 'ED 1963 

9.67 9 .93 = l"jj"jQ7'! 
Administration's Proposals 

With Reforms Without Reforms 

(Percent of Total After-Tax 
Personal Income) 11 

Administrat ion's Proposals 
With Reforms Without Reforms 

.JJ 1939 and 1945, U.S. Treasury Dept. data far all returns (taxable and nontaxable). 

1963 based on estimated taxable returns as reported in President's 1963 Tax Message, 

and CEP estimated nontaxable returns. Adjusted gross income. 

g; Est imated by applying proposed 1965 tax rates to the returns and Incomes as of 1963. 
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TAXES PAID BY SPENDING UNITS..!J 
AT VARIOUS INCOME LEVELS, 1954 

Taxes9 Shown As Percent Of Income~ 

2.7% gzzzzm 

0-$2,000 Income 

13.7% m 9.8% 

filliT1 

23.4% 

I 
Ftd.Ptn. Total Ftd. Total Stolt Total Taus 

lnCOIII Tu Taus 8 local Ta1t1 All Ltvtls 

$3,000-$3,9991ncome 

26.2% 

17.3% I 6.4% m 8.9'.1. - ElTIJ 
Ftd.Ptrs . Toto I F1d. Toto I Stoll Total Taau 

lncomt Tu Taus 8 Local To1t1 All Lntls 

$5,000-$7,4991ncome 

28.9% 
20.5'.1. I 10.6% m 8.4% • @ll7J 

Fld.Ptrs. TotoiF1d. Total Stoll Total T0111 
Income Tu Taus 8 Loeol Taatl Alllntll 

$10,000 And Over Income 
39.2% 

·Ftd.Ptrs. Total Ftd. Total Stott Total Taau 
lncomt Tax Taus a local TOllS Allltvtls 

$2,000-$2,999 Income 

25.5% 

Ftd.Ptrs . Total Ftd. Total Stott Total T0111 
Income Tn Toats 8 Local Taus All LtYIII 

$4,000-$4,9991ncome 

26.8% 
18.0% I 7.6% 6 8.8% - EEEl 

Ftd.Ptn. Toto I F1d. Total Stott Total T0111 
Income Toa Taxu 8 Local Taaes All LtYIII 

$7,500-$9,9991ncome 

30.8% 
22.6% I 13.2% g - 8.2% 

fiTillJ 
Ftd.Ptn. Toto I F1d. Totol Stoll Total Taau 

Income Tn Taus 8 Local Taus All Ltvtls 

All Income Brackets 

30.4% 
22 .0% I 9.9'/o m 8.4% • !llRlB 

Fed.Pers. Toto I F1d. Total Stoll Totoi .Tuu 
Income Tu Taus 8 local Taus Allltvels 

J/spending units include families plus unolfoched individuals . 

ZIFederal taxes include personal income, corporate profits, excises and social insurance 
1axes. State and local taxes include personal income, excise, sales, and property taxe-s . 

~Adjusted money income and non- money income. 

Data: Estimates by R. Musgrove, in Nov. 9,1955 publ ication of Joint Economic Committee . 

34 

INCOMESJJAND TAXES~OF SPENDING UNITS]/ 
AT VARIOUS INCOME LEVELS, 1954 

Percent Of Total Income Received By, And Percent Of Each Type Of Tax 
Paid By, Spending Units At Various Income Levels 

0-$2,000 Income 

6% 6.9% 
~ 1.6% 3.7% CZlJ liiii1 

lnt001101% /. Ptrctnt of 
o!Totoll....,. Fld.Pors. Total fed. Total Stolt 

lnc<M~eloln To Ill 8locaiTOIIS 

$3,000-$3,9991ncome 

13.0% 

mm 
13% 

~ 
9.7% • 8.0% 

~ 
Income as% I. Ptrctnt of 

o!Tololtncomo F1d. Pora. Total Fed. Toto I Stolt 
lnCGMe Tous Tam a loc:al Taan 

$5,000-$7,4991ncome 

4.6% mm 
Total 
TO Ill 

10.6% 

~ 
Total ' 
TO Ill 

$ 2,000-$2,9991ncome 

8% 5.6% 8.5% 6.4'.1. 
~ 

3.7% m:::::m EEl] f?@l k XXl 
lncomoos% I. Ptrcentof 

Total ' o!Totalt....,. Fod.Pors. TototF1d. Total State 
lnc-Talos TO Ill 8locaiTOIIS Ta ... 

$4,000-$4,9991ncome 

$7,500-$9,9991ncome 

i WII I i i iwm ~ 
a\";:~,::! 1Fod Pora. Total ~;·~r;:,~:l Stolt Total ,\";:~::':. 1Fod.Pora. Total~:."~~:, Stoll Total 

lnc0111e Tala Talll 6 loc:al TOllS TOllS Income Toats TaliS 8 locol TOllS TOltl 

$10,000 And Over Income All Income Brackets 

l la l i l ii 20% 

I 
100% 

~ 

I 
,\"~~::! 1Fod.Pors. Totot~;·1 ~o~:IStote Total o\"~~::':. 1Fod.Pors. Totat~;··~~:IStall Total 

lncomeToan Tolll 8Loco1Toan TollS lncomeToaea Ta111 8LocoiTa111 TaliS 

Jl Distribution of total income by income levels, money income. Other income data 
include adjusted money income and non-m6ney income. 
-ZI Federal taxes include personal income, corporate profits, excises and social insurance 
to xes. State and local taxes include personal income, excise , soles , and property taxes . 

~Spending units include families plus unattached Individuals . 
Dolo : Income distribution of total income by spending units, Michigan Survey Research 
Center Study, Fed. Res . Bulletin, June 1956. Tax payments estimated by R. Musgrove , 
in Nov. 9, 1955, publication of Joint Economic Committee. 
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VI. Our Poor Economic Performance, 1953-1963 
The very low economic growth rate to date 

The past decade to date has shown a consistent pattern of recessions, 
upturns insufficient to restore maximum prosperity, and periods of stagna-
tion or low economic growth leading into the next recession. 

In consequence, as shown by the first chart following this chapter, our 
average annual rate of economic growth in real terms was only 2. 7 percent 
during 1953-1962. This contrasts very sharply with an average ranging 
from above 4 percent to close to 5 percertt during various relevant periods 
since World War I. Even during the forty-year period 1922-1962 as a 
whole (excluding depression and war eras) , the average was 3. 7 percent. 
And the average annual growth rate now required to maintain maximum 
resource use from year to year, once it has been achieved, is in the neigh-
borhood of 5 percent. This is because the growth rate must be high enough 
to absorb (a) the growth in the civilian labor force, which will be unusually 
rapid in the years immediately ahead because of the unusually high birth 
rate following World War II , and (b) the growth rate in productivity or 
output per man-hour worked, which leads to a reduction in total employ-
ment unless total output (by which economic growth is measured) expands 
rapidly enough. The new technology and automation is causing this pro-
ductivity to rise much more rapidly than in earlier times. 

Moreover, the growth rate from year to year until maximum resoun:e 
use is achieved must be very much higher than 5 percent, or somewhere in 
the neighborhood of 8 percent, starting from a base when idle plant and 
manpower are as high as now. This is because this growth rate must be high 
enough, rtot only to absorb the growth in the labor force and in productivity 
from year to year, but also to take up the excessive atnount of unemploy-
ment and idle plant. The same chart also shows that the most .recent eco-
nomic upturn , still in process, has exhibited an unusually low growth rate 
for a recovery period. Contrasted with 7.8 percent during 1954-1955,* 
arid 6.7 percent during 1958-1959,** the rate was only 5.4 percent during 
1961-1962,*** only 3.3 percent from first quarter 1962 to first quarter 
1963, and ortly 4.1 percent (at a seasonally adjusted annual rate) during 
the much-heralded quickening of the upturn from fourth quarter 1962 to 
first quartet 1963. Even the most optimistic forecasts do not indicate for 
the foreseeable future~ufficient growth rate to reduce idle manpower and 
plant much below currentl evels; most forecasts expect unemployment to rise. 

''' Following the recessionary period 1953-1 954. 
''"'' Following the recessionary period 1957-1958. 
''"'"'' Following the recessionary period 1960-1961. 
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The chronic rise of unemployment is still continuing 
Indeed, as shown by the second chart, the chronic rise of unemploy-

ment has continued in 1963. In 1953, although a recession started shortly 
after mid-year, full-time unemployment was only 2.9 percent of the civilian 
labor force. Looking only at some of the subsequent years in which there 
was no recessionary movement, unemployment so measured was 4.4 per-
cent in 1955, 5.4 percent in 1959, 5.5 percent in 1962, and an average of 
5.7 percent (seasonally adjusted) during the first four months of 1963. It 
rose to 5.8 percent in May, 1963.* Taking into account (a) the full-time 
equivalent of part-time employment, and (b) the concealed unemployment 
resulting from a growth in the labor force repressed by inadequate job 
opportunity, the true level of unemployment (seasonally adjusted) aver-
aged 9.4 percent of the civilian labor force during the first four months 
of 1963. 

The gap between actual and maximum production 
is still increasing 

As shown on the same second chart, there has also been a chronic rise 
in the gap between actual production and maximum production. Measured 
in uniform 1962 dollars, this production gap, nominal in 1953, rose to 2.8 
percent of maximum production in 1955, 9.2 percent in 1959, 11.6 percent 
in 1962, and a seasonally adjusted annual rate of 11.9 percent in first quar-
ter 1963 (when actual production was running at a seasonally adjusted 
annual rate 76.4 billion dollars below maximum production).** 

The staggering losses suffered over the decade 
As shown by the third chart, for the period from the beginning of 

1953 through first quarter 1963, total man years of employment were 27% 
million lower, and total national production (measured in uniform 1962 
dollars) about 439 billion dollars lower, than if we had maintained the 
maximum prosperity which is our declared national objective under the 
Employment Act. These losses have impacted substantially upon prac-
tically all groups. But unemployment has hit hardest the young people, the 

* These percentages in some instances are very slightly less than those in the 
official Government reports, as this study estimates a civilian labor force augmented 
by the estimated amount ·Of concealed unemployment. 

**For a full explanation of why Conference studies estimate the production gap 
at far higher levels than the estimates of the Council of Economic Advisers, see 
especially Chapter V of the Conference study, Jobs and Growth, May 1961. 
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older workers, and the Negro. Meanwhile, the adverse effects of low eco-
nomic growth upon tax collections at all levels of government, at any given 
tax rates, have led to the progressive undernourishment of essential domestic 
public programs which also enter into living standards and economic and 
human progress. 

Losses in future, if the low growth rate persists 
The third chart estimates also the losses which we shall suffer in the 

years shortly ahead, if our economic growth rate is not lifted far above 
what seems likely under policies now under active consideration. If the low 
growth rate averaged in recent years should persist, the four-year period 
1963-1966 as a whole would register an estimated 16 million fewer man-
years of employment opportunity, and an estimated 276 billion dollars less 
of total national production, than would be yielded over the same period-by 
sustained maximum employment and production. The average American 
family, for the four-year period as a whole, would forfeit about $6,800 i• 
family income. 

The three following charts amplify this discussion. 
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GROWTH RATES, U.S. ECONOMY, 1922-1963 
Averaoe Annual Rates Of Chanoe In Gross National Product 

In Uniform 1962 Dollars 

LONG-TERM RECORD, 1922-1962 
LOflll ·Ttr"' Past 
•Historic" World War I 

Post 
World War II 

Ptrio( or 
Ptac( And War ~ LonQ·Torm 

(EicludinQ Doprmlono 

"Historic" 
3.5% 

ffil 
1922-'62 

7.8"1. 

And War Eroo) 

3.7•t. • '1922-'62 
(EICI.I929-47 
and 1950-'52) 

I 
4.8"1. 

I 
4.2"1. • 1947-'50 1947-'53 

RECESSIONS, BOOMS, STAGNATIONS, 1953-1963 

11.5"1. 

Post 
KortanWar 

2.7"1 • 

miTl 
19~3-'62 

lsi Qtr 1961· 2nd lltr 1961- 3rd Qtr 1961- 41~ Qtr 1961- 1st Qtr 1962- 2nd Qtr 1962- 3rd Qtr 1962· 4th Qtr 1962· 
2nd Qtr 1961 3rd Qtr 1961 4th Qtr 1961 lot Qtr 1962 2nd Qtr 1962 3rd Qtr 1962 41~ Qtr 1962 lot Qtr 1963 

BOOM AGAIN FOLLOWED BY STAGNATION 1961-1963 

7.7% 

1st Qtrl961-
lst Qtr 1962 

(Seasonally Adjusted Annual Rates-12 Month Trends) 

2nd Qtr 1961· 
2nd Qtrl962 

3rd Qtr 1961· 
3rd lltr 1962 
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CHRONIC RISE OF IDLE MANPOWER 
AND OF IDLE PLANT, 1953-1963_!; 

(Total True level, 1953-lst 4 Mos. '63 : 
57 Million Man YeorsY) 

True Unemployment 
Concealed ' 

Unomploymontll '\o. 
6 9 

6.8;· . 
2 

2 
Full- Tlmo 

1962 lsi 4 Months 
1963 

(Seasonally Adj.) 

