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92D CONGIMSS SENATE RxPoRT
1st Session No. 92-49

REPORT ON THE FEBRUARY 1971 ECONOMIC REPORT OF
THE PRESIDENT

MARCH 30, 1971.-Ordered to be printed

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

REPORT

together with

STATEMENT OF COMMITTEE AGREEMENT,
MINORITY AND OTHER VIEWS

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

This report is submitted in accordance with the requirement of the
Employment Act of 1946 that the Joint Economic Committee file
a report each year with the Senate and the House of Representatives
containing its findings and recommendations with respect to each of
the main recommendations made by the President in the economic
report. The report is to serve as a guide to the several committees
of Congress dealing with legislation relating to economic issues.

This year the Report of the Joint Economic Committee is made up
of four parts:

A first part comprising statements of agreement by the ma-
jority and the minority members of the committee on (1) a
number of recommendations relating to the domestic economy,
and (2) an analysis of current issues in the field of international
economic policy with conclusions and recommendations thereon;

A second part consisting of the committee report, together
with supplemental views of individual members;

A third part consisting of Minority Views together with
supplemental views of minority members; and

A fourth part describing the committee and subcommittee
activities in the past year and subcommittee membership.

NoT.-Due to pressure of other responsibilities, Senator FuIbright was unable
to participate in the hearings and other committee deliberations pertaining to this
report and reserves Judgment on the specific recommendations made therein.
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STATEMENT OF AGREEMENT BY MAJORITY AND MI-
NORITY MEMBERS OF THE JOINT ECONOMIC COM-
MITTEE

The members of the Committee agree on certain recommendations
with respect to economic policy in the period ahead. These are:

1. The Congress should adopt procedures for reviewing aggregate
expenditures and receipts in order to make a determination as to the
level of revenues and expenditures most consistent with the needs of
the economy.

2. There is an urgent need for a more comprehensive welfare pro-
gram better designed to meet standards of adequacy and equity. Any
reformed welfare system must include adequate job opportunities and
strong work incentives.

3. There is need for immediate expansion and improvement of man-
power programs, including job opportunities for welfare recipients
and low-skilled persons, and economic conversion for workers in the
defense and other worker-surplus industries.

4. Additional Federal aid is required to meet pressing needs of
State and local governments.

5. We must develop adequate environmental protection measures.
In doing so, it shouldbe recognized that those persons responsible for
pollution should bear a fair share of the cost of our environmental
clean-up. In this regard we strongly support a system of environ-
mental user charges in the private sector of the economy. Taxes on
sulphur oxides and leaded gasoline would be appropriate user charges
of this type.

6. Congress and the Administration should undertake a complete re-
evaluation of Government regulation of transportation, with increased
emphasis on a more competitive system where appropriate.

7. More assistance should be provided to rural America by the Fed-
eral Government. Additional efforts should be made to promote agri-
cultural productivity to hold down costs of production. Moreover,
there is need for study and review of widening margins between farm
and consumer prices. It is vitally important to recognize the incomes
of small and middle-income farmers should be raised.

8. After full consideration of the many current issues in the field of
intern ational economic policy, the members of the Committee have con-
curred on the analysis which follows.
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JOINT VIEWS ON INTERNATIONAL ECONOMIC
ISSUES

In 1970, the U.S. trade surplus rebounded with a four-fold increase
from the extraordinarily depressed level of the previous year. The
liquidity deficit shrank by a third to $4.7 billion, but this country's
balance-of-payments deficit as measured by settlements with official
foreigners ballooned to over $10 billion, the largest such deficit in
U.S. history. Large short-term capital flows during 1969 and 1970
produced erratic movements in both of these commonly used measures
of the U.S. balance of payments, and the exceptional official
settlements deficit recorded last year gives an excessively gloomy
picture of the U.S. balance of payments. Nevertheless, European mone-
tary authorities, in contrast to 1969, are once again expressing reserva-
tions about the size of the dollar balances that they have accumulated.

A trade bill that would have substantially altered the direction of
U.S. policy secured the approval of the House and of the Senate
Finance Committee last year, although not without strong dissent. The
bill, however, subsequently failed to come to a vote in the Senate.

The future orientation of this country's trade policies is still uncer-
tain. Since December 1969, the Subcommittee on Foreign Economic
Policy has been conducting an intensive series of hearings with the
objective of formulating an appropriate set of goals for trade, interna-
tional investment, and aid policies throughout the remainder of this
decade. The outcome of this inquiry will be published as a report some-
time in the spring of this year. In addition, a Presidential Commission
on Trade and Investment Policy, chaired by Albert L. Williams, is also
expected to report its findings in the next few months and will help
set the tone for trade and investment policies in the seventies. In
this regard, we note that the President has indicated he is withholding
legislative proposals in the trade and investment area until the report
has been published. White House reaction to both of these documents,
a pending Executive decision on whether or not to curtail shoe imports,
and the outcome of the continuing textile dispute with Japan should
together give a clearer indication of the future course of American
trade policy.

Regardless of the stance of American policy, progress in the further
elimination of tariff and nontariff barriers to international trade will
be impossible without full participation in such an effort by the
European Economic Community, especially if this association is en-
larged. Industrial countries need trade to insure that growth is
efficient, and poor nations require expanded market opportunities in
the northern hemisphere in order to purchase essential capital inputs.
Thus, progress in the reduction of all types of trade barriers and the
further opening of Japanese, North American and European markets
is of prime importance.



Trade Policy
In addition to being a highly efficient producer of a variety of agri-

cultural products, the United States enjoys a comparative advantage
over other nations in the production of numerous capital goods, some
consumer products, such as drugs and photographic supplies, and a few
basic materials. Our ability to exercise the competitive potential of
these industries in international trade, and so obtain imported com-
modities at a lower real cost than we could produce similar goods do-
mestically, is dependent upon access to markets in other countries. But
foreign markets will not remain open to the entry of American-pro-
duced goods if we ourselves do not continue to reciprocate. As the
largest single trading nation, the United States plays an important
role in establishing the tone of multilateral trade policies. If this coun-
try were to resort to protectionism, as distinguished from retaliatory
action permissible under the General Agreement on Tariffs & Trade
(e.g., see. XIX), others would undoubtedly be prompted to re-
taliate or follow the U.S. lead. On the other hand, no global effort to
continue on the course of trade liberalization that has been pursued
since 1934 is likely to succeed without U.S. participation and support.

Attempts to estimate the number of jobs in this country dependent
upon the production, shipping, and insuring of exports-as opposed to
the implicit labor content of imports-invariably indicate that em-
ployment in the United States benefits from international trade.
Greater numbers of export-oriented jobs are created than are lost as a
consequence of imports. In addition, employment in export industries
is generally more productive and pays higher wages than in import-
competing industries.

Trade does oblige the United States to modify its productive capa-
bilities and alter its output mix along with shifts in consumer tastes
and the growth of productive potential in other countries. The same
types of changes are necessary in response to the development of new
technology at home and the appearance of unsatisfied domestic con-
sumer desires. Shifts in the structure of the U.S. economy stemming
from wholly domestic factors almost certainly each year force more
adjustments by firms, managers, and wage-earners than does import
competition. Only in the event of economic stagnation, inadequate
government policies to aid adjustment, or a failure on the part of
businessmen and workers to shift from the production of one product
to another can import competition produce continued unemployment.