1 )fFICr[t~(l~) ltJ GtJP 
I B11"ons of 1362 Dollors I 

(Total Deficiency' 1953-lst Qtr. l963 : 
$ 439 Bill ion) 

1953 

JtJEMF_~u0.1 f'IT Ar::. p~r-H'E~jT CF 
CIVILIAN LABOR FC,CE "-' 

True Untmploymtnt 

'-.. 
:: ~% l::~i:"' . . :::·:·:·:·:·::: 

1.7 

5.7 . :;;'//. 
Fuii - Tioao 

1953 1955 1959 1962 lsi 4 Months 

1953 

1963 
(Soosonolly Adj.) 

DEFICIEfJc,f• AS PERCENT OF 
MAXIMUM PRODUCTION 

11.9% 

1955 1959 1962 1st Qtr.l963 
(AI Annual Role 
Seasonally Adj . I 

J; Except for the bose year 1953, no year during which a recession was in process is included. 

Y About 29.5 million man-years of unemployment (true level) would hove been consistent 
with maximum employment. 

}/ Estimated as the difference between the officially reported civil ion lobor force and its likely size 
under conditions of maximum employment. 

~In deriving these percentages, the civilian labor force is estimated as the officially 
reported civilian lobor force plus concealed unemployment . 

..§; Bosed upon sufficient unnuol rote of growth in G.N. P.. to provide full use of growth in 
lobo_r for):e , plant and productivity under cond.itions of maximum employment 
and production . 
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DIFFERENCES BETWEEN ACTUAL GNP AND 
GNP GROWING AT OPTIMUM RATE 

1953-lst QUARTER 1963 
Dollar figures in 1962 dollars 

NAN YEARS 
OF EMPLOYMENT 

TOTAL 
NATIONAL 

PRODUCTION 
(GNP) 

27.5 Million $439 Billion 
Too Low Too Low 

PRIVATE 
BUSINESS 

INVESTMENT 

$110 Billion 
Too Low 

PRIVATE 
AND PUBLIC 

AVERAGE 
FAMILY INCOME 

CONSUMPTION fNulliple-Prrson Fomililll 

$329 Billion" 
Too Low 

$6,800 
Too Low 

DIFFERENCES BETWEEN OPTIMUM AND 
LOW ECONOMIC GROWTH RATES, 1963-1966 

Bald faeo- Oiffmneo in 1966; 1/o/ics - OifflrtnCI for four 11•r plriodos o 11AoM 
Dollar figuru in 1962 dollars 

MAN YEARS 
OF EMPLOYMENT 2 

~ 6.0Millian w A 16.0 /tMion 

~ 3.7 Million 
9.91117/i/Jfl 

TOTAL 
NATIONAL 

PRODUCTION 
(GNP) 

$107 Billion 
1216811/ion 

PRIVATE 
BUSINESS 

INVESTMENT 
(Incl. Not Foreign) 

$32 Billion 
IBJ Billion 

PRIVATE 
AND PUBLIC 

CONSUMPTION 

$75 Billion 
11938!/liatf 

AVERAGE 
FAMILY INCOME 

(Mulliplo-Persan Famlli11l 

$1,200 
$3,600 

lJ Includes personal consumption expenditures ~Ius government ( Federo~ state, and loco I) 
expenditures . ( 286 and 43 billions, respectively). 

1d High growth rote would draw more persons into the labor market than low growth rate. 
~Includes personal consumption expenditures plus government (Federal, state, and lo~al 

government expenditures). ( 159 and 34 billions, respectively). 
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Vll. The Reasons For The 
Poor Economic Performance 

The deficiencies in private consumer expenditures rank first 
When actual production of goods and services for a decade runs 

persistently lower than our productive capabilities, it must be because 
the total demand for goods and services falls seriously short of the amounts 
required to use these productive capabilities fully. By comparing actual 
developments during the past decade with a balanced "model" representing 
the conditions needed for maximum performance, it is feasible to detect 
with workable accuracy what went wrong. 

The largest deficiency in total demand has been in the sector repre-
sented by private consumer expenditures. As shown by the first chart 
following this chapter, the estimated average annual deficiency in total 
national production (measured in uniform 1962 dollars) from the begin-
ning of 1953 through first quarter 1963 was 42.8 billion dollars. Of this, 
the average aiinual deficiency in private consumer expenditures was about 
27.8 billion. In first quarter 1963 (seasonally adjusted annual rate), the 
deficiency in total national production was 76.4 billion, and in consumer 
expenditures 55.7 billion.* 

The chart also shows that the growing deficiencies in private consumer 
spending have resulted primarily from inadequacies in total consumer 
disposable (after-tax) income. The distribution of disposable consumer 
income also has an important bearing upon the important relationship 
between consumer spending and saving for investment purposes, as low-
and middle-income families spend a much larger percentage of their 
incomes than higher income families. 

The deficiencies in public outlays 
Deficiencies in demand in the form of public outlays, averaging more 

than 4 billion dollars a year for the decade, were far more serious than the 
bare figures indicate, because each dollar of public outlays has a "multi-
plier" effect upon private consumer spending and private investment. And 
the Federal Government was responsible for all these deficiencies; the 
States and localities have been lifting their outlays and debts at a rapid 
rate, measured against their taxing powers and borrowing capabilities.** 

* These figures and many others are stated so precisely because they are drawn 
from a balanced and internally consistent "model." Otherwise, these precise figures 
are intended merely to indicate reasonable approximations. 

**For more .details, see Chapter X. 
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The deficiencies in private investment and their cause 
Private investment also creates demand for goods and services, and 

adds to employment and economic growth. The deficient levels of private 
and public demand for ultimate products exerted, from time to time, a 
very discouraging effect upon private investment in expanding the means of 
production. In consequence, for the decade viewed as a whole, this type 
of private investment was much too low. For the period from the begin-
ning of 1953 through first quarter 1963, as shown by the second chart 
following this chapter, there was an average annual deficiency of 5.1 billion 
dollars in private investment in plant and equipment (this being, the type 
of private investment which accounts for most of the expansion in the 
means of production). But this deficient average for the decade as a 
whole resulted from the sharp periodic investment cutbacks leading into 
the recessionary periods. And these cutbacks occurred because of the 
confirmed tendency of private investment in expanding the means of pro-
duction far to outrun the demand for ultimate products, and thus to create 
serious "overcapacity," during the so-called "boom" periods. 

This is clearly illustrated on the same chart. During the "boom" 
period preceding the 1957-1958 recession, private investment in plant and 
equipment advanced more than three times as rapidly as the demand for 
ultimate products (composed of both private consumption and public 
outlays). During the "boom" period preceding the 1960-1961 recession, 
this type of investment advanced considerably more than four times as 
rapidly as demand for ultimate products. Comparing the second half of 
1962 with the first half of 1961, investment in plant and equipment 
advanced at an annual rate of 7.6 percent, or more than 50 percent faster 
than the 5 percent advance in the demand for ultimate products. And 
from first quarter 1962 to first quarter 1963, investment in plant and 
equipment (even while restrained by the persistent amount of "over-
capacity") increased 5.1 percent, while the demand for ultimate products 
increased only 4.3 percent. 

Detailed examination of price-profit-investment trends 
As shown in the third chart following this chapter, very large price 

increases, and still larger increases in profits after taxes, fed the extreme 
investment "boom" during the period preceding the 1957-1958 recession-
a "boom" which carried this investment further and further out of line 
with the demand for ultimate products. The fourth chart shows how a 
relatively excessive and therefore nonsustainable investment "boom" in 
plant and equipment occurred again before the 1960-1961 recession, de-

43 



spite substantially reduced prices and profits-albeit from levels that were 
too high. This demonstrates again that the main influence upon this type 
of investment is not trends in prices and profits after taxes, short of drastic 
developments which have not even threatened. The dominant influence, 
rather, is investor appraisal with respect to current and prospective levels 
of demand for ultimate products. 

The fifth chart shows that, despite slightly declining prices, profits 
after taxes rose very fast during the period from first quarter 1961 through 
fourth quarter 1962 (no adequate comparable profit data are yet available 
for the still later period). * Investment in plant and equipment in general 
(though not in all instances) advanced considerably less than profits. This 
demonstrates once again that even very large improvements in profits do 
not spark a corresponding investment enthusiasm in the face of (a) serious 
plant "overcapacity" which has persisted for a long time and (b) the 
unlikelihood of enough expansion of demand for ultimate products to take 
up the slack. But even during this most recent period, the rate of invest-
ment has been rising faster than the demand for ultimate products--even 
through first quarter 1963. 

Other data showing current adequacy of profit margins after taxes 
The sixth chart indicates how high and rewarding profits after taxes 

now are in most of our key industries, having risen to new peaks in 1962 
despite very large unused capacities. The seventh chart shows the satis-
factory ttends in profit-sales ratios. The eighth chart (which also has an 
important bearing upon funds available for investment purposes without 
further tax concessions) reflects the very distinct tendency of American 
corporations, during the past decade, to finance larger portions of their 
total requirements out of sources which represent a combination of depre-
ciation and amortization and retained profits and depletion allowances. 
All of these data show that investors do not now need higher after-tax 
profit margins per unit of sales, nor tax concessions pointed toward 
increasing these margins. They need only a higher volume of sales, which 
means higher private and public deniand for their products. 

Investment, productivity, growth, and our 
international balance of payments and gold problem 

It is sometimes argued that additional tax concessions are needed to 

* We do know, however, that profit trends in general in first quarter 1963 con-
tinued to move upward. 
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stimulate a higher rate of investment in plant and equipment, so that our 
rate of productivity growth may be faster. It is said that this enlarged 
productivity growth is the source of real economic growth at home; and 
that it would, by reducing real production costs and by modifying price 
increases, improve our "competitive" position overseas, and thus help to 
relieve our international balance of payments and gold problem. But as 
already shown, a higher and more sustainable rate of investment in plant 
and equipment, with beneficial results for productivity growth, does not 
require the proposed tax concessions. It requires, instead, changes in tax 
policies and in many other national economic policies which would focus 
almost entirely upon expansion of demand for ultimate products .in order 
that our productive resources may be more fully used. This is also the 
surest road to further productivity improvement, which is repressed by 
high economic slack and encouraged by maximum utilization of productive 
resources, as shown by the ninth chart.* 

Investment, productivity, and wage rates 
A shift of our resources to more stress upon investment is frequently 

urged on the ground that this will help productivity to keep up with an 
alleged tendency of wage rates to rise faster than productivity, with 
inflationary consequences. But as shown by the tenth and eleventh charts, 
one of the most serious problems in recent years, and increasingly now, 
is the tendency of increases in wage and salary rates to lag far behind 
increases in productivity.** This is the main factor in the growing con-
sumption deficiency. Thus, to place emphasis upon direct tax concessions 
to investors, rather than upon tax policies pointed toward more vigorous 
expansion of consumer spending and incomes (to which adequate wage 
and salary rate increases make a vital contribution) would aggravate the 
dominant consumption deficiency. The impact of this aggravation upon 
the whole economy would be damaging to profits , investment, and pro-
ductivity in the long run. 

Do we need a higher ratio of investment to GNP? 
It is also argued that a higher rate of economic growth requires a 

higher ratio of investment to our gross national product than during the 
past five years. But even if it is assumed that the ratio of private invest-
ment to GNP has been too low during the most recent years, this might 

* For full discussion of the balance of payments and gold problem, see Chapter 
VII of the Conference study, Key Policies For Full Employment, September 1962. 

** For fuller discussion of wage-price-profit and investment-consumption rela-
tionships, see Chapter V of Key Policies For Full Employment. 
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well have been expected during a period of very low economic growth. 
And as already shown, the forces which have repressed investment upduly 
during this period have not been burdensome taxes nor inadequate profit 
margins after taxes, but rather the high "overcapacity" and the domina.I1t 
deficiency in demand for ultimate products. 

Moreover, the idea is not correct that a higher average annual overall 
growth rate than the "historic'' long-term average of 3.5 percent requires 
a higher ratio of investment to GNP than this growth rate would require. • 
The appropriate (sustainable) ratio of investment to GNP is not deter-
mined by the desired rate of GNP growth in an economy like the United 
States. It is determined rather by the ratio which will keep the expansion 
of production and the expansion of ultimate demand in balance at maxi-
mum resource use. If we want to lift the rate of overall economic growth 
far above 3.5 percent (which is urgently needed), we need to take measures 
accordingly, but these would not change the sustainable ratio of investment 
to GNP. In view of the increased productivity of capital, which means 
that each dollar of new investment tends to add more to the output potential 
than it used to, we may well need a lower ratio of investment to GNP 
than was averaged during other periods of adequate total resource use. 

The relatively hi:gh ratio of investment to GNP during the relatively 
high economic growth period 1949-1957 was governed by many factors, 
including the deliberately rapid build-up of the investment base during 
the Korean war. Such a build-up was not sustainable then, but rather an 
emergency measure. Advocating a higher ratio of investment to GNP 
now, when currently and for the foreseeable future we are confronted with 
such large unused plant capacity, is manifestly the wrong course . 

. Of course, profits and investment in plant and equipment would be 
still higher than now, and growing still more favorably, in a fully prosperous 
American economy. But what is needed for this purpose is a prompt and 
huge expansion of demand for ultimate products, not further tax conces-
sions to increase after-tax profits at current or now prospective levels of 
ultimate demand. The latter course might well provide but little stimulus 
to private investment, in view of existing "overcapacity." And if it did 
provide substantial stimulus, this would simply add to the current 
imbalances between our productive capabilities and the demand for ultiniate 
products, thus hastening the next recession. 

Drawing upon this analysis of how our economic troubles have arisen 
and how they may be cured, let us now turn to an evaluation of the 
Administration's tax proposal. 

The eleven following charts illustrate the chapter just concluded. 
* The Council of Economic Advisers, on occasion, has expounded this idea. 
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LOW PRIVATE CONSUMPTION MAIN FACTOR 
IN LOW TOTAL ECONOMIC PERFORMANCE 

1953- 1st QUARTER 1963 
Billions of 1962 Dollars 
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Annual A"'o9e 1956 1958 1959 1960 1961 1962 Annual Role( 

.--1 
inGross 8 

·; : : Dtficiency in Total ·~· _ 
. : ·· Notional Prodwctlon . 

76 .4 76A----IGNPI :._,-

Needed averaqe annual private consumption growth rote : 5.0% ~ 
Actual overage annual private consumption growth rate :3.5% 

THE PRIVATE CONSUMPTION DEFICIENCY OF 
$286 BILLION,I953-Ist QTR 1963 REFLECTED 

A $375 BILLION INCOME DEFICIENCY 
Billions of 1962 Dollars 

Deficiency in Deficiency in Deficiency in Deficiency in Deficiency in 
Private Consumption +Consumer Savings =Consumer Income + Taxes Paid by = Consumer Income 

After Taxes Consumers Before Taxes 
~--~~~~~~--

329 

Average annual growth rote in consumer spending :3.5% 

Average annual growth rote in total personal income after taxes : 3.4% 
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INVESTMENT IN PLANT AND EQUIPMENT WAS 
DEFICIENT -1953-lst QTR. '63 AS A WHOLE 

AVERAGE ANNUAL GROWTH RATE 
1953-lst QUARTER 1963 

In 1962 Dollars 

3.0% 

I 0.7% 
~ 

NEEDED ACTUAL 

AVERAGE ANNUAL 
DEFICIENCY 

1953-lstQUARTER 1963 
Billions of 1962 Dollars 

$5.1 

BUT INVESTMENT IN MEANS OF PRODUCTION 
AT TIMES OUTRAN DEMAND; 

HENCE INVESTMENT CUTS AND RECESSIONS 
~ Investment in Plant and Equipment 

~ Ultimate Demond: Total Private Consumption Expenditures Plus Toto I Public Outloyf For Goods and Services 

lsi 3 Qtrs. '55· 3rd Qtr. '57- lsi Ho1(59- lsi Ho1(60- lsi Holt '91- lsi Qtr.:62-
lst 3 Qtrs.'57 ,trd Qtr. '58, ~~~Holt ~0 !~I Holt 61 , 2,~d Holt, 62 Is,! Qtr. ~,3 

"Boom" Recession Boom Recess1on Boom Boom 

Down 
23.3% 

AVERAGE ANNUAL RATES OF CHANGE 
In 1962 Dollars 

YFederci,Stote and local. 
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RISING PRICES, PROFITS, AND INVESTMENT 
BEFORE THE 1957- 1958 RECESSION 

The Investment Boom Before the 1957- 1958 Receaaion 
First Three Quarter• 19~~ - Firat Three Quartera 19~7 

- Prices; !J 1111111 Profits after Taxes; ~ - Investment in Plant and Equipmept ~ 

Processed Foods and 
Kindred Products 

UP 
110.0'4 

I ron and Steel Petroleum and 
Coal Products 

~ UP ~ ~ 

Chemicals .and 
Allied Products 

.!J Eknau of l.Dbor Statistics, (U.S. Dept of lobor)1 Commodit~ Wh*sale Pricl lndl .... 
~ Securities and Ellchano• Comrnillion, Profit Ettimotu. 
~ Secw'itill and ExehonOI Commission ntirnat11 of expenditures for plant and equipment . 
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INVESTMENT BOOM OCCURRED AGAIN 
BEFORE THE 1960-1961 RECESSION 

DESPITE REDUCED PRICES AND PROFITS 
First Half 1959- First Half 1960 

~Prices/' 1111 Profits. after TaKes,~ 1111 Investment in Plant and Equipment~ 
UP 

PROCESSED FOODS AND 
KINDRED PRODUCTS 

DOWN 
3.2~ 

CHEMICALS AND 
ALLIED PRODUCTS 

DOWN 
28.4~ 

56.3S 

IRON AND STEEL 

~UP 
~"" 

UP 
1.2% 

DOWN 
0.9~ 

ELECTRICAL 
MACHINERY 

11 U. S. Dept. of Labor, Bureau of Labor Statistics, commodity wholesale price indexes. 
~ Securities and ElehonQe Commission, profit "timotes. 
Jt Securities and Exchon91 Commi11ion., t1timotes of expendih.tres for plant and equipment. 
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---- up 
UP 7.0'll. 

~ 
DOWN 
3.0~ 

PETROLEUM AND 
COAL PRODUCTS 

DOWN 
4.5S 

MOTOR VEHICLES 
AND EQUIPMENT 

PRICE, PROFIT AND INVESTMENT TRENDS 
DURING CURRENT ECONOMIC UPTURN 

Annual Rates 1st Quarter 1961- 4th Quarter 1962 

I <· ·1 Pr1ces;.!t B Profits after Taxes;:;, - Investment in Plant and Equipment~ 

DOWN 
I.I'Y. 

UP 
30.9% 

IRON and STEEL 

ELECTRICAL 
MACHINERY 

UP 
22.6'Y. 

:II 
~ 

DOWN 
2.2% 

PETROLEUM 
and COAL PRODUCTS 

NON-ELECTRICAL 
MACHINERY 

.J/ Data : U.S. Dept. of Labor, wholesale commodity price indexes. 
ll Data: Federal Trade Commission- Securities and Exchange Commission. 

DOWN 
1.7'Y. 

CHEMICALS 
and ALLIED PRODUCTS 

~ 
84.6% 

MOTOR VEHICLES 
and EQUIPMENT 

~ Data: U.S. Dept. of Commerce and Securit ies and Exchange Commission; seasonally adjusted. 
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DESPITE SUBSTANTIAL IDLE CAPACITIES 
PROFITS AFTER TAXES RISE TO NEW PEAKS 

1953 = 100 
MOTOR VEHICLES AND EQUIPMENT 

250 

200 

150 

300 PETROLEUM REFINING 

250 ~rm. 
200~ 
150 

250 

200 

150 

50 

.lt Fourth quarter, 1962 shown at annual rate, not seasonally adjusted. 
Data: Federal Trade Commission- Securities and Exchange Commission. 
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PROFITS-SALES RATIOS ARE GOOD 
AND GENERALLY ARE REACHING NEW PEAKS 

DESPITE SUBSTANTIAL IDLE CAPACITIES 
Manufacturing Corporations' Profits after ·raxes, as Percent of Net Soles 

IRON AND STEEL 

1953 1961 1962 4th Otr. 
1962 

PETROLEUM REFINING 

~ 

Cff) . 
~ 

1953 

• • 

a 
Data: Federal Trade Commission, Securities and Exchange Commission. 
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TOTAL FUNDS USED BY CORPORATIONS 
HAVE INCREASED GREATLY, 1947-1962 

Billions of Current Dollars 

1947-1953 1953-1962 1957-1962 
ANNUAL AVERAGES 

SHARE OF THESE FUNDS USED FOR PLANT 
AND EQUIPMENT HAS TRENDED UPWARD 

1947-1953 1953-1962 1957-1962 
ANNUAL AVERAGES 

SHARE OF CORPORATE FUNDS AVAILABLE 
FROM INTERNAL SOURCES TREND UPWARD 

E23 Depreciation and Amortization ~Retained Profits and Depletion Allowances 
65 .7% 69.3% 69.0% 

1947-1953 1953-1962 1957-1962 
ANNUAL AVERAGES 

Data• Deportment of Commerce and Securities and Exchon9e Commission . 

54 

TRENDS IN OUTPUT PER MAN-HOUR 
-OR PRODUCTIVITY -1910-1962 

Averaoe Annual Rate of Productivity Growth 
for the Entire Private Economy 

THE NECORO /910-1962 

INDICATING AN ACCELERATING PRODUCTIVITY 
GROWTH RATE UNTIL 1955 

A J%' 
~.4% ,;~% [:::::::: 

~ 

... 
.. 

:.;.:-:·:·:-:-:-:· 

::::::::::::::r~ 
.:-:·:·:·:::·:··· 

... 

li)r 

r ::iiii::ii ::::::: 

3 .8% 

1910-
1920 

1920-
19~0 

19~ 1940- 1950- 1955- 1961-1962 
1940 1950 1955 1961 (est.! 

INDICATING A STILL HIGHER PRODUCTIVITY ~· GROWTH RATE UNTIL IT WAS ADVERSELY AffECTED . ' , 
BY RISING ECONOMIC SLACK ~ 

~1% -
= . . . . = 

1947-195~ 1950-1955 195~-1960 1955-1961 1961-1962 
Period of Period of Period of Period of (eat.) 

Reosonobly Moderate Relatively Lorge Still Larger Period Affected 
Full Economic Economic Economic By ECO!Iamic 

Employment Slack Slack Slack Upturn 

Note: Based on U.S. Deportment of Labor estimates, relot ino to man-hours worked. 
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RATES OF CHANGE PER EMPLOYEE-HOUR 
IN NONFARM OUTPUT AND 

WAGES AND SALARIES, 1947-1962 11 

Annual Average Rates of Change, Measured in Uniform Dollars 

1947-1962 1947-1950 
(Pre-K1n0n War) 

3.8, 

Output Wages &. Salaries Output Wages &. Salaries 
Per E~-ho<.r Per~ 

.............................................................................................................................. ----------------------·--------------- -----------
1950-1953 1953-1962 

(Korean Wor) (Post-Korean War) 

2.9, 

Output Wages &. Salaries Output Wages &. Salaries 

------------------------------------------------------------------t-----------------------------------------------------------------
1947-1962 1957-1962 

(Excl. Koreon war Yeors 1950-1953) (Mosl Recenl 5 Yeor Period) 

3.0, 3.1' 

Output Wages &. Saklries Output Wages • Solorin 
PerE~-ha.r 

J/ 1962 estimated 
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RATES OF CHANGE PER MAN- HOUR 
IN MANUFACTURING OUTPUT AND 

WAGES AND SALARIES, 1947-1962 11 
Average Annual Rates of Change, Measured in Uniform Dollars 

1947-1962 

2.n 2.n 

1947-1950 
(Pre-Korean War) 

3.91 

Output Wages &. Salaries Output Wages & Salaries 
Per Man-hoor !. Per Mon-hoor ···------------·------------------·---------------·---····----.:---·-------------------------·------·-·---------------

1950-1953 1953-1962 
(Korean war) !Post-K1n0n war) 

2.7% 2.7% 

Output Wages & Salaries Output Wages & Salaries 
Per Mon-hour Pet Mon-hoor 

-----------·---------------------------------------------- -------·------------------·--------------------------
1947-1962 1957-1962 

(Excl. Korean War Yeors 1950-1953) (Most Recent 5 Year Period) 

3.4, 
3.0, 

Output Wages & Salaries Output Wages & Salaries 
Per Mon-hoor Per Man-hour 

11 1962 estimated 
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VITI. Evaluation Of The 
Administration's 1963 Tax Proposal 

Is a deliberately enlarged Federal deficit desirable? 
A balanced national economy is infinitely more important than the 

condition of the Federal Budget. But when the Government decides 
deliberately to collect from the taxpayer much less than the cost of the 
services it renders to the people and the country, it is the same as if the 
Government were to leave tax rates just where they are now, and then mail 
checks to various taxpayers identical in amount with the tax reductions 
which they would receive under the Administration's tax proposal. In that 
event, nobody would argue that it was immaterial to whom the subsidies 
were paid, in what amount, or for what economic or social purposes. 

It is therefore highly superficial to argue that any deliberate enlarge-
ment of the Federal deficit is desirable on the asserted ground that it would 
stimulate an economy chronically running far short of maximum per(orm-
ance. The stimulative objective is eminently worthy, and so is a deliberate 
Budget deficit to help achieve it. But the real question is how well the 
proposed tax reduction is designed to accomplish this objective. 