Imports can play a constructive role in the U.S. economy through
their ability to promote the efficiency of domestic firms and to help
combat inflation. The rate of inflation in the United States during 1968
arid 1969 undoubtedly would have been much greater than it actually
was if, in response to excessive Federal Government deficit spending
following escalation of the Vietnam war, imports had not been allowed
to enter this country and absorb excess demand. The drop in exports
had a similar anti-inflationary impact in that domestically produced
-goods were consumed at home rather than being sold to foreigners.
Thus, the very substantial deterioration in our trade balance those two
years contributed in part to the long-run health of our economy. Im-
paired export capabilities may, however, not be easily regained. With
the reduction in aggregate demand that occurred in 1970, the rate of
growth of imports slowed substantially, exports resumed their expan-
sion, and the U.S. trade surplus grew.



Import competition offers a practical means for promoting efficiency
and combating wage-price increases in industries that are highly con-
centrated in the United States. Every industry in this country that is
dominated by a few firms also has a strong, industry-wide union. Thus,
without import competition, the industry and its corresponding union
would be free to bargain collusively and to agree to combinations of
wage and price increases at the expense of firms and employees in less
concentrated industries. In this respect, the contrast between the auto-
mobile and steel industries-both of which are highly concentrated-is
instructive.

Imports of automobiles and parts have not been restricted. The
firms have instead responded to competition from abroad by intro-
ducing small cars to compete directly with imports, and the auto
workers have evidenced concern for increasing productivity and hold-
ing down costs per unit of output. Over the long run, both American
consumers and the employees of auto producers are likely to gain from
this constructive response to competition from abroad.

In contrast, both management and labor in the steel industry have
in recent years advocated the restriction of imports. Their pleas in-
duced the Executive, in December 1968, to persuade other producing
countries to voluntarily limit their steel exports to the United States.
From 1960 through December 1968, wholesale prices of iron and steel
products increased 5.5 percent; from December 1968 to November
1970-following the introduction of voluntary import quotas-whole-
sale iron and steel prices increased 13.8 percent. (The wholesale price
index for all industrial commodities rose 8.8 percent and 7.7 percent in
these same two periods.) Thus, iron and steel price increases in the two
years following the introduction of import restrictions were more than
twice the increases in the previous nine years. The industry is currently
urging that existing import limitations be tightened.

The United States should continue to adhere to an ex-
pansionary trade policy in order to exploit our skills that
are superior to those of other countries, to promote the
efficiency of domestic firms, and to combat inflation.

Maintenance of a forward-looking, expansionary trade policy and
continued progress in freeing international flows of goods from exist-
ing restrictions depend upon effective programs to aid firms, workers,
and communities injured by import expansion. Adjustment assistance
to these injured parties taxes a portion of the real benefits away from
consumers, who gain from the ready availability of imports, and re-
distributes these partial gains to the parties who suffer as a consequence
of import competition.

The Administration's proposed activities in this direction, as
evidenced by their budget requests for fiscal 1972, indicate move-
ment in the right direction. Authority for loans of $100 million and ad-
ditional loan guarantees of the same amount are requested. If actually
delivered, financial assistance in these amounts would constitute a sev-
eral-fold increase in the quantity of similar aid that will be extended
to firms in the current fiscal year. To supplement this assistance to
firms, the number of workers paid training and relocation benefits is
projected to increase some 55 percent in fiscal 1972.



Continued adherence to expansionary trade policies will almost cer-
tainly require the further growth of adjustment assistance programs
in future years; hopefully spending authority for this purpose will
be requested and provided. If adjustment assistance is available in
adequate amounts and is extended promptly, managers and workers
may lose some of their fear of foreign competition. Many of these fears
are exaggerated, but without the promise of speedy financial assistance,
if needed, the opportunity to demonstrate that these apprehensions are
indeed unwarranted may not arise.

Financial and other assistance to firms, workers, an d com-
munities injured by import competition should be pro-
vided more promptly and in larger amounts than it is
today.

Occasionally, however, temporary restriction of imports will seem
desirable, primarily because the adjustments required of firms and
workers that would be injured by a free flow of goods from abroad ap-
pear to be excessive. In such instances, the preferred course will prob-
ably be to expand trade at a slower rate than had initially been
anticipated. But under any circumstances, appraisal of the extent of
the injury imposed upon domestic producers by trade expansion
and the degree to which imports are to be temporarily curtailed should
be determined by the Tariff Commission.

Voluntary agreements are in effect limiting imports of cotton tex-
tiles and steel into the United States; in addition, statutory provisions
place upper limits on the quantities of meat, dairy products, and sugar
that can be brought into the United States. In these instances, the deci-
sion to impose quantitative limitations was based on consideration of
the amount of damage that would be done to domestic producers-
already in a cost-price squeeze-if burgeoning imports continued to
gain admission without restriction, and of eventual dependence upon
foreign countries for staple foods.

The body that has been established by the Congress to evaluate
claims of producer injury is the Tariff Commission. The Commis-
sion can hear the arguments of not only producer interests, but also
of import associations and consumer groups. The Commission is well
equipped to evaluate the economic intricacies of trade injury and ad-
justment issues. It is protected. in part, by the Congress from political
influences that do not necessarily work in the direction of promoting
economic efficiency or an appropriate distribution of gains and losses
from trade.

A decision by the Tarriff Commission, rather than a legislative com-
mittee, to restrict imports in the face of severe injury has an important
advantage. Such a decision would be made only after a case has been
argued pro and con before the Commission and after the commissioners
have presented their own summation of the reasons for limiting im-
ports. Such a determination is likely to be more persuasive to for-
eign exporters affected by the decision than the pleas of lobbyists be-
fore legislative committees.

If in the absence of protectionist activity by our trading partners,
the united States is to withdraw previous trade concessions or is
to impose new restrictions, we must give compensation or expect re-
taliation from abroad. It is in our interest that compensation, if
granted, be no more than sufficient and that retaliation, if that alter-
native is selected, be measured and reasonable. The responses of other
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countries in reaction to U.S. import limitations are likely to be more
circumspect and measured if the Tariff Commission, rather than the
Congress, makes the determination.

Letting the Tariff Commission decide whether particular industries
should be granted temporary relief from import competition in no
way impinges upon the authority of the Congress to establish the
trade policy of the United States. The Congress legislates the broad
principles according to which the Tariff Commission evaluates and
recommends action in particular cases.

In those instances when imports must be restricted to
prevent excessive injury to domestic producers, the de-
cision to do so and the choice of individual products to be
excluded should be the result of hearings and subsequent
deliberations by the Tariff Commission.,

The U.S. Balance of Payment8s

Attitudes towards the significance of U.S. payments deficits have
changed markedly over the past two or three years. Reduction of these
net external outflows is now generally regarded as far less important
than the achievement of what are primarily domestic economic policy
goals. Consequently, officials are probably less willing than in the past
to give emphasis to balance-of-payments considerations in their formu-
lati on of monetary and fiscal policies.