The main economic problem demanding attention 
The previous discussion indicates that our crucial economic task, 

granted the need to expand aggregate demand, is to improve the relation-
ships among the main components in purchasing power, so as to restore a 
sustainable balance between (a) investment in expanding the means of 
production and (b) demand for ultimate goods and services. This balance 
has been sorely lacking during the past decade. The whole complex of 
private and public economic policies, including tax policy, has tended 
periodically to result in "overcapacity" relative to ultimate demand. Indeed, 
there has been no time during the past' decade when ultimate demand has 
pushed excessively against existing capacities (the general or classical 
inflationary situation) . The economic trend during the past two years of 
upturn, and even during the most recent months, has not reversed the 
nature of the problem confronting us during the past decade. These most 
recent trends, already reviewed, confirm and accentuate this problem. 

This calls insistently for a new tax _policy which recognizes that 
investors do not need large additional tax concessions, and that practically 
all of the emphasis should be placed upon tax changes which would expand 
the buying power of private consumers. 
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The tax proposal overstresses investment 
and understresses consumption 

In evaluating the tax proposal, it is necessary to examine it both with-
out and with the reform elements which it contains. The proposal without 
the reforms is examined first. 

Looking at the first chart following this chapter, the tax concessions 
to investors in 1962, by Congressional and Treasury action, have an 
annual value of about 2 billion dollars, and it is essential to consider this 
in connection with the new tax proposal. The proposed cut in corporate 
taxes is estimated at an annual value of more than 2.5 billion. The pro-
posed personal tax cut, estimated at an annual value of 11 billion dollars, 
brings the total to 15.5 billion without the reforms. 

It is very difficult to estimate what portion of the 11 billion dollar 
personal tax cut would be spent immediately by consumers, and what 
portion would be saved for investment purposes. But about 5 billion 
dollars of this cut would go to taxpayers with incomes of $10,000 and 
over, who constitute approximately one-fifth of all taxpayers. Certainly, 
no argument can be made for assigning more than 45 percent of the total 
personal tax cut to the top-income fifth, except on the ground that 
they would utilize a large part of this cut for saving and investment. For 
if it were assumed that they would utilize a major portion of this cut to 
improve their immediate living standards, no considerations of equity or 
social justice would countenance failure to give a much larger part of the 
cut to the four-fifths lower down in the income structure, particularly the 
two-fifths of our total population who still live in poverty or deprivation. 
Assuming therefore that the taxpayers in the top fifth would use about 3.5 
billion of their 5 billion cut for saving and investment purposes, this, added 
to the ~.5 billion in corporate tax cuts, lifts to 8 billion the portion of the 
total tax cut assigned to the investment function. 

This would leave 1.5 billion dollars of the 5 billion personal tax cut 
granteq to the upper-income fifth available for enlargement of their personal 
consumption. Adding the 6 billion dollars of the 11 billion proposed per-
sonal tax cut which would go to taxpayers with incomes below $10,000, 
and who might be expected to spend all or most of it for immediate con-
sumption, brings up to 7.5 billion the portion of the total tax cut assigned 
to the consumption function. 

Next, let us take account of the proposed reforms, • as depicted on the 
same chart. The 2 billion dollar annual value of the 1962 tax concessions 
to investors would remain the same. The annual value of the proposed 

* Including the proposed revisions in capital gains taxation. 
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corporate tax cut would be about 0.8 billion, and of the proposed personal 
tax cut about 8 billion, bringing the total to about 10.8 billion. Of this, 
about 4.6 billion should be assigned to the investment function (the 2.8 
billion corporate cut and about 1.8 billion of the 2.5 billion cut in personal 
taxes for taxpayers with incomes of $10,000 and over). About 6.2 billion 
would thus be assigned to the consumption function (0.7 billion of the 
personal tax cut for the $10,000 and over taxpayers, plus the 5.5 billion 
personal tax cut for those under $10,000). 

In view of the actual nature of our economic difficulties, such a pattern 
of tax change might well provide some temporary quickening of the rate 
of economic activity, both on economic and psychological grounds. But 
in the longer run, the imbalances which this pattern of tax change would 
maintain or even augment would offer but slight realistic prospect of 
improving our long-term economic growth rate. Without the reforms, of 
course, the imbalance would be greatly worse than with the reforms. 

The faulty distribution of the proposed personal tax cuts 

Excluding the proposed tax reforms, the second chart following this 
chapter shows that only 3.7 percent of the total personal tax cut would ·go 
to the 32.8 percent of all those filing tax returns whose incomes are below 
$3,000. The 12.3 percent who have incomes of $10,000 and over would 
receive 45 .5 percent of the tax cut; the 1.9 percent with incomes of $20,000 
and over would receive 21.1 percent; and the 0.3 percent with incomes of 
$50,000 and over would receive 8.3 percent. 

Even with the reforms, as shown by chart three, those with incomes 
below $3,000 would receive only 6.7 percent of the total tax cut; those 
with incomes of $10,000 and over would receive 36.2 percent; those with 
incomes of $20,000 and over would receive 13.9 percent; and the 0.3 percent 
of all taxpayers filing returns with incomes of $50,000 and over would 
receive 4.5 percent.* 

Effect of the proposed tax cuts upon disposable incomes 

Superficially, it may be argued that the foregoing distribution results 
inevitably from the fact that, under the current tax system, the higber 
income people pay progressively higher tax bills, and therefore should 

• These data do not take account of the proposed revisions relating to capital 
gains, as it is not feasible to estimate fully how these revisions would impact upon 
various income groups. However, as these revisions have an estimated value of only 
about 0.7 billion, their inclusion in these data would not significantly change the 
import of the analyses. 
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receive progressively larger shares of the tax cut. But it is essential to look 
more carefully at what the tax cuts really mean. Without the reforms, as 
shown on the fourth chart, taxpayers in the various income brackets would 
receive tax r.ate reducti?n.s of about the same size, measuring the proposed 
tax rate agamst the existmg tax rate. Thus, the effective tax rate for the 
$3,000 taxpayer would be reduced 20 percent, and the tax rate for the 
$200,000 taxpayer 22.8 percent. But the so-called tax reduction indicated 
by this customary measurement is merely a mathematical formula for 
determining how much actual tax reduction each taxpayer gets. What 
really counts, both economically and socially, is the effect of the tax cuts 
upon disposable (after-tax) incomes. 

Measured in this proper way, as shown also on the fourth chart 
without the reforms the $3,000 income taxpayer would receive an increas~ 
in disposable income of. only 0.4 percent; the $5,000 income taxpayer, 
1.8 percent; the $10,000 mcome taxpayer, 3.5 percent; the $50,000 income 
taxpayer, 9.7 percent; the $100,000 income taxpayer, 16.3 percent; and 
the $200,000 income taxpayer, 31 .1 percent.* 

With the reforms, as shown on the fifth chart, the $3,000 income 
~ax payer would have his tax rate cut 1 00 percent, and the $200,000 
mcome taxpayer only 17.5 percent. This looks progressive indeed. But 
the $3 ,000 income taxpayer would have his disposable income increased 
?nly 2.0 percent; the $5,000 income taxpayer, 3.1 percent; the $10,000 
mcome taxpayer, 3.5 percent; the $50,000 income taxpayer, 6.3 percent; 
the $100,000 income taxpayer, 11.2 percent; and the $200,000 income 
taxpayer, 23.8 percent.** 

It neglects entirely the realities of our economic and social needs 
~o say that these eno~mm~sly disproportionate gains in the disposabl~ 
mcomes of the very high mcome families are "inevitable" because the 
$3,000. taxpa_Yer receives o?ly a 2 percent increase in disposable income 
~hen his tax I.s removed entirely. If tax reduction must "inevitably" result 
m these obviously undesirable results, then methods other than tax 
reduction should be resorted to in the pursuit of more desirable results.*** 
Besides (as will be shown later on), there are available methods of tax 
reduction which would be progressive rather than regressive. 

These grave defects in the composition of the proposed tax cuts are 
worsened by the inadequate magnitude and improper timing of the proposal. 

* Using the same assumptions as to family size and deductions as in earlier 
chapters. 

** See footnote on page 60. 
* * * These other methods are set forth fully in Chapter X. 
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Magnitude of needed tax action: 
economic growth needs and prospects 

The Employment Act of 1946 establishes maximum levels of employ-
ment and production as a prime national objective. Not having enjoyed 
such levels for a decade, we should at least strive for their attainment by 
early 1965-more than a year and a half from now. 

This requires that, measured from a 1962 base, man-years of employ-
ment be 5.2 million higher in 1964. This would absorb the net additions 
to the civilian labor force, and be consistent with reducing the true level of 
unemployment from about 6.8 million in 1962 to the neighborhood of 
3 million by early 1965, thus reducing full-time recorded unemployment 
to close to the 3 percent of the civilian labor force consistent with maximum 
employment. Thereafter, completely to restore maximum employment and 
to absorb further growth in the labor force , employment in 1965 should 
rise about 2.2 million above the 1964 level. 

Total national production (measured in uniform 1962 dollars) needs 
to rise above the 1962 base by about 87 billion dollars, or about 16 
percent, for 1964 as a whole, bringing the figure up to 641 billion. This 
would be enough to bring us close to maximum production by early 1965, 
by closing the production gap existing in first quarter 1963, and absorbing 
further growth in the labor force and productivity. With maximum pro-
duction not fully restored by early 1965, the growth rate from 1964 to 
1965 should be close to 7 percent, to a 1965 level of 685 .5 billion dollars.• 

Before measuring the tax proposal against a job of this size, let us 
appraise the outlook if national economic policies were to be left approxi-
mately in status quo. In that event, it appears reasonable to project an 
average annual growth rate somewhat below 3 percent for the few years 
following 1962. • * Applying such a low growth rate uniformly year by year, 
the result would be a GNP of about 5 84 billion dollars in 1964, • • • and 

"' These projections factor in a much lower production "gap" in first quarter 1963 
than the 76.4 billion dollar annual rate referred to earlier. While this 76.4 billion 
dollar "gap" is a proper measurement of how much more we would have been pro-
ducing in first quarter 1963 if we had maintained maximum economic growth from 
1953 forward, this does not mean that taking up all of the current economic slack 
would increase total national production by anywhere near this much. Due to a 
decade of economic slack, some of our productive potentials have been permanently 
lost. 

"'' The various reasons are stated in Chapter VI. 
* * • This uniform projection for several years ahead, at an average annual growth 

rate somewhat less than 3 percent, results in a GNP projection for 1964 which may 
well be somewhat below the actual level achieved in that year (in ·accord with some 
current forecasts). But such a development, under current policies, would in the 
view of this study reduce the growth rate in later years. 
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about 600 billion in 1965 (measured in uniform 1962 dollars). Such 
developments would be about 57 billion below the goal suggested above 
for 1964, and about 85 billion below for 1965. • 

The tax proposal is too weak, 
with respect to size and timing 

. Earlier in this chapter it has been estimated that the tax proposal in-
cludmg the reforms, when fully effective in 1965 (or 1966) would result in 
allocation of 6.2 billion dollars to the consumption function, and 4.6 billion 
(including the 2 billion dollar value of the 1962 corporate tax concessions) 
to the investment function. It is assumed that practically all of the esti-
mated allocation to the consumption function would actually be spent, for 
the 6.2 billion estimate itself excludes that portion of the 8 billion personal 
income tax cut estimated to be saved for investment purposes. Using the 
"multiplier" of about three, which is widely accepted, the 6.2 billion dollars 
of increased consumer spending in 1965 (or 1966) would add about 18.6 
billion to total national production in the same year. 

But the estimated allocation of 4.6 billion dollars to the investment 
function in 1965 (or 1966) would not all flow promptly into investment, 
especially in view of still-existent "overcapacity" and still-existent insuffi-
ciency of private and public demand for ultimate products even by that year. 
Some of this 4.6 billion dollar amount would be saved, both by individuals 
in the higher income brackets and by business. Thus, it is estimated that 
only about 3 billion dollars would flow reasonably promptly into invest-
ment. (Even if the allowance for saving seems high, it should be noted 
that the estimated investment stimulus counts in the 2 billion dollar 1962 
corporate tax concessions in evaluating the stimulative effects of the 1963 
tax proposal, even though these concessions are not part of the 1963 tax 
proposal). Again using the "multiplier" of three, this 3 billion dollar 
investment flow would add about 9 billion dollars to total national produc-
tion in 1965 (or 1966). Adding to this 9 billion the 18.6 billion estimated 
in the preceding paragraph, the whole estimated stimulus to total national 
production, by virtue of the tax proposal, comes to 27.6 billion as of 1965 
(or 1966). 

This 27.6 billion dollar figure needs to be contrasted with the 85 
billion dollar difference, as set forth above, between needed total national 
production in 1965 and the estimate of where national production would 
then be if our national economic policies remain about in status quo-that 

" For the consequences of this, see especially third chart following Chapter VI. 
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is, if the tax program were not put into effect.* 
For the first calendar year to which the tax proposal would be applied, 

similar analysis yields these estimates: Allocation to the consumption func-
tion, ~.3 billion dollars, with total national production stimulative result of 
6.9 billion; allocation to the investment function , about 3 billion (including 
the 2 billion 1962 tax action) , reduced to about 2 billion by estimated 
saving, with total national production stimulative result of about 6 billion. 
Thus, the effect of both the added consumer spending and the added invest-
ment upon total national production would be about 12.9 billion in the first 
calendar year to which the tax proposal would be applied. This figure 
would be a very small portion of the 57 billion dollars by which we need to 
lift total national production in 1964 above the 1964 level likely to result if 
policies were left about as they would be without the proposed tax action. 

Moreover, the trivial impact of the tax proposal during the first year 
to which it would be applied has a vital bearing upon its value when in 
full operation. Obviously, if a patient needs an injection of 100 units now, 
the same result is not obtained by giving him 33 units now, and similar 
amounts a year and two years from now. Thus, an editorial in Business 
Week on February 9, 1963 said this : 

"The fact is that the tax program, as it stands, will not do what 
President Kennedy himself has been talking about-remove the drag 
that an outdated tax structure has put upon the economy. The tax 
reductions it proposes are too small and too slow to give a substantial 
lift to production and employment for several years, if at all." 
The President's Council of Economic Advisers states in its 1963 

Annual Report that the full tax program over three years would only 
"set us on a path toward our interim employment target; and that it will 
lay the foundation for more rapid long run growth" (italics added). This 
is a commendably candid admission that, by 1965 or 1966 or even 1967, 
we would not reach even the interim unemployment target of 4 percent, set 
forth by the Council in early 1961 as a target for early 1963. 

All this makes it very clear that the current tax proposal needs to be 
very substantially revised, in order to comport with our three great eco-
nomic purposes as a Nation and a people-maximum economic growth, 
serving the priorities of our needs, and economic justice. 

The five following charts amplify this chapter. 

* If the proposed tax program did not take full effect until 1966, the difference 
between its effects and the needed GNP level would be very much bigger. 
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ESTIMATED DIVISION- PROPOSED TAX CUTS 
BETWEEN CUTS FOR INVESTMENT PURPOSES 

AND CUTS FOR CONSUMPTION PURPOSES 
(Billions of Dollars) 

EXCLUDING PROPOSED TAX REFORMS 
TOTAL TAX CUTS 
15.5 

ESTIMATED ALLOCATION ESTIMATED ALLOCATION 
TO INVESTMENT PURPOSES TO CONSUMPTION PURPOSES 

::~:~:~~;:: -Proposed Corporot1 To• Cut 

2.0 -~ ~o:d~~~~~ to lnvutors 

8.0 

m'Y/.1--Porllion of Propoted 
Personal Tax CutsY 

Corporolo To• Cui 

--Portion of Proposed 
Pmonol To• Cuts~ 

--Portion of Proposed 
Personal Tos Cuts11 

INCLUDING PROPOSED TAX REFORMS ~ 
TOTAL TAX CUTS ESTIMATED ALLOCATION ESTIMATED ALLOCATION 

TO INVESTMENT PURPOSES TO CONSUMPTION PURPOSES 

10.8 

::::::::::::: --Proposed Corporate Tax Cut 
--T ox Concessions to lnmtors 

Modi in 1962~ 

)'ortion of Proposed 
Pwsonol To• Cuisl.l 

2 --Tax Concessions to lnvuton 
· Modi in 1962 !J 

J/ Through Congressional and Executive action. 11 Estimated portion of personal tax cuts, for those with Incomes of $10 000 and aver which they would save for investment purposes. ' ' 
]/ Estimated portion of personal tax cuts, for those with incomes of $10,000 and over, which 
they would spend for consumption . 
..11 Personal lox cuts for those with incomes under $10,000. 
~ Includes proposed capital gains revisions . 
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ADMINISTRATION PLAN, PERSONAL TAX CUTS 
EXCLUDING PROPOSED TAX REFORMS 

Distribution Of Total Tax Returns.!! And Of Total Tax Cuts~ 
Among Various Income Groups~ 

Under $3,000 Income 
(21.1 million returns ; $0.41 billion tax cut) 

32 .8% 

Total Tax Cut 

$5,000-$10,000 Income 
(23 .2 million returns;$ 4.52 billion tax cut) 

40 .9% 

$20,000-$50,000 Income 
( 1.0 million returns ; $1.41 bill ian tax cut) 

1.6% 
mmvr 

Percent of 1963 
Total Tax Returns 

12 .8% 
IITI 
Percent of 

Total Tax Cut 

$10,000 And Over Income 
( 7.9 million returns; $5.02 billion tax cut) 

$3,000-$5,000 Income 
( 12 . I mi llion returns ; $1.09 bill ion tax cut) 

18.8% 

Total Tax Returns 

$10,000-$20,000 Income 
(6.7 mill ion returns ; $2.69 billion tax cut) 

24 .4% 

$50,000 And Over Income 
(0.2million returns; $0.92 bill ion tax cut) 

0.3% 
Percent of 1963 

Total Tax Returns 

8.3% 
liilEJID 
Percent of 

Total Tax Cut 

$20,000 And Over Income 
( 1.2 mi llion returns; $ 2.33 billion tax cut) 

21.1% 

Percent of 
Total Tax Cut 

Est imated 1963 Total Tax Returns- 64.3 Mill ion 

Estimated 1963 Tox-$4 7 .4 Billion ; Proposed Tox- $36.4 Billion; Proposed Tax Cut- $11 Bi Il ion 

JIAII 1963 returns (taxable and nontaxable). CEP estimates based on Treasury Dept. data . 

~Tax cuts as of 196!5 (when plan would become fully effective) as proposed in President 's 
1963 Tax MessoQe and Treasury Dept . dolo as of Feb.6,'63,opplied to 1963 income structure . 

~Adjusted Qross income levels as of 1963, estimated by CEP on basis of Treasury Dept. dolo . 
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ADMINISTRATION PLAN, PERSONAL TAX CUTS 
INCLUDING PROPOSED TAX REFORMS 

Distribution Of Total Tax Returns!!And Of Total Tax Cuts~ 
Among Various Income Groups~ 

Under $3,000 Income 
(21 .1 million returns; $0.58 bill ion tax cut) 

32 .8"1. 

Percent of 
Total Returns 

$5,000-$(0,000 Income 
( 23.2 million returns ; S 3.80 billion tax cut) 

43 

Percent of 
Total Tax Cut 

$20,000-$50,000 Income 
(1.0 million returns; $0.82 billion tax cut) 

1.6"/o 
Percent of 

Total Returns 

9.4% 
~ 
Percent of 

Total Tax Cut 

S I 0,000 And Over Income 
(7.9million returns ; $3.15 billion tax cut) 

12.3"/o 

~ 
Percent of 

Total Returns 

36.2'Yo 

I 
Percent of 

Total Tax Cut 

$3,000-$5,000 Income 
( 12.1 mill ion returns ; $1.18 billion tax cut) 

18.8% 

~ 
Percent of 

Total Returns 

13.5% 

~ 
Percen t of 

Total Tox Cut 

$10,000-$20,000 Income 
( 6.7 mill ion returns ; $1.94 billion tax cut) 

10.4% 

~ 
Percent of 

Total Returns 

22.3% 

fil 
Percent of 

Total Tax Cut 

$50,000 And Over Income 
( 0.2 million returns; $0.39 billion tax cut) 

0.3% 4 .5"/o 

Percent of Percent of 
Total Returns Total Tax Cut 

$20,000 And Over Income 
(1.2million returns ; $1.21 billion tax cut) 

1.9"/o 
rzzzzzzmt 
Percent of 

Total Returns 

13.9% 

fe 
Percent of 

Toto I Tax Cut 

Estimated 1963 Total Tax Returns-64.3 Million 
Estimated 1963 Tox-$47.4 Bi ll ion ; Proposed Tax-$38.7 Billion ; Proposed Tax Cut-$B.7 Billion. 

lt Alll963 returns (taxable and nontaxable). CEP estimates based on Treasury Dept. data . 

.£/Tax cuts as of 1965 (when plan would become fully effective) as proposed in President 's 
1963 Tax MessoQe and Treasury Dept. dolo as of Feb. 6 , 1963, appl ied to 1963 income 
structure. Effect of capitol Qoins revision excluded. 

.V Adjusted Qross income levels as of 1963, estimated by CEP on bas is of Treasury Dept. data. 
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ADMINISTRATION PLAN, PERSONAL TAX CUTS 
EXCLUDING PROPOSED TAX REFORMS 

Percent Tax Cut And Percent Gain In After-Tax Income 
Married Couple With Two Children At Various lnco~e Levels.!! 

$ 3,000 Income 
(Tax Rate Cut From 2.0% to 1.6'/o 
After-Tax Income Up From $2,940 

to$ 2,952) 

20.0% 

0 .4% 

Percent Percent Goin In 
Tax Cut After-Tax Income 

$10,000 Income 
(Tax Rate Cut From 13.7% to 
After-Tax Income Up From$ 8,628 

to$ 8,932 ) 

22.2% 

Percent Percent Ga in In 
Tax Cut After-Tax Income 

50,000 Income 
(Tax Rate Cut From 32.0% to 25.4% 

After-Tax Income Up From$34,024 
lo$ 37,310) 

20.6% 

Percent Percent Gain In 
Tax Cut After-Tax Income 

.!J Adjusted gross income levels. 

$5,000 Income 
(Tax Rate Cut From 8.4'/o to 6.7% 

After-Tax Income Up From $4,580 
to$ 4,664) 

20.0% 

Percent Percent Ga in In 
Tax Cut After-Tax Income 

$15 000 Income 
(Tax Rate tut From 16.6%to 13.5% 
After-Tax Income Up Fram$12,514 

to$12,979 ) 

18.7% • __._____ 
Percent Percent Gain In 
Tax Cut After-Tax Income 

$100,000 Income 
(Tax Rate Cut From 44.7'1oto 35.7'.4 

Income Up From $55,276 
to$64,300) 

20.2% 

Percent Percent Gain In 
Tax Cut After-Tax Income 

$7,500 Income 
(Tax Rate Cut From 11.7% to 8.8% 
After-Taxlncome Up From $6,623 

to$ 6,837) 

24.4% 

$ 25,000 Income 
(Tax Rate Cut From 21.3% to 16.9% 
After-Tax Income Up From$19,682 

to $20,770) 

20.5% 

Percent Percent Go in In 
Tax Cut After-Taxlncame 

$200,000 Income 
(Tax Rate Cut From 57.6%to 44.4'/o 
After-Tax Income Up From$ 84,776 

to $111,104) 31 .1% 

Percent Percent Gain In 
Tax Cut After-Tax Income 

Note: Present and proposed tax based on assumpt ion of 10 percent deduct ions for taxes , interest , 
contributions, medical core ,etc. Pr?posed ta x based on the President's proposal, 
and Treasury Dept. data, as of Feb.6, 63. 
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ADMINISTRATION PLAN, PERSONAL TAX CUTS 
INCLUDING PROPOSED TAX REFORMS 
Percent Tax Cut And Percent Gain In After-Tax Income 

Married Couple With Two Children At Various Income Levels..!! 

$3,000 Income 
(Tax Rate Cut From 2.0'4 to 0 · 
After-Tax Income Up From$ 2,940 

100% to $3,000) 

Percent Percent Gain In 
Tax Cut After-Tax Income 

$10,000 Income 
(Tax Rate Cut From 13 .7% to 10.7%; 
After-Tax Income Up From $8,628 

to $8,932) 

22.2% 

h 
Percent Percent Gain In 
ToxCut After-Tax Income 

$50,000 Income 
(Tax Rote Cut From 32.0 to 27.7 'lo ; 
After-Tax Income Up From $34,024 

to $36,163) 

13.4% 

I 
Percent 
Tax Cut 

6.3% 

~ 
Percent Gain In 

After-Tax Income 

11 Adjusted gross income levels. 

$5,000 Income 
(Tax Rote Cut From 8.4% to 5.6'4; 
After- Tax Income Up From $4,580 

to $4,720) 

Percent Gain In 
After-Tox Income 

$15,000 Income 
(Tax Rate Cut From 16.6% to 13.8%; 
After- Tax Income Up From $12,514 

to$12,924) 

16.5% 

I 3.3% 
k'X'XSl 

Percent Percent Goin In 
ToxCut After-Tax Income 

$100,000 Income 
(Tax Rote Cut From44.7'4to38.5%; 
After-Tox lncome Up From $55,276 

to$61,458) 

13.8'.4 

I 
Percent 
Tax Cut 

11.2% m 
Percent Gain In 

After-Tax Income 

$7,500 Income 
(Tax Rate Cut From 11.7% to 8. 8 '4 ; 
After-Tax Income Up From $6,623 

to $6,837) 

Percent 
Tax Cut 

Percent Gain In 
After-Tax Income 

$25,000 Income 
(Tax Rote Cut From21 .3% tol8 .4%; 
After-Tax Income Up From $19,682 

to $20,395) 

13.4% 

I 3.6% 
KXM 

Percent Percent Goin In 
Tax Cut After-Tax Income 

$200,000 Income 
(Tax Rate Cut From57.6% to47.5% ; 
After-Tax Income Up From $84,776 

to $104,928) 

17.5% 
23.8'4 

Percent Gain In 
After-Tax Income 

Note: Present tax based on assumption of 10 percent deduction for taxes , interest, contributions, 
medical care, etc. Proposed tax based on the President 's proposal , and Treasury Dept. 
data, as of Feb.6,'63. 
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IX. Toward A Tax Policy Geared To 
Growth, Priorities, And Justice 

All of the preceding discussion results in these three basic findings : 
( 1 ) The proposed tax program is too small and too slow to make an 

appreciable dent upon idle manpower and plant by appreciably accelerating 
economic growth. This shortcoming is intensified by the composition of 
the program, which is ill-suited to bringing consumption into better rela-
tionship with our productive capabilities; 

( 2) The proposed distribution of the tax reductions is not calculated 
to help serve one of our greatest national priorities: swift reduction of the 
poverty and deprivation which now afflict two-fifths of a nation; 

( 3) Because of these defects, the tax proposal is inadequately attuned 
to criteria of economic and social justice, which are served by the mutually 
re-enforcing conditions of maximum economic growth and improved in-
come distribution. 