This relative change in the weight given various policy goals has
come about for several reasons. First, as unemployment rose to
6 percent and as inflation persisted longer than expected, the need
to correct these domestic economic maladies began to overshadow the
balance of payments. Second, U.S. payments deficits persisted despite
the efforts of officials to curtail them. While controls over capital ex-
ports and other measures have produced some savings in the areas that
were the direct focus of attention, new outflows always seemed to bal-
loon sufficiently to leave the general problem unchanged, or even
worse. But perhaps the most significant factor in producing more

' Senator Miller concurs as a matter of general policy, but strongly believes
that Congress should not abdicate its responsibility to make these decisions in
cases of great importance to the national interest.

' Representative Blackburn and Senator Percy believe that the report should
make clear that the United States balance of payments continues to be structurally
unsatisfactory, and that this does not warrant a relaxed or passive attitude on
the part of the Executive Branch, the Congress, business, labor or the general
public. In lieu of the first two paragraphs in this section, they believe the follow-
Ing statement better describes prevailing views:

Attitudes toward the significance of the U.S. payments deficits have
changed markedly over the past two or three years. There is now a
clearer recognition that the U.S. payments position, however measured,
is structurally unsatisfactory. There is also a clearer recognition that it
would not be in the world interest for the U.S. to attempt to eliminate
these deficits either by continued restraint of the domestic economy
or by short-run and selective measures. The monetary system fortunately
has proven capable of absorbing large fluctuations in our position, but
we should not be misled into the thought that it can safely sustain con-
tinuing large U.S. deficits. Thus, as Indicated In some subsequent sec-
tions of the Report, balance-of-payments considerations are important in
our policy making.

The multiplication of measures of our net external position both re-
flects the complexity of our position and re-enforces the conclusion that
the structure is unsatisfactory.



relaxed attitudes about the U.S. balance of payments has been the
failure of the international monetary system to disintegrate despite
the persistence of U.S. deficits. The system seemed to tolerate, and
perhaps even in part generate, continued U.S. deficits.

A reflection of this growing uncertainty about the significance of
U.S. balance-of-payments deficits is the multiplication of measures
of our net external position. The latest Report of the Council of
Economic Advisers cites four different measures of the balance of pay-
ments: the liquidity balance, the official settlements balance, the
current-account balance and the basic balance. In its emphasis on a
variety of measures, the Council subscribes to the opinion expressed a
year ago by this Committee when we asserted that "no single statistic
can faithfully summarize the United States balance of payments."

The liquidity balance has been justified as a measure of the ability
of the United States to pay off claims held by foreigners with our
reserves. But such claims now total more than twice the size of the
U.S. reserve stock, and the liquidity balance has lost its practical sig-
nificance. The official settlements balance ostensibily measures the ex-
tent of the intervention by monetary authorities in exchange markets
needed to maintain stable exchange rates, but this measure can be sub-
stantially distorted by the transactions of official institutions in the
Euro-dollar market. The current-account balance is a rough indicator
of U.S. ability to compete with other countries and to earn income
from sales of goods and services and from investments overseas. The
basic balance is equivalent to the current account plus net long-term
capital flows. By excluding short-term monetary transactions across
national boundaries, the basic balance attempts to measure structural

atterns in the balance of payments that can be expected to endure
rom year to year. Attention to alternative measures of the external

position of the United States is in line with previous suggestions of
this Committee. Hopefully the Commerce Department, in its presenta-
tion of balance-of-payments data, will follow the example set by the
Council in its latest report.

The external and internal economic policy goals of the
United States should be regarded as being synonymous-
the maintenance of full employment and price stability.
If these goals can be achieved, the balance-of-payments
position of the United States will be strengthened; but
if we fail to realize these joint objectives, a progressive
deterioration in our external position will compound do-
mestic problems.,

Severe unemployment or rapid inflation would have far more dam-
aging effects on the external economic position of the United States
than could be offset by ad hoc correctives. High unemployment and
associated domestic economic stagnation initially reduce the rate of
growth of imports purchased by this country. But subsequently the
effects of slack demand in the United States would spread to other

3 Representative Blackburn and Senator Percy concur in the importance of the
maintenance of full employment and price stability as contributing to both
external and internal goals. However, their view is that there may be need for
special efforts, programs and policies designed to shore up and strengthen the
balance of payments, and such efforts, where practicable, should be pursued. They
would accordingly replace the word "synonymous" with the word "compatible"
in this recommendation.



nations, and their purchases from us would decline. in addition, if this
country is not growing in line with its potential, our domestic markets
will hardly constitute a healthy environment for the development of
new export products or for investment from abroad. On the other
hand, if inflation fails to moderate, our competitive position in foreign
markets will tend to erode.

Emphasis on the domestic maintenance of full employ-
ment and price stability does not imply that we should
ignore the position of the U.S. balance of payments or
force other countries to accept willy nilly the external
consequences of our domestic policy actions. Instead ad-
herence to these joint objectives means that a reasonable
rate of growth and stable prices are the greatest contribu-
tion that American economic policymakers can make to
the rest of the world as well as to our own citizens. We
must listen attentively to the criticism of other countries
regarding our policies and should be willing to alter-for
external reasons-the mix of fiscal and monetary policies
when such adjustments can be made without appreciable
domestic sacrifices.

InternationaZ Adjustment Mechanisms

When confronted by repeated annual balance-of-payments sur-
pluses that are largely the counterpart of U.S. deficits, other coun-
tries can choose from several options if they desire to curtail their
surpluses. They can relax import restrictions, expand their domestic
economies at more rapid rates, encourage capital outflows and increase
foreign aid, or raise the dollar value of their own currencies.

The post-war evolution of the international monetary system has
made the dollar the hub of that system. If the dollar were removed,
the system would have to be restructured. Because of the central role
of the dollar the United States cannot choose unilaterally to alter
the exchange rate between the dollar and any other currency.

If the United States chose to bring about a uniform shift in ex-
change rates by raising the price of gold, much of this change would
undoubtedly be counteracd by gold devaluations of other currencies.
In addition to the undesirable effects of a rise in the price of gold--a
global inflationary thrust, special gains for South Africa, the Soviet
Union, and hoarders, and the abandonment of an hoe of multi-
lateral control over the supply of international liquidity-such a
move would be a highly inefficient method of trying to curtail existing
payments imbalances. Relatively few countries are experiencing ob-
jectionable surpluses as a counterpart of U.S. deficits, and not all of
these nations would choose to curtail their surpluses by the same per-
centage exchange rate movement. Some might also desire a degree of
expansion or import liberalization. By far the most efficient and
flexible method of curtailing U.S. deficits and the corresponding sur-
pluses of other countries is to allow foreign policymakers to choose
their own desired combination of dollar accumulation, exchange rate
adjustment, and other techniques for reducing net external receipts.

To the extent that other countries desire to reduce their
payments surpluses but prefer not to expand domesti-
cally, liberalize imports and capital exports, or increase



foreign aid, they should raise the dollar value of their
currencies. Exchange rates should be adjusted promptly
to eliminate the excessive balance-of-payments surpluses
and deficits that exist today and to prevent the emergence
of persistent surpluses and deficits in the future.4

The responsibility of the United States under this type of multi-
lateral distribution of adjustment burdens is to provide a stable base
for the system so that the adjustment efforts of other countries are
not frustrated. This country does not act as a stable center for the
international monetary system if it is subject to periodic sharp fluctu-
ations in the level of economic activity, in interest rates, or in the rate
of inflation. On the other hand, given a future improvement in Ameri-
can economic performance, as measured by these indicators, other
countries must play an appropriate role in avoiding persistent, exces-
sive payments imbalances.