The specific tax recommendations of this study are these: 

First priority: 10 billion dollar personal tax cut, 
progressively distributed 

The first priority and immediate tax changes should be limited to 
(a) cutting the 20 percent fiat rate, applicable to the first $2,000 of taxable 
income, to an average rate of considerably less than 15 percent, with much 
larger reduction in the rate applicable to the first $1,000 than to the second 
$1,000. For a married couple filing a joint return, the lower of these 
two rates would be applicable to the first $2,000 of taxable income, and 
the higher of these two rates would be applicable to the second $2,000 of 
taxable income, and (b) establishing a minimum standard deduction of 
$400 for an individual plus $200 for each dependent, in addition to the 
existing personal exemption of $600 for each. In consequence, a single 
taxpayer would have tax-free personal income of $1 ,000 a year, and a 
family of four would have tax-free personal income of $3 ,400 a year. 

This first priority tax reduction should be a one-shot affair, with an 
annual value in the neighborhood of 10 billion dollars. This amount should 
be much larger, were it not for the non-tax additional programs immediately 
needed.* This suggested tax reduction would fall far below the 13.5 billion 

* Detailed in the final chapter. 
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representing the Administration's program without the reforms, and would 
be somewhat more than one billion higher than the 8.8 billion representing 
the Administration's proposed tax programs including the proposed re-
forms.* However, concentration of this economic stimulus within a 
one-year period, which is essential, would be enormously more effective 
than spreading it out over three years. Also, the composition of this 
suggested tax action would be much better adjusted to balanced and ade-
quate economic growth, meeting our national priorities, and advancing 
economic and social justice. 

The income improvements and the immediate losses in Federal 
revenues which would result from these suggested tax changes are entirely 
consistent with the American Economic Performance Budget which all 
Conference studies use as a guide to analysis and policy recommendations. 
The purpose of this Performance Budget is to develop, in accord with the 
intent of the Employment Act of 1946, a balanced and sustainable rela-
tionship among various types of economic activities and income flows, 
compatible with sustained maximum employment, production, and pur-
chasing power. 

The modest character of the suggested exemptions 
Allowing for changes in the cost of living, the $3,400 exemption sug-

gestion for a family of four would have about 53 percent less purchasing 
power than the $3,300 exemption for a family of four in 1939, while the 
current exemption of $2 ,400 has 67 percent less purchasing power than 
the 1939 exemption. Moreover, according to widely accepted standards, 
it now takes an income in the neighborhood of $2,000 a year before taxes 
to lift an individual living alone above poverty, and an income of $4,000 
a year before taxes to lift a family of average size above poverty. And 
taxes should not be collected from millions of people in amounts which 
force them much farther downward in the poverty-income category than 
they are now. 

-All other tax changes should be held back for later action 
Changes in corporate tax rates, any further reduction of personal tax 

rates of those higher in the income structure, and all of the reform pro-
posals, should be deferred until this first priority suggestion is enacted into 

* Both figures are exclusive of the about 2 billion dollar annual value of the 
corporate tax concessions in 1962, through legislative and executive administrative 
action. 
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law. This first priority action would do the most economic good, and the 
most quickly. It is really the most important of all tax reforms, because 
no "reform" is so truly worthy of the name as that which makes our tax 
system more progressive and therefore more compatible with economic and 
social justice. Simultaneous consideration of other tax proposals tends to 
prevent sufficiently intense focus of analysis upon the first priority need-
and might even jeopardize it. Processing to date by the Congress of an 
excessively complex tax package indicates that some of the desirable pro-
posed reforms may be lost (and some highly undesirable reforms added). 
If this should happen, the net result of enactment of the proposed tax cut 
features would be very harshly regressive. 

The need for corporate tax cuts 
is relatively negligible or non-existent 

As shown throughout this study, corporations in general need larger 
markets, not additional forms of preferential tax treatment piled on top of 
those provided in 1962 (in the neighborhood of a 10 percent cut) . A 
corporate tax cut having an annual value of about 2.56 billion dollars without 
the proposed reforms, and 0.8 billion dollars with these reforms, would 
have very minimal benefits to the economy or the people (and even to 
our business system proper), compared with alternative utilization of 
similar amounts at other points in the Federal Budget. To take one 
striking example, the 2.56 billion dollar figure is 66 percent higher than 
the 1.537 billion dollar figure for education in the fiscal 1964 Budget. 
Lifting the current educational item by this amount would bring it within 
a few hundred million dollars of the 4.5 billion figure to which educational 
outlays should be lifted by calendar 1966, in order to reflect an appropriate 
contribution by the Federal Government towards meeting this towering 
priority of our domestic public needs. Even the 0.8 billion dollar figure, 
representing the annual value of the corporate tax reduction with reforms, 
could be used in part to lift the fiscal 1964 Budget allowance for housing 
and community development from 276 million dollars to the one billion 
dollars which would be an appropriate allotment for fiscal 1964; and the 
approximately 76 million dollars left over could be a very minimal addition 
to the 414 million dollar item now provided in the 1964 fiscal Budget for 
labor and manpower. Perhaps some slight reduction in corporate tax 
rates might be desirable, if focused almost exclusively upon improving the 
after-tax position of small business.* 

* For fuller discussion of these domestic public needs, see Chapter X. 
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Substantial net tax reduction for upper-middle and 
higher-income groups has very low priority 

Substantial tax reduction for everybody is indeed pleasant and even 
desirable, other things being equal. But other things are not equal now. 
With the popular psychology committed so largely to holding Federal 
deficits as low as feasible, the opportunity to facilitate our economic objec-
tives through deliberate deficits in the Federal Budget are seriously limited. 
So long as this condition persists, the amounts involved in substantial net 
tax reductions for upper-middle and higher-income taxpayers should be 
devoted to other programs. These other programs are much more worthy 
on eq itable and social grounds, and far more contributory to economic 
balance and economic growth . If we restore quickly and maintain steadily 
a maximum economic growth rate, the added volume of gross private 
domestic investment would be 74 billion dollars for the period 1963-1966 
as a whole. The added volume of non-corporate business and professional 
income would be 17.5 billion, and of corporate profits more than 27 billion. 
The preponderance of these benefits would flow to upper-middle and 
higher-income groups. 

The argument that upper-middle and higher-income groups need large 
tax reductions in order to induce more saving for investment purposes has 
already been disposed of. There is a redundance of such saving now; 
and adequate demand for ultimate products always generates enough or 
relatively more than enough saving and investment in expanding the 
means of production. 

Lower tax rates for upper-middle and higher-income groups 
·should be compensated for fully by concurrent loophole-dosing 

The only tenable argument for substantial reductions in tax rates 
applicable mainly to upper-middle and higher-income groups is that these 
tax rates are now so high that they encourage evasion or avoidance, or that 
they are so high that they have generated a wide variety of undesirable 
loopholes. The argument that they are so high as to "discourage invest-
ment initiative" is insupportable. 

Thus, when the time comes to consider this type of tax reduction, its 
net immediate cost to the Federal Budget should immediately be recouped 
in full by those types of tax reforms which are pointed toward the closing 
of loopholes. But legislative effort toward this end is likely to be effective 
only if undertaken after the suggested first priority tax program is enacted. 
When the two are processed together, the task is so complex, and the 
competing pressure so intense, that any sound tax program is endangered. 
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Some of the Administration's reforms do not go far enough; others 
are pointed in a regressive direction. But for this study to go into these 
matters in detail would violate the very principle of action urged. It would 
take our eyes off what should be done first on the tax front. And it would 
also distract attention from other types of national economic action of 
higher priority than the second suggested stage of tax action, and of quite 
as high priority as the first stage.* 

* The effect of the entire suggested tax program upon the Federal Budget is 
discussed in Chapter X. 
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X. Other Changes In National Policies 

Are As Urgent As Tax Reduction 

Preoccupation with tax reduction has led to neglect of other changes 
in national economic policies which are quite as important and urgent, 
or even more so. Any plea that we should "concentrate upon one thing 
at a time" is not nearly good enough ; the economic task confronting us is 
so broad and imperative that it requires a powerful combination of policy 
changes. In preparing to fly across the ocean, no one would concentrate 
only upon whether the plane had satisfactory landing gear, and neglect to 
check whether it had enough gas. Besides, whether any particular change 
in tax policy is desirable depends upon the blend of other policy changes 
with which it is combined to achieve the total economic objectives which 
we set for any given time span. 

Even this study's suggested tax reduction 
could not do the whole job 

This study's suggested immediate 10 billion dollar tax reduction would 
provide immensely more stimulus to the economy than the Administration's 
proposed tax program. But as estimated in the preceding chapter, for full 
economic restoration we need to lift total national production to a 1964 
level about 57 billion dollars higher, and a 1965 level about 85 billion 
higher, than the levels likely to result in each of these two years if our 
national economic policies were to remain approximately in status quo. 
Using a "multiplier" of three, and with almost all of this suggested tax 
reduction being pointed to where it would be spent promptly, it is clear 
that even the I 0 billion dollar immediate tax reduction suggested in this 
study would accomplish only about 36 billion dollars (allowing in view of 
so powerful a tax reduction about 6 billion for the effect of the 1962 tax 
concessions) of the 57 billion restorative task for 1964. Moreover, in each 
succeeding year the stimulative value of tax reduction of this size would 
become smaller, relative to the actual and needed size of total national 
production. 

If the suggested 10 billion dollar tax reduction cannot do the whole 
job, why not a still bigger tax reduction? The answer is that some of our 
most crucial economic problems cannot be dealt with primarily by tax 
reduction. And this is especially true of the unemployment problem, 
which calls for fundamental changes in the structure of demand. 
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Needed changes in the structure of demand, 
which tax reduction cannot accomplish 

It is true that the chronically high and rising level of unemployment is 
not due primarily to deficiencies in the training and aptitudes of the labor 
force. Granted that training and retraining programs are needed, the 
overwhelmingly important reason for unemployment (above levels con-
sistent with maximum employment) is the insufficiency of total jobs. As 
we learned during World War II, even people without any training were 
trained very 'quickly for difficult jobs when the jobs were there. But the 
chronically high and rising level of unemployment, and the task of restoring 
and then maintaining maximum employment, do relate very closely to the 
structure or composition of ultimate demand for goods and services. 

Let us examine why this is so. It is estimated that there is need, 
during the next decade, to increase the total number of jobs now available 
by more than 16 million net. This includes close to 4 million needed to 
reduce the current true level of unemployment to a level consistent with 
maximum employment, and more than 12 million needed to absorb the 
additions to the civilian labor force which will result from population 
growth and from the changing age composition of the population due to 
the high birth rate shortly after World War II. 

But it would be virtually impossible to achieve this 16 million net 
increase in employment opportunity wholly or even mainly in accord with 
the current structure of demand for goods and services. This is because 
of the very rapidly accelerating advance of technology in agriculture and 
of automation in most of the mass production industries which turn out 
a large part of all goods. As an illustration of the speed of these acceler-
ating changes, it has been estimated that, a decade hence, 8-10 million 
fewer workers than are now employed could turn out our current volume 
of production. 

To achieve a sufficient increase of job opportunity in line with the 
current structure of demand would mean that output in these mass pro-
duction industries and in agriculture would rise very much faster than is 
likely to be in accord with any foreseeable pattern of consumer demand, 
even assuming adequate consumer incomes in the aggregate. And even if 
the consumer demand for these particular types of products were to rise 
sufficiently rapidly by the sole test of job requirements, we would have 
relative overconsumption of these products, when measured against some of 
the highest priorities of our national needs (for example, education, health, 
and housipg) which are now being relatively neglected, and which are 
likely to be even more neglected in the years ahead, unless there are drastic 
changes in the structure of demand. 
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Thus, the only way to deal effectively with the job problem, as well 
as the only way to meet our needs for goods and services in ways which 
approximate a reasonable regard for our priorities of need, is this: There 
must be a recasting of private investment so that much more of it will 
flow, both absolutely and relatively, into those areas where our real needs 
for the resultant products are so great now and during the years aheaq 
that not even the rate of advance in technology and automation will stand 
in the way of vast expansion of employment. This recasting of private 
investment depends upon programs other than tax reduction, including 
increased public spending, as the following analysis shows. 

Key areas for redirection of private investment: 
housing, urban renewal, mass transportation 

By far the most important opportunity for restructuring the flow of 
private investment is in the field of housing and urban renewal. This field 
has room for immense and sustained increases in such investment, and 
there is also an unusually high ratio between each dollar invested in 
housing and urban renewal and other dollars of private investment stim-
ulated thereby. Another challenge of immense proportions is offered by 
the opportunity to improve and expand our mass transportation facilities. 
This need exists not only in urban and suburban areas. Transportation 
facilities throughout the Nation have grown inadequately, in response to 
the deficient rate of overall economic growth. 

Neither a steel industry receiving corporate tax cuts, nor high-income 
families receiving large personal tax cuts, would start housing and urban 
renewal programs. Nor would tax cuts for the railroads spark the great 
changes needed in dealing with mass transportation. Sufficient expansion 
of private investment in these areas, and in others as well, requires changes 
in national economic policies quite different from tax reduction. A move-
ment toward lower interest rates and more ample credit is essential. 
Especially in the case of housing and urban renewal, there is also need for 
Federal legislation providing new admixtures of private and public effort. 
This is needed to expand the production of suitable housing for middle-
income families, who are not now reached adequately by conventionally 
financed private housing (including housing insured by FHA and VA) 
nor by public housing for lower-income families. A very large expansion 
of Federal financial assistance to the public housing program, and to slum 
clearance and urban renewal, is also an inescapable component in any 
"model" for growth, priorities, and justice. All of these programs, and 
many others, require large expansion of both private and public spending. 
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Deficient level of Federal spending for 
our domestic public priorities 

In addition to the increased public spending required for the restruc-
turing of demand set forth in the preceding paragraphs, the needed changes 
in the structure of demand require also that a much larger part of the labor 
force be drawn into a wide variety of service occupations, notably educa-
tional and health services. And the rapid expansion of these services is 
among the highest priorities of our national needs, quite aside from the 
unemployment problem. To expand these services requires not only more 
personnel, but also more facilities . The need extends also to many other 
human welfare programs, and to the further development and conservation 
of our natural resources. None of these efforts would be appreciably 
accelerated by the kind of tax reduction now proposed, nor adequately 
accelerated by any kind of tax reduction. Such acceleration requires, on 
a long-range basis, an admixture of private and public efforts, and, at the 
very core of this, vast and progressive increases in Federal public outlays. 

Vividly contrasting with these needs, the first chart following this 
chapter shows that total Federal Budget outlays, measured by one appro-
priate test as a percentage of our total national production, have declined 
from 18.66 percent in fiscal 1954 to 16.80 percent in the official Budget 
for fiscal 1964. • These total Budget outlays per capita-an appropriate 
test in terms of needs-have declined (measured in uniform 1962 dollars) 
from $544.36 in fiscal 1954 to $505.86 in the fiscal 1964 Budget. Per 
capita outlays for all domestic programs (which exclude outlays for national 
security, all international purposes, and space research and technology) 
rose from $150.96 in fiscal 1954 to $189.82 in fiscal 1963, a grossly 
inadequate increase in view of our national needs and the decline of larger 
size in per capita outlays for the non-domestic items. More pertinent 
today, the fiscal 1964 Budget reduces these per capita domestic outlays to 
$186.83. And the proposed tax reduction is accompanied by official 
assurance that every effort will be made to hold aggregate domestic public 
outlays in the Federal Budget at the currently deficient level in the years 
immediately ahead. Even holding them at the current aggregate level 
would mean reduction per capita as our population grows. 

Goals for domestic public outlays in the .federal Budget 
The second chart following this chapter depicts a Federal Budget 

geared to our economic growth needs and our great domestic priorities. 

* GNP for fiscal 1964 estimated. 
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This Budget is derived within the balanced and integrated framework of a 
''model" for maximum employment, production, and purchasing power, 
which sets balanced goals in accord with the intent of the Employment Act 
of 1946. Consistent with these goals, the chart indicates that, comparing 
the fiscal 1964 Budget with suggested goals for calendar 1966, outlays 
per capita for all domestic programs (measured in uniform 1962 dollars) 
should rise from $186.83 to $221.11; outlays per capita for education 
should be increased almost three times; outlays for health services and 
research should be almost doubled; and outlays for housing and community 
development should be multiplied about eight times. • With proper allow-
ance for our other domestic needs, and accepting the expert judgment as 
to our national security, space, and international needs, total Federal out-
lays per capita (measured in uniform 1962 dollars) should rise from 
$505.86 in the official Budget for fiscal1964 to $577.89 in calendar 1966. 
Yet, measured as a percentage of total national production in a properly 
growing economy, these total outlays would decline from aH estimated 
16.80 percent in fi scal1964 to 15.91 percent in calendar 1966. 

Consistent with these long-range goals, this study recommends an 
immediate increase in the Federal Budget, above the official fiscal 1964 
Budget, in an amount of about 3 billion dollars for domestic programs. 

Effect of recommendations upon the condition 
of the Federal Budget 

This increased spending would not militate against the suggested tax 
reduction, even in terms of the financial condition of the Federal Budget 
(which is not of importance comparable to the condition of the natfonal 
economy) . As shown by the third chart following this chapter, our Fed-
eral Budget deficits have grown with our national economic deficiencies, 
despite almost constant efforts to maintain a balanced Budget. And as 
shown by the fourth chart, a maximum prosperity economy during the 
calendar years 1953-1962 would have yielded an aggregate Budget surplus 
(calendar years) estimated at 17 billion dollars, even with appropriately 
larger Federal outlays and allowing for some needed tax reduction. When 
this is contrasted with the actual aggregate Budget deficit of 36.9 billion 
during this period, it appears that an effective maximum prosperity pro-
gram would have placed the Federal Budget itself in a more favorable 
position by about 54 billion dollars. 

':' In dollar amounts, however, the outlays for education would be twice as high 
as, and the outlays for health services and research more than 40 percent higher 
than, the outlays for housing and community development. 
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Why the States and localities cannot assume more of the load 
The need for this additional spending by the. Federal Government is 

accentuated by trends at State and local levels. Comparing fiscal 1962 
with fiscal 1952, as shown on the fifth chart, Federal Budget expenditures 
increased 34.4 percent, while State and local government expenditures 
increased 131.8 percent. Meanwhile, comparing fiscal 1962 with fiscal 
1952, the net Federal debt outstanding (at end of year) increased 15.1 
percent, while the net State and local debts outstanding increased 179.1 
percent. Another factor to be taken into consideration is this: Insofar 
as public spending is financed by taxation, Federal tax policy is progressive 
(though not progressive enough) in its impact upon income distribution, 
while State and local taxation in the overall is extremely regressive. This, 
too, has an important bearing upon the proper distribution of the public 
spending load among the three levels of government, from the viewpoint 
of the effects upon economic growth, priorities, and justice. 

Need for still other Federal programs 
Taking appropriate "multipliers" into account, the suggested 3 billion 

dollar immediate increase in the annual rate of Federal public spending, 
together with the suggested 10 billion dollar immediate tax reduction, would 
stimulate the annual rate of total national production about 401/2 billion 
dollars.* With this amount of expansion, the 2 billion dollar tax conces-
sions of 1962 would have a stimulative effect of about 6 billion, bringing 
the whole stimulative effect upon total national production up to about 
46% billion in the first year. But even these amounts would not be nearly 
enough to close the estimated 57 billion dollar gap in 1964, and 85 billion 
in 1965, between needed total national production and that estimated to 
result if our national policies remained substantially in status quo. 

This is merely another way of saying that the Federal Budget, includ-
ing taxation and expenditure, cannot do the whole job. Many public 
programs, not involving public spending, need also to be expanded 
greatly. A large percentage of our more than 18 million senior citizens 
live in poverty or deprivation; social security needs expansion. Minimum 
wage legislation needs much improvement, with respect to both coverage 
and amount. Effective Federal programs to enlarge the income and living 

*"Multiplier" of 3 for tax reduction, and 3lh for increased Federal spending. 
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standards of the farm population are also urgent, and these may entail 
less Federal spending for agriculture than the current rate.* 

Encouraging private economic adjustments: 
improved utilization of the Employment Act of 1946 

Even with all of this, the major portion of the expansionary force 
must come from private economic decisions. Changes in price and wage 
policies, as well as in investment decisions and per-unit profit-margin 
targets, can result in a better balance between expansion of the means of 
production and expansion of private consumption. The recommended 
changes in national economic policies would, if adopted, contribute greatly 
toward these private adjustments, by the improved psychological climate 
which would result from the firm display of determination to achieve the 
objectives of the Employment Act of 1946. 

In addition, without any scintilla of resort to direct intervention in the 
processes of business decisions or collective bargaining, the setting forth 
of appropriate quantitative goals under the Employment Act would by 
reason rather than by fiat improve the quality of major private decisions. 
By drawing upon our functioning private economic groups, through the 
consultation process, in the formulation of goals and policies under the 
Employment Act, we would achieve the larger unity of purpose and the 
improved cooperation between responsible free enterprise and responsible 
free Government which our domestic needs and the world situation so 
insistently call for. 

There is no short cut nor easy road to growth, priorities, and justice. 
The Employment Act provides a wonderful instrumentality, consistent with 
our traditions, for moving forward. But this Act is not now being fully used 
to project on a short-range and long-range basis the balanced and integrated 
quantitative goals for maximum employment, production, and purchasing 
power which are not only called for by the Act itself, but which are 
absolutely essential to the development of national economic policies 
geared to these objectives. The tax proposal in its current form is but 
one poignant illustration of what happens when policies are reshaped 
without being geared adequately to the specifics of growth, priorities, and 
justice. The much improved utilization of the Employment Act is there-
fore the first sine qua non for the forward movement. 

The five following charts complete the presentation. 

''' For full discussion of poverty among our senior ciiizens, among workers paid 
substandard wages, and among farm families, see Chapters VII and VIII of the 
Conference study, Poverty and Deprivation in the U. S. 
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FEDERAL BUDGET HAS SHRUNK RELATIVE 
TO "SIZE OF ECONOMY AND NEEDS, 1954-'64 
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BUDGET OUTLAYS PER CAPITA 
In 1962 Dollars 

.!t Preliminary. G.N.P. est imated at $565 billion , CEP. 

.z.,Administration's proposed BudQet as of Jan.l7, 1963. G.N.P. estimated at $588 bill ion , CEP. 
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GOALS FOR A FEDERAL BUDGET GEARED 
TO ECONOMIC GROWTH AND PUBLIC NEEDS 

TOTAL FEIJERAL 
OUTLAYS 

1964, Fiscal Year; 1966, Colendar Year 
Per Capito Outlay in 1962 Dollars 

NATIONAL DEFENSE, 
SPACE TECHNOLJ)(jY 

ANO ALL 
INTERNATIONAL 

EOUCATION HEALTH 
SERVICES 

ANO RESEARCH 

'J. of Total Ptr 'J.ol Total Ptr % of Total Ptr ,. of Total . "" 
Ytor Output Capita Year Output Capito Year Output Capita_ Y~r Output Capito 

1964 Adm:"l6.80 505.86 1964 Adm-'10.59 319.03 1964 Adm11 .26 7.87 1964 Gooll629 52120 1964Gooll0.16 325.11 1964 Goal .32 10.24 1966 Goal 15.91 577.89 1966 Goal 9.82 356.78 1966 Goal .62 22.6L 

Pf.IBL/C 
ASSISTANCE 

% ofTotol Ptr 
Yeor Output Capita 
1964 Adm.ll .51 15.48 
1964 Goal .51 16.38 
1966 Goal .51 18.59 

LABORANO 
MANPOWER. ANO 
OTHER WELFARE 

SERVICES 

HOIJSING ANO 
COAfAIIJNITY 

DEVELOPMENT 

1964 Adm!' .28 8.41 
1964 Goal .32 10.24 
1966 Goal .44 16.08 

'J. of Totol Ptr 'Yo of Tolal Ptr 'J. of 'Altai l'w Year Output _Capita Year Output Capita lW Output Capita 
1964 Adm.ll .16 4.85 1964 Adm:l' .05 1.42 1964 Adm:l'6.21 186.83 1964Gool .16 5.12 1964 Goal .16 5.12 1964Gool 6.13 196.09 1966 Goal .15 5.53 ' 1966 Goal .31 11.06 1966 Goal 6.09 221.11 

J/Adm inis trat~d bucf9tt as of Jan. 17, 1963. 
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THE FEDERAL BUDGET REFLECTS 
NATIONAL ECONOMIC DEFICIENCIES 