In most instances, the chief technique in avoiding excessive pay-
ments surpluses and deficits will probably be exchange rate adjust-
ments. Rate changes Ahould generally be more frequent and smaller
than they have been in the past. The International Monetary Fund,
through its studies of alternative methods of introducing somewhat
greater flexibility in exchange rates and through continuing discus-
sion among its executive directors of various methods for eliminating
payments disequilibria, is making a continuing contribution to the
solution of these problems. Further efforts on the part of the Fund
in this direction may hopefully be expected to yield additional bene-
fits in the future.

Military Expenditures-Military expenditures overseas constitute
the single largest adverse contribution that the Government makes to
our continuing balance-of-payments deficits. Such expenditures totaled
$4.8 billion annually in both 1969 and 1970. In an attempt to counter-
act in part the adverse balance-of-payments impact of military
expenditures abroad, successive administrations have encouraged
other governments to purchase military hardware from the United
States rather than some other country. These sales remained in 1970
at the previous year's level of $1.5 billion.5 Needless to say, care must
be taken in our military sales programs that we do not encourage more
purchases by foreign governments than are necessary for their security.
In addition, sales and grants to developing countries have fueled

' Representative Blackburn and Senator Percy believe that the second sentence
in the recommendation is too sweeping and not likely to have practical effect.
Changes in exchange rates in major countries are very serious decisions, econom-
ically and politically, both for the countries concerned and for other countries.
Limited exchange rate flexibility may prove a useful technique if it is generally
accepted, but would be aimed primarily at dealing with large-scale movements of
hot money. Moreover, to avoid misunderstanding, this conclusion should frankly
recognize U.S. responsibilities. Accordingly, they would subscribe to a recom-
mendation revised as follows:

Given appropriate U.S. policies and performance, other countries, to
the extent that they desire to reduce their payments surpluses but prefer
not to expand domestically, liberalize imports and capital exports, or
increase foreign aid, do have the option of adjusting the exchange rates
of their currencies.

'The foreign military sales figures for 1965 through 1968 are $830 million,
$829 million, $1,240 million, and $1,395 million respectively. The corresponding
figures for military expenditures abroad are $2,952 million (1965), $3,764 million
(1966), $4,378 million (1967), and $4,535 million (1968).



regional arms races in areas of the world, particularly the Indian
subcontinent, where such expenditures ought to be minimized in
favor of pressing social needs, such as education, health, rural de-
velopment, and the elimination of urban squalor.

As a major adverse element in our balance of payments,
U.S. military expenditures abroad should be reduced.

The United States can reduce its military expenditures by with-
drawing troops stationed abroad by consolidating headquarters, and
by curtailing military aid. The Subcommittee on Economy in Govern-ment has initiated an investigation of waste in military assistance to
other countries. A report stemming from this investigation will pre-
sent specific recommendations on how the foreign military expendi-
tures of the United States can be reduced and on the desired magnitude
of such reductions.

Short-Term Capital Flows.In the second half of 1968, the Fed-
eral Reserve began to pursue a more restrictive monetary policy, and
short-term interest rates increased until they were generally above
the maximum that, according to Regulation Q, U.S. commercial banks
are permitted to pay to their depositors. Pressed for liquidity the banks
attempted to attract funds from the commercial paper market through
their subsidiaries and holding company affiliates. In addition, com-
mercial banks sought funds in Europe through their foreign
branches; at the time, liabilities to foreign branches were free from
constraints. Under the direction of head offices in the United States,
the branches abroad bid aggressively for funds and in fact attracteda substantial volume of liquid assets from the United States. These
funds were then redeposited with head offices in this country. The
liabilities of U.S. banks to their foreign branches doubled from about
$7 billion at the end of 1968 to over $14.6 billion in August of thefollowing year.

In September of 1969, the Federal Reserve introduced a reserve re-
quirement on liabilities of U.S. commercial banks to foreigners. Theincrease in the cost of borrowing in Europe that resulted from this
reserve requirement, and the rapid decline in domestic short-term i-
terest rates during 1970 induced U.S. banks to diminish their liabilities
to foreigners and return to the U.S. market as a source of short-term
capital. While the net inflow of short-term funds during 1969 was in
excess of $5 billion, an even larger outflow most likely occurred in1970. Lately, the Federal Reserve has for balance-of-payments reasons
attempted to induce banks to stop running down their short-term lia-
bilities to foreigners, but this attempt has as yet met with only limited

success.Since 1968, the exercise of monetary policy in the United
States has produced large fluctuations in the U.S. balance
of payments and has had an undesirably large impact on
money market conditions in foreign countries. The inde-
pendent Federal Reserve Board and the Treasury should,when it is possible to do so without significant domestic
cost, alter the mix of monetary and fiscal policy to avoid
disruptive international capital flows. In another periodof future monetary stringency, the Federal Reserve
should increase reserve requirements on liabilities to for.
eigners before a major build-up has occurred.



At this time, however, it would not be desirable-even for inter-
national reasons-to curtail the easing of monetary conditions that is
desirable to stimulate a recovery of domestic real growth.

The Supply of International Liquidity

The reaction of some European officials to the extraordinary U.S.
official settlements deficit in 1970 has been to suggest that if the U.S.
deficit is still large when the present agreement to distribute SDRs
expires in 1972, no additional special drawing rights should be
created, or any distribution should constitute only a token amount.
Given the long-run international monetary objectives of the special
drawing rights amendment, this reaction on the part of Europeans
seems peculiar.

In the absence of an assured supply of gold available in appropriate
amounts for international monetary purposes, the special drawing
rights mechanism was created to guarantee an adequate supply of in-
ternational liquidity. Under the amendment, actual distributi on of a
specified quantity of SDRs requires the approval of members holding
85 percent of the votes in the IMF. The SDR amendment to the IMF
Articles of Agreement constituted a step towards multilateral super-
vision of the supply of international reserves. The March 1968 two-
tier gold price arrangement and the pledge of the United States to
reduce its deficits in the event of activation of the SDR agree-
ment were also moves in the same direction. The question that the
unprecedented 1970 U.S. official settlements deficit now poses is
whether an appropriate reaction to the failure of this country to fulfill
its commitment '-if events during 1971 indeed demonstrate that this
pledge is not being fulfilled-is to substantially reduce or halt dis-
tribution of special drawing rights.

Before adoption and implementation of the special drawing rights
facility, the annual increase in the global stock of reserves available
to all countries was determined by the quantity of newly produced
gold that did not disappear into private hoards and by fluctuations
in the U.S. balance of payments. If hoarding demand was minimal, a
large proportion of newly produced gold became incorporated into
the monetary stocks of various central banks. Similarly, the size of
the U.S. official settlements deficit indicated the amount of U.S. re-
serve losses to the monetary authorities of other countries and the
extent to which foreign official institutions had accumulated additional
dollars. Unfortunately, during the first year of operation of the special
drawing rights mechanism, the U.S. balance of payments has con-
tinued to be the dominant, factor in determining reserve growth.

Some economists currently argue that the world is now effectively
on a dollar standard and that, even more so than in the past, the United
States can determine the growth of world reserves through the size
of its official settlements deficits. These analysts maintain that other
countries have no alternative but to accept accept dollars, since any
demand by a large creditor for conversion of dollar balances into gold

oRepresentative Blackburn, though recognizing that the deficit in the United
States balance of payments in 1970 was large and unwelcome, points out that a
very substantial part of this deficit was due to short-term capital flows related
to different levels of interest rates here and in Europe that in turn were appro-
priate to the domestic economic situations in both areas. Any "pledge" or "com-
mitment" needs to be interpreted against that background.

58-676 0-71- 2



or other assets would precipitate an international monetary crisis so
severe as to destroy the current system. This is an outcome no one
desires.

But a U.S.-run dollar standard is not a tenable long-term arrange-
ment for the international monetary system. Resentment on the part
of other industrialized nations will grow until, if the U.S. fails to
moderate its stance, gold or one or more other currencies will assume
the present role of the dollar. If such a transfer of functions occurred
in a disruptive way, the consequence might be the formation of a
number of currency blocs and a severe drop in international trade and
investment. Instead, the United States should initiate a series of Tell-
considered gradual steps towards effectively multilateralizing the
creation of international liquidity. We should perhaps cooperate in
developing a guideline imposing gradually increasing discipline
on the financing of U.S. payments deficits. Under such a guideline, the
proportion of annual deficits financed by dollar accumulation abroad
would decline and the proportion financed by U.S. losses of gold,
SDR's, or exchange reserves would increase over time. Since the
United States is under any circumstances unlikely to be able to retain
over the long-run its position of predominance in effectively determin-
ing the global supply of reserves, little would be lost by voluntary self-
discipline of this type. Moreover, important gains could be derived
from an orderly transition that avoids the danger of international
monetary disruption.

Three ingredients are essential to progress toward effective multi-
lateral control over the supply of reserves. First, the United States
must achieve reasonable price stability and full employment domes-
tically and reduce government spending abroad. Second, other coun-
tries must initiate policies to curtail undesired surpluses with the
United States. The need for such policies-whether currency revalua-
tions, import liberalization, faster rates of growth, or some other
choice-has been explained above. The last essential ingredient is an
assured alternative supply of acceptable reserve assets created by inter-
national agreement.

To halt or virtually eliminate the supply of special drawing rights
would effectively render the SDR mechanism defunct and leave no
alternative but to accept a dollar standard in the immediate future.
In that event, an international monetary crisis affecting the dollar
would almost certainly be severe. By contrast, continuing the supply
of SDRs in more-than -nominal amounts would have several impor-
tant advantages. First. other countries will be less hesitant to revalue
if they hold ample reserve stocks. Second, the transfer of effective
authority to create reserves could be made in an environment of
expanding world trade, and would therefore be easier to effect than
if fears of reserve inadequacy were tending to make all countries
cautious. Third, if a crisis should occur, an international mechanism
for the creation of reserve assets would be in place and fragmentation
of the system into currency blocs would be less likely.

In considering the appropriate size of distributions of spe-
cial drawing rights (SDRs) in 1973 and thereafter, the
members of the International Monetary Fund (IMF)
should resolve to continue distributing these assets in



more-than-nominal amounts. Moreover, the money-creat-
ing powers of the IMF should be used to foster increased
financial assistance to developing countriesY

Continued utilization of the SDR facility and uninterrupted dis-
tribution of special drawing rights is essential to multilateral control
over the supply of international liquidity. In addition, the power of
the International Monetary Fund to create reserves should also be
used to foster internationally desirable objectives, just as the money-
creating authority of central banks in many countries is used in part
to foster socially desirable programs. The total quantity of SDRs
distributed should be governed by the needs of trading nations for
reserves. The report of the Subcommittee on International Exchange
and Payments published in August 1969 pointed out, however, that
additional benefits can be realized by allocating a specific quantity of
SDRs to the International Development Association, instead of to
industrial countries. Alternatively, wealthy nations might be permit-
ted to increase their proportionate share in a given distribution of
special drawing rights by voluntarily pledging hard currency con-
tributions to IDA.

Gold

In 1970, the International Monetary Fund purchased $640 million
worth of gold from South Africa. This annual volume of purchases
was about twice what had been expected when the executive directors
of the Fund sanctioned renewed purchases from South Africa in De-
cember 1969. While the price of gold on the free market was generally
weak early in 1970, it strengthened and maintained a $3 or $4 premium
above the official value throughout the latter part of the year.
The danger exists that this agreement may effectively work to increase
the free market price of gold, particularly since it permits certain
purchases from South Africa regardless of the current market price.
The functioning of the agreement must be closely observed to insure
that the IMF does not in fact assume a responsibility for subsidizing
gold production in South Africa or anywhere else in the world. The
agreement is subject to review upon request in the event of "a major
change in circumstances." An amendment to the agreement could be
drafted that would prohibit the fund from purchasing gold from
South America when the free market price is above some specified
maximum. 9

The December 1969 gold agreement with South Africa
must remain under constant review to insure that it does
not effectively work to push the private market price of
gold steadily upwards.

Representative Blackburn and Senator Percy would not subscribe to tie last
sentence of the recommendation and the corresponding passage in the text. While
potentially in the future such ideas might be examined on their merits, their
consideration in connection with the 1972 decision on the second round of SDR
creation would add difficulty to a critical phase in the development of the SDR
facility.

o See the supplementary views of Senator Humphrey for his recommendations
on increasing development assistance.

'Representative Blackburn, while agreeing that the function of the agreement
needs to be closely observed, believes that it would be impracticable and un-
necessary to attempt to modify the present arrangements with South Africa
at this time. He points out that while the IMF purchased $640 million of gold
from South Africa, this annual volume of purchases was far higher than may
be expected on a continuing basis.
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1971 JOINT ECONOMIC REPORT

I. INTRODUCTION

In its Report of last year, this Committee expressed concern that
economic performance during 1970 would fall short of the Adminis-
tration's modest expectations. We warned of the prospect of higher
unemployment, a stagnant economy, an increasing shortage of hous-
ing and public facilities, and an inflation that would continue with-
out substantial abatement.

Events during 1970 have justified these fears. The performance of
our economy has been very disappointing. As 1970 ended and 1971
began, unemployment was at the unacceptable level of 6 percent.
Prices, which rose at an average rate of 51/2 percent in 1970.
showed no clear evidence of any slowing in the rate of increase. The
economy is suffering from a grim and unprecedented combination of
unemployment and inflation.

During the year gross national product fell by 0.4 percent in real
terms. The Industrial Production Index dropped from 108.2 in De-
cember 1969 to 104.0 in December 1970 and remained at only
104.2 in February 1971, despite the large expansion of automobile
production following the settlement of the General Motors' strike. In
the fourth quarter of 1970, our economy was operating at a rate almost
$70 billion less than its potential, and there seems to be little prospect
that this gap will be significantly narrowed in 1971. Chart 1 (p. 19)
illustrates this widening gap between actual and potential output.

One of the most tragic aspects of this economic stagnation is the
loss of vitally needed income and production. Not only are individual
citizens suffering from lower incomes, lack of job opportunities, and
more wide-spread poverty, but our cities are urgently in need of reve-
nues, and some face bankruptcy. Most States face a desperate need
for revenues. Part of this lost income and production could serve to
meet urgent needs of our States and communities and help them not
only to meet operating costs but to provide badly needed public facili-
ties, particularly urban mass transit, schools, health facilities, and
sewer systems.

One apparently encouraging factor is the pick-up in housing starts
from the extremely low level that prevailed at the beginning of
1970. On the basis of current evidence, however, we have no assur-
ance that we shall see in 1971 activity in the housing area significantly
different from what we were experiencing at the start of the year.
As a Nation, we are far below our housing goals, and a much better
showing is needed if they are to be attained or even approximated.
Hopefully, adoption of legislation during 1970 to provide additional
needed funds for housing will bring about substantial improvement.

(17)
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Some reduction in the excessive mortgage rates of 1970 has recently
taken place. Current rates for FHAloans average 8.4 percent as com-
pared with a high of 9.3 percent last March. Unfortunately, the
prospect of heavy Federal borrowing to finance budgetary deficits
plus a large backlog of State and local financing needs will increase the
difficulty of achieving substantial further declines in mortgage rates.

The spending patterns of the Federal Government also leave much
to be desired in terms of our human needs. Of projected expenditures
of $229 billion for Fiscal Year 1972, $77.5 billion will go to national
defense; $21 billion to agriculture, natural resources, and commerce
and transportation; and almost $20 billion to interest on the public
debt. Sixty billion dollars are proposed for expenditure on social
security and welfare, most of which amount is derived from specially
earmarked payroll taxes. Compared with these figures, $13 billion
will be available for community development, housing, education, and
manpower.

This pattern of expenditure must be considered in conjunction with
the vast unmet needs for education, housing, community facilities,
urban mass transportation, and the other services required to re-estab-
lish our cities as civilization centers. In the past 25 years, our society
has become much more complex, and the requirements for public in-
vestment have risen greatly. We have not kept pace with these require-
ments so that important parts of our public sector are now under-
financed. At the same time, there is compelling evidence that we have
overinvested in other programs, e.g., military hardware, highways, and
other public works. Unless the deficiencies and imbalances are cor-
rected, they will become a burden on our growth, progress, and even
our stability as a Nation.

This year for the first time, the Budget and the Economic Report
make explicit use of the full employment budget as a concept for eco-
nomic policymaking. This is a step long urged by this Committee, and
we commend the President for adopting it. Only by looking at revenues
and expenditures as they would be at full employment is it possible
to accurately evaluate the impact of the Federal budget on economic
activity.

At a time like the present when the economy's resources are under-
employed and the economy is operating substantially below capacity,
an actual deficit in the budget can serve to provide an appropriate
element in an economic recovery program. Consequently, we agree that
recognition that a'deficit is both unavoidable and appropriate is a step
forward. Another helpful measure adopted by the Administration is
the projection of budget expenditures through 1976. This Committee
has repeatedly pointed out the futility of trying to evaluate programs
without reference to their long-term effects. At the same time, we find
serious inadequacies in these projections because the sector projections
appear to be based on the unrealistic assumption that the Federal
share of output will decline from 11 to 7 percent by 1975. In addition,
the functional projections are so broad as to be misleading; for ex-
ample, the "basic necessities" category includes tobacco and jewelry.
These weaknesses must be improved by incorporation of more detail
and realism if the Congress is to use these projections for decision-
making.



Chart I ACTUAL AND POTENTIAL GROSS NATIONAL PRODUCT

GNP in 1970 dollars, annual rate
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'Trend line of 3.5 percent per year (intersecting actual line in
middle ef 1955) froe t quarter 1952 te 4th quarter 1962. 3.75
percent fro 4th quarter 1962 et 4th quarter 1965, 4 percent fre
4tn quarter 1965 to 4th quarter 1969 and 4.3 percent front 4th

quarter 1969 to 4th quarter 1970.

Source: Joint Econo ic oittee, based on data prepared by thhe
Council of Econic Advisers and the US. Deparreent of Coserte.

The Administration's domestic program includes proposals which
would help deal with our serious economic problems. The proposed in-
crease in aid to State and local governments is an effort to meet an
urgent need. The Committee is convinced of the priority warranted
by such needs. During extensive hearings early this year, we have
heard from a number of mayors, governors, and other public leaders
as to the extent and depth of the problems faced by our communities
and their need for help. Our own inquiry leads us to propose alterna-
tives to the Administration's program, but there is no question of the
need.



The Administration is also making an historic effort to deal with
welfare needs. It is generally aged that our present welfare program
is unfair, unbalanced, and inadequate. As indicated subsequently in
this Report, this Committee recommends the adoption of a comprehen-
sive Federal public assistance program, thus relieving States and com-
munities of the crushing burden of the present welfare system.

The Administration budget allocates an additional $4 billion for
general aid to State and local governments and $500 million for
income maintenance. We applaud this recognition of social needs. At
the same time, we are impressed with the need for substantially greater
money allocation to some of these needs, as well as to manpower train-
ing, health, education, housing, and economic conversion.

The Administration is to be commended for the foregoing measures,
all of which are positive and realistically directed toward serving the
needs of our economy. Unfortunately, there are also serious deficiencies
in the Administration's economic programs which cannot be ignored.

There is still no clear-cut program to limit price and wage increases
in spite of the devastating effect that they are having on our economic
stability. Much of the Administration's activity in this area during
the past year has contributed to the public confusion. After eschewing
any direct involvement in the operation of the market place, Admin-
istration spokesmen nevertheless resort to "jawboning" in specific
cases. And, after rejecting categorically any resort to the stand-by
price-wage controls enacted by the Congress one year ago, the Admin-
istration has now indicated a passive acceptance of such authority.

Moreover, the forecast of a $1065 billion gross national product for
calendar 1971 is not the most likely prospect. In the absence of further
measures to stimulate the economy, recovery is likely to fall short of
this target; revenues would then drop below the Administration's ex-pectations, and the budget deficit would be much larger than the $11.6
billion projected for fiscal 1972. Considering the likelihood of failure
to attain the Administration's GNP target, programs to strengthen the
economy should be available. As explained later, these programs could
include both tax reductions and additional expenditures, especially
expenditures which act directly to provide jobs.

The Committee is of the opinion that the President's action to in-
crease business depreciation allowances will not provide an effective
stimulus to the economy. A good part of it will provide windfall gains
without commensurate benefits to the economy. There are many other
available measures that should have oeen given priority over this
hasty step, such as moving up to the present the currently scheduled
future relief for taxpayers.1

Among the specific measures which we support are the following:
1. Immediate adoption of a temporary public service employ-

ment program, followed by legislation to establish a revised and
expanded manpower training program and a longer term pub-
lic employment program to meet the continuing needs of the public
sector.

uhairnan Proxmire and Senators Sparkman and Bentsen note: "We approve
"f the Administration's proposal to increase depreciation allowances and we
think such a step is essential in view of the great importance of encouraging
business investment in plant and equipment as a means of increasing efficiency
and productivity, thus making it possible to pay higher wages without inflation.
Moreover, we favor restoration of the investment tax credit."
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Through immediate action on public service employment, our
communities will be enabled to provide urgently needed services
that they cannot now afford. We deplore the President's action in
vetoing the manpower and public employment bill passed by the
last Congress and urge the addition of at least $2 billion to pro-
jected 1972 budget outlays for this crucial purpose.

2. Because of the strong possibility that proposed policies
will not produce the vigorous recovery rojected by the Adminis-
tration, both the Administration and the Congress should stand
ready to enact an appropriate combination of expenditure pro-
grams and tax reductions to further strengthen the economy.

3. We applaud the enactment of the Social Security measures
which increase benefits by 10 percent and postpone the increase in
the taxable wage base until 1972. These actions will not only pro-
vide aid to those who vitally need it, but they can provide a needed
stimulus to the economy and help re-attain full employment.

4. Monetary policy should support the further decline of long
term interest rates and should ensure an adequate flow of credit for
housing, community development, and small business.

5. A price and incomes program should be adopted by the Ad-
ministration along the lines proposed by this Committee in Chap-
ter III. We believe strongly that the Administration's virtual
"hands off" policy in this matter has aggravated the problems
of inflation.

These and other measures are more fully discussed in the subsequent
chapters of this Report.



IL RESTORING FULL EMPLOYMENT

During 1970, unemployment rose from 3.9 percent of the civilian
labor force in January to 6.2 percent in December. At the present time,
approximately 5 million persons are unemployed, an increase of almost
two million since the beginning of 1970. Total civilian employment
today is below a year ago, so that the economy is not only failing to
provide jobs for our growing population but it has also failed to
keep the labor force of a year ago fully employed. As we explain
below a most significant fact is that, up to the present time, there
is no basic indication that unemployment will be reduced as a result
of Administration policies in 1971.

Unfortunately the deterioration in labor market conditions has not
been accompanied by any clearly measurable progress against infla-
tion. Several major price indices were rising at least as rapidly at
the end of 1970 as at the beginning. (See Chart 2 on p. 23.) Further
sharp increases in wholesale prices in early 1971 indicate that inflation
continues to be a most serious problem.

The widespread ramifications of the General Motors' strike, which
lasted from mid-September until late November, make it unusually
difficult to interpret the economic developments of late 1970 and early
1971, but the evidence available as of mid-March indicates that labor
markets remain weak and the economy remains sluggish. The Ad-
ministration stresses that there has been a recovery in output since
last spring. This is a very dubious proposition, resting largely on an
estimate of the special impact of the GM strike in the fourth quarter
of 1970. Output may be on a rising trend, but if so, the increase is
falling well short of the level needed to achieve a gross national prod-
uct of $1065 billion for 1971. Prompt and well-coordinated policy
actions are required if a healthy rate of economic recovery is to be re-
stored in 1971.

1. THE EcoNomIc OUTLOOK

The Administration projects a combination of private economic
forces and public policies which would bring about a rise in gross
national product, in current dollars, to $1065 billion-a rise of about
9 percent over the $976.5 billion of 1970. They expect a rise of almost
5 percent in real output and a rise in prices of over 4 percent. They
believe that this rate of expansion would be consistent with reducing
the unemployment rate to about 41/ percent and the inflation rate
to a 3 percent range by mid-1972. Even this forecast, which we con-
sider highly optimistic, implies average unemployment during 1971
of over 5 percent.

(22)
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CHART 2

Consumer and Wholesale Price Indexes
1965-70
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The basis for the Administration projection is decidedly confusing.
In the Economic Report and in testimony before this Committee, the
Council of Economic Advisers appears first to say that the $1065 billion
GNP is a desirable target which must be attained if we are to reach our
unemployment and price goals within the next 18 months. On the other
hand the also say this is a probable outcome-in a word, a fore-
cast. At the hearings and in the Economic Report no detail was pro-
vided as to how they arrive at this number. SUbsequently some detail
behind the projections was supplied by the Council. They expect a



rise in business fixed investment of about 3.3 percent; in residential
construction of about 38 percent, in State and local purchases of 11.7
percent; in personal consumption expenditures of about 9 percent;
and a decline of 1.7 percent in Federal purchases. At the same time,
they re-emphasize that the $1065 billion GNP for 1971 is a target for
the economy which "* * * is consistent with national requirements
and the requirements of the Employment Act." It was further stated
that the composition of output summarized above was not the only
composition that would yield the required GNP, and that they had
more confidence in the total than in the components of the forecast.

The Director of the Office of Management and Budget supported
the Council's projections, and like the Council, gave major weight to
changes in monetary conditions in his explanation for arriving at the
high figure, some $15 to $20 billion above the forecasts of most private
economists. Indeed, we received the impression listening to the Ad-
ministration's explanations that after having arrived first at a target
they would like the nation to reach in 1971, they then built an expa
nation of why that was where the economy is going to end up, rather
than constructing a program calculated to get us there. To make it
sound like a probable forecast, they have produced what appears to
be all too familiar to professional economists, namely, that magical
"little black box." Our confidence that the Administration's projec-
tions have a genuine probability of realization is not increased by this
resort to statistical mechanics.

Testimony of Private Witnesses

Most witnesses appearing before the Committee are expecting-
given present policies-a rise of GNP to the neighborhood of $1050
billion for 1971. An increase in real output of about 3 percent is
expected. The expected price rise as measured by the change in the
GNP deflator is about 4 to 41/2 percent. The unemployment rate is
expected to remain at 51/2 percent to 6 percent throughout the year.

Witnesses expected an advance in consumer spending, but not as
great as that projected by the Administration. Dollar spending for
residential construction is projected to show a strong advance, per-
haps as much as 25 percent to 35 percent. State and local govrn-
ment budgets are expected to increase $12 to $13 billion over their
1970 levels. Federal outlays for goods and services are expected to
change very little. The total dollar value of business purchases of
new plant and equipment is expected to be slightly higher in 1971
than in 1970. In real terms such spending is expected to fall moder-
ately below 1970. The Unsatisfactory Prospect

It seems clear that the economy will show some sign of revival with
increased output and a substantial rise in the gross national product
in current dollars in early 1971. We think policy should be based on a
strong probability that the expansion will come closer to a $1050
billion GNP this'year than to the Administration's projected $1065
billion under their policy mix. Even if the Administration goal were
reached in current dollars so that GNP turned out to be $1065 billion,



the likelihood is that more than half of this would be due to inflation
and less than half to a rise in real output. Even if we were to con-
tinue to follow the policy adopted by this Administration, we believe
that fiscal and monetary policy must be supplemented by other govern-
ment actions and that priorities must be rearranged within the fiscal
targets.

This Committee views with alarm the current combination of high
unemployment and continuing rapid inflation. We cannot be sates-
fled with any policy combination which does not promote an attain-
ment of full employment with reasonable price stability at the ear-
liest practicable date and maintenance of that condition once attained.
We cannot hope that this objective will be achieved under the Ad-
ministration's proposals. The goals established by the Administration
for mid-1972, unsatisfactory as they are, cannot in our view be reached
under the Administration's present program.

2. FISCAL POLICY

The Administration's fiscal policies are marked by the adoption of
full employment budget estimates as a basis for fiscal planning. It
is estimated that proposed expenditures in the fiscal 1972 Budget
would he approximately equal to the revenues which would be gener-
ated by a full employment economy. As indicated earlier, we com-
mend them for this positive step and regard it as most helpful in
economic policy making.

On a unified budget basis, the Administration estimates full em-
ployment revenues of $229.3 billion in fiscal 1972 and full employ-
ment expenditures of $229.2 billion, producing a very slight full em-
ployment surplus of $100 million. The full employment surplus is
little different from the $1.4 billion estimated for the current fiscal
year.

Because total output is projected to average about $50 billion
below potential output, the actual budget is expected to show a deficit
of $11.6 billion in fiscal 1972, compared with $18.6 billion estimated
for the current fiscal year, and $2.8 billion in fiscal 1970.

Many of the witnesses before the Committee in its recent hearings
proposed that the full employment budget surplus be eliminated, and
that an appreciable deficit be incurred. Such a shift in the budget policy
would produce a considerable increase in the stimulus provided to the
economy by fiscal policy. It would accelerate the rise in economic
activity, particularly in output and employment; and it would help
to bring the economy to full employment quicker than would be true
under the present budget. The risk involved in such a step would be a
continuation or aggravation of the strong inflationary pressures that
now exist. Our witnesses stressed the importance of a vigorous price
and incomes policy together with structural reforms to counter such
inflationary pressures.

As indicated in the section on Outlook, there is an appreciable likeli-
hood that GNP will fall short of the $1065 billion level projected by
the Administration. The recent decision to defer an increase in the



Social Security tax base until 1972 removes one potential drag on
the economy, but many observers feel that further steps to strengthen
the economy are required.

Because of the strong possibility that proposed policies
will not produce the vigorous growth projected by the
Administration, both the Administration and the Con-
gress should stand ready to enact an appropriate com-
bination of expenditure programs and/or tax reductions
to further strengthen the economy. As we discuss in
Chapter III, a public service employment program is
needed now. If further measures become necessary, some
or all of the personal income tax reductions presently
scheduled for 1972 and 1973 could be made effective imme-
diately and/or public service employment and other vital
social programs could be expanded.

The aggregate tax reduction which would be made possible in
1971 by moving forward already scheduled income tax changes would
amount to $4.5 billion. The Committee is impressed that, like the recent
deferral of the Social Security tax base increase, this change in tim-
ing would entail no permanent loss of Federal revenues.

Elsewhere in this report we recommend a reordering of spendingpriorities, including substantial reduction in military expenditures.
savings made possible in this way can become immediately available

to the critical sectors of our civilian society such as urban services,
housing and mass transit. In this connection, we are recommending
that a public employment program be established immediately along
with a greatly improved manpower training program. This measure,
discussed in more detail in the section on manpower, would remove
the tragic burden of unemployment from many American families;
further, it would provide badly needed services in our communities
throughout the country-services which they cannot now afford;
thirdly, by upgrading available skills such a program would increase
the efficiency of the economy.

Budget Reform

The President in his Budget Message calls attention to the fact
that reform of the budget process is long overdue. It is now about fifty
years since the present budget system was adopted, even longer since
the present procedures for legislative review were adopted in the Con-
gress. The President calls attention to the fact that the enactment of
appropriation measures is often delayed as much as six months or
more after the start of the fiscal year to which they are supposed to
refer; that there is an excessive amount of detail in the appropriations
bills; and that these characteristics interfere with the abihty of agency
heads to manage their agencies responsibly and economically. He calls
attention to the need for closer cooperation between the Executive and
Legislative branches to make the budget an instrument of efficient and
effective Federal policy.

This Committee on previous occasions has called attention to the
need for Congressional consideration of the budget in its entirety,
particularly from the point of view of its effect on the economy. This
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is not done sufficiently at the present time with the result that the
Congress cannot adequately address itself to the formulation of fiscal
policy. For that reason, the Congress in the opinion of this Committee,
should adopt procedures for assuring a review of aggregate expendi-
tures and receipts annually. Furthermore, it should limit total expend-
itures to a level consistent with the desired full employment deficit
or surplus.

While the President's general interest is welcomed, the Committee
believes that budget reform must begin by specific improvements in
the present budget process:

1. The budget document should contain projections for at
least five years ahead and the projections for the current
and upcoming year should show details by less than
full fiscal years, preferably by quarters, so that judg-
ments can be made concerning the timing and stability
of government programs and their effects on the
economy.
2. The budget should contain detailed economic analysis
of its effects on the economy as to both expenditures and
taxes. It is particularly important that the budget show
anticipated effects on output, employment, prices, and the
distribution of income.
3. We reiterate our past recommendations for increased
capacity in both the Executive and Legislative branches
of the Government to make detailed cost-benefit analyses
of individual programs to assist in making selections
among alternative ways of accomplishing objectives.
4. Congress should adopt procedures for annual review of
aggregate expenditures and receipts and for setting an
appropriate expenditure ceiling in light of the needs of
of the economy.

3. MONETARY POLICY AND FINANCIAL DEVELOPMENTS

Developments in financial markets in 1970 and prospects for 1971
can be understood only against the background of preceding events.
Monetary policy was extremely tight in the second half of 1969. From
July to December of that year there was virtually no expansion of
the money supply, following a 5 percent annual rate of increase in
the preceding six months and an average rate of growth of 7.2 per-
cent in the preceding two years. Indeed it should be noted that the
money supply more broadly defined to include time deposits, as well
as demand deposits and currency, actually declined at a rate of 1
percent over the 14 months from December 1968 to February 1970.

Costs of borrowing-both for long-term and short-term funds-had
reached all-time highs in early 1970. Yields on 3-month Treasury
bills reached 8 percent; long-term Treasury taxable issues 7 percent;
high grade corporate bonds 8 percent; tax-exempt, top-rated munici-
pal bonds 7 percent; and yields on FHA new home mortgages 9.3
percent.



To reduce the possibility of a financial crisis, the monetary authori-
ties began early in 1970 to ease the excessively restrictive monetary
policy of the preceding year. From February to July 1970, the money
stock grew at an annual rate of 7.3 percent. In part, this rapid ex-
pansion was dictated by threatened bankruptcy of several large firms,
which might have precipitated a widening panic. As the situation
developed, the trend to reduce costs of borrowing was interrupted
in the spring of 1970, with long-term interest rates rising to new
peaks, reflecting the fears of spreading financial difficulties and also
a shift of business from short to longer term borrowing.

The continuing tightness in financial markets was more remark-
able in the face of the sluggishness of the economy generally. Total
fixed investment, including residential construction, fell in both the
first and second quarters of the year, even in current dollar terms.
Throughout the year, such spending was declining in real terms. In-
ventory investment was likewise cut back sharply from 1969 to 1970.

Thus as 1970 progressed, two basic factors were at work to reduce
tightness in capital markets. The Federal Reserve continued its policy
of monetary ease, though the money stock grew at a progressively
lessened pace as the year went on. Compared with the 7.3 percent rate
of expansion from February to July, the stock of money rose at an
annual rate of 4.6 percent in the succeeding 5 months. Because the de-
mand for bank lending fell sharply, a substantial drop in interest
rates