Billions of 
1962 Oollo rs Billions of 

1962 Dollars 
100 100 
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FEDERAL DEFICITS GROW WITH NATIONAL ECONOMIC DEFICIENCIES 

NATIONAL PRODUCTION 
DEFICIENCY 

)Billions of 1962 Dollars) 

-64.6 

(Annual Averages, Calendar Years) 

CONVENT! ONAL BUDGET 
,(Billions of Current Dollars) 

+ 0.9 1954-57 1958-62 

1947-50 -0.5 -5.1 
Deficit 
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CASH BUDGET 
(Billions of Current Dollars) 

A BALANCED FEDERAL BUDGET 
PROSPERITY 

DEPENDS 
ECONOMY UPON A MAXIMUM 

Billions of 
Dollars 

100 ,.------- - ----j ACTUAL FEDERAL BUDGET ------- ---,100 

Billions of 
Dollars 

100 

80 

70 

60 

Conventional Budoet, calendar Years 

Aggregate Deficit, 1953-/962: $36.9 Billion 

Aggregate Surplus, /953-1962: $17.0 Billion 

.!t Expenditures ore shown as actual expenditures plus estimated deficiencies in expenditures 
during the period. Receipts are estimated by applying actual tax rates to maximum 
prosperity levels of economic activi ty. 
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STATE AND LOCAL SPENDING HAS RISEN 
VERY MUCH MORE RAPIDLY THAN FEDERAL 

Fiscal Years-Index 1952=100 

f:::(::=:;:;:J Federal Government Budget Expenditures 

~ State and Local Government Expenditures 

1952 1954 1956 1958 

231.8 

1960 1961 1962 

STATE AND LOCAL DEBTS HAVE SOARED; 
FEDERAL DEBT HAS RISEN MUCH LESS_u 

~ Federal Government Debt 

~ State and Local Government Debt 

1952 1954 

Index 1952= 100 

1956 1958 

.!I Net debt outstanding as of June 30. 
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279.1 

1960 1962 

Ooto: Treasury Dept., Bureau 
of the Budget and Commerce Dept. 



CONFERENCE ON ECONOMIC PROGRESS 

THE CONFERENCE ON ECONOMIC PROGRESS is a non-profit, 
non-political organization engaged solely in economic research, education, 
and publication of studies related to full employment and full productio~ 
in the United States. 

THE NATIONAL COMMITTEE of the Conference 
includes the following: 

THURMAN ARNOLD 
Attorney ; former Asst. Atty. General 
of U .S.; Judge U.S. Court of Appeals 

WILLIAM H. DAVIS 
Attorney ; former Director, Office 
Economic Stabilization 

ABRAHAM FEINBERG 
Chairman of Bd., Kayser-Roth Corp. 

A. J. HAYES 
President, Int. Assn. Machinists; 
Vice President, AFL-CIO 
FRED V. HEINKEL 
President, Missouri Farmers Assn ., Inc . 

J. M. KAPLAN 
Industrialist 

LEON H. KEYSERLING 
Econ. & Atty.; former Chmn. Presi-
dent's Council of Economic Advisers 

0. A. KNIGHT 
President, Oil, Chemical and Atomic 
Workers; Vice President, AFL-CIO 

MURRAY D. LINCOLN 
President, Nationwide Mutual 
Insurance Cos. 

GEORGE MEANY 
President, AFL-CIO 

JAMES G. PATTON 
President, National Farmers Union 

MILES PENNYBACKER 
President, Voltarc Tubes, Inc. 

WALTER P. REUTHER 
Pres., United Automobile Workers; Vice 
Pres. & Mbr., Exec. Cmtee., AFL-CIO 

MARVIN ROSENBERG 
Chairman , Cameo Curtains, Inc. 

GLENN J . TALBOT 
Vice Pres. , National Farmers Union 

M. W. THATCHER 
Pres., Nat. Fed. Grain Cooperatives 

Other Recent Conference Publications 

KEY POLICIES FOR FULL EMPLOYMENT, September, 1962. Dis-
cusses the causes of our low rate of economic growth and of rising 
unemployment levels during the previous nine years. Proposes both 
private and public economic policies needed to maximize employment 
and production. 

POVERTY AND DEPRIVATION IN THE U. S., April , 1962. Presents 
a detailed picture of income distribution in the U. S., and the conse-
quences of the poverty and deprivation which now afflict two-fifths 
of a nation. Proposes programs for lifting low living standards. 

Each of these pamphlets is available at 50 cents a copy. 
Write for a list of other Conference Publications. 

CONFERENCE ON ECONOMIC PROGRESS 
1001 Connecticut Avenue, N.W. Washington 6, D. C. 
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Go~sULTING EcoNOMIST A..."'T> ATTORNEY AT LAw 

. i 

1001 GoNNEGTIGUT AVENUE, NoRTHWEST 

WASHINGTON 6, D. G. 

STERLING 3- 9191 

August 13. 1963 

Honorable Hubert H. Humphrey 
United States Senate 
Washington. D.C. 

Dear Hubert• 

PERSONAL AND CONFIQENTIAL 

~ny thanks for your letter of August 9. enclosing a copy of 
your talk on taxes and civil rights. I am particularly encouraged 
that you included in your talk the statement that the tax cut should 
concentrate as heavily as feasible upon consumers in the low and 
middle income groups. and that especially if the so-called reforas 
are deferred in whole or in part. the distribution of the tax cuts 
will need to be sufficiently different froa those originally proposed 
to accomplish this type of concentration. (The foregoing is true. 
even if one does not accept my view that the originally proposed tax 
package. including the reforms. ignored the desirability of this kind 
of concentration and indeed had many regressive aapeets. as demonstrated 
in my study "Taxes and the Public Interest." an additional copy of which 
I am enclosing for your convenience~ • 

Unfortunately, it appears from the study that I have thus far been 
able to give it. that the new tax package just presented to the Ways 
and Means Committee by the Secretary of the Treasury. based upon the 
assumption that most of the reforms are to be deferred or dropped. 
indicates much l~s s nf this concentration and is a much more regressive 
package than the one originally proposed. This is I\Ost disheartening. 
When I have studied this new package in aore detail, I will aead you 
my estimates as to its distributive features. to supple .. nt or replace 
the estimates furnished in ·"Taxes and the Public Interest." based upon 
t he original package. 

I am also working along. subject to the necessary interruptions 
of other commit .. nts and an unusual number of out-of·town trips (I 
am going out to Minnesota tomorrow to visit with our friend Bill 
Thatcher) on developing in response to your request a draft for you 
on the gold and balance of payments problems and the recent move toward 
tighter money and higher interest rates. This aove . coupled with the 
newest version of the tax package. gives us plenty to worry about. 



Honorable Hube~t H. Hu.phrey Page 2 August 13, 1963 

Again let me say that I rtcogni•e that a liberal 
SGnator confronts now a aost difficutt dilemma which he can resolve 
better than I could suggest to hi•. This is one aoMnt when I 111 

glad that I am not in his shoes. For ayself. in view of the latest 
developments. I can see no ~tructive course other than to cont1n~ 
t o voice objective criticism • an economic policy which I can neither 
accept in substance nor reconcile with our traditional co•it•nts. 
I can only hope tha t some ,.ople i n the Administration will gradually 
benefit by my co.ments as they continue to be vdndicated by actual 
developments. instead of trying to disparage them by the substitution 
of personalities which hurt t hem and the cause rilther than •· and 
cannot ge t me to change my course. 

I am looking forward t o testify ing on the Tax Bill when it comes 
before the Senate Finance Committee. 

With kindest r gards and best wishes. 

Faithfully yours. 

Leon H. tc.yser ling 

UiK:dg 



L E O N H. K E YS E RLING 

C ONSULTI NG ECONO MIS T AND ATTORNEY AT LAw 

1001 GONNEOT IOU T AVENUE, N ORT IIWES T 

Honorable Hubert H. Humphrey 
United States Senate 
Washington 25, D. C. 

Dear Hubert: 

W AS H INGTON 6 , D . G. 

S TE RLING 3- 9191 

July 22, 19ftJ 
I have your letter of July 19th with enclosure of your Senate remarks of ~ 

July 18th, which are both courageous and correct. In due course, which means 
as soon as possible, I will send you some extensive materials on the whole bal-
ance of payments problem, interest rates, monetary policy, etc. The time is 
certainly at hand for what you call "a thoughtful but candid and hard-hitting 
speech." My only difficulty is that I cannot understand why even people as 
wise and perceptive as yourse l f are still giving the perpetrators of the latest 
policies the benefit of even a partial "wait and see" attitude, even allowing 
for the "political" problems which I know confront you. We cannot permit these 
"political" rationali.zations indefinitely to do what they are doing to the 
country, and what ultimately they will do to a Democratic Administration. 

How long do we need to "wait and see?" I began to attack the fundamental 
changes in our monetary policies in 1951, when they began to gain momentum be-
cause, despite the opposition of President Truman, the Democratic Administration 
at the end of almost twenty years of service was too run-down to make its oppo-
sition effective, and because the President was betrayed by some of his own 
appointees -- some of whom, after serving throughout the Eisenhower Admini stra-
tion are still receiving accolades from the Kennedy Administration. 

S'l 
Year by year/ after l9~' I pointed out in study after study and forecast ~ 

after forecast tne damages which these policies were doing and would do. Every 
one of my forecasts was comp l etely vindicated by ensuing developments, a l though 
I had very little support from the economics profession which to a surprising 
degree operates like a herd in fol l owing the latest fashions. But I did have 
the increasing support of the Democratic Party and its spokesmen during the 
Eisenhower years. Around 1958 or 1959, the great Senator from Minnesota asked 
me to prepare a very comprehensive study for him on this whole subject, which I 
did and which he used. In J uly 1960, I carried this s tudy much further, in the 
form of a published pamphlet ent i t l ed TIGHT MONEY AND RI SING INTEREST RATES --
AND THE DAMAGE THEY ARE DOING. I timed the preparati on of this pamph l et to co-
incide wit h our 1960 Democratic cha llenge to the Eisenhower po li cies; my views 
were written i nt o the Democratic platform in 1960, and formed one of the two 
major domestic theses of our Standard Bearer i n 1960, who incidenta lly made fre-
quent platform references to my work on this s ubject. 



Then came 1961, when the Democratic Administration commenced the curious 
process of reevaluating the tight money and rising interest rates policy by 
appointing to the key job in the Treasury dealing with the subject the research 
director and one of the chief architects, from his vantage point in the Federal 
Reserve set-up in New York, of the policy which we had pledged ourselves to re-
verse. Later on, in various ways, the same thing was done in the Federal Re-
serve System. 

Let none of the economists in the Administration tell you that there has 
been any basic change in these monetary policies since early 1961. To be sure, 
the trends in interest rates during the period since early 1961 have not con-
tinued at the same pace as during the previous years. They could not possibly 
continue at that pace, and would not have even if Nixon had been elected, be-
cause that would have meant soon having interest rates of 25 and then 50 percent. 0 _ _ 
The Democratic Party in 1960 did not promise to continue the crime at tfie sauce a.~ 
pace; it promised gradually if not quickly to reverse a criminal economic policy. 
Instead, in the fair perspective_~ft~~ L ~conomic climate and what had gone be-
fore, the differences between the~efore 1961 and after 1961 haw been 
negligible. Even my 1960 publication (see page 63) was not so unrealistic as 
to project a continuation of the policy at the same pace. And while my 1960 
study was not correct in all of its forecasts in quantitative detail on this 
intricate subject, it has again turned out in the main to be substantially cor-
rect • 

• My 1960 study was lacking in "foresight" in one respect. It coupled the 
in,quitous monetary policy with the inflation bogy. I was then not smart enough 
to foresee that a Democratic Administration, deprived of any scintilla of possi-
bility of using this bogy further, wou~d found the same monetary policy upon the 
even more preposterous gold bogy. It is even more preposterous because infla-
tion is an evil, even if the Eisenhower Administration handled it wrongly, while 
the gold problem is a problem only because we are worshipping an outmoded idol 
which is a problem only because the bankers say so. And it is even more pre-
posterous because we have had 2t additional years in which to learn something, 
and because a Democratic Administration should learn faster than a Republican 
Administration. 

Am I impatient and too severe, or are the twelve long years since 1951 long 
enough for what is happening to sink in? I am not positive that, feeling as I 
do, I can prepare a draft on this subject which you will be able to use. But I 
will do my best. In the meantime, I hope that you will set aside an hour or so 
for a close reading of the 1960 study transmitted herewith. It marshalls the 
main reasons why the tight money and rising interest rates policy is so essen-
tially dangerous and so utterly ridiculous. As I have said, some of my fore-
casts as to future developments have turned out to be incorrect in detail. But 
they have turned out to be a great deal more correct than any of the forecasts 
made either by those economists who really believe in the current policy or who 



know that it is wrong but do not have the stamina to resist it even at the risk 
of their precious jobs. 

I will be in touch with you again shortly. 

With kindest regards and best wishes, 

Faithfully yours, 

~ Leon H. Keyserling 

LHK/h 
Enc. 
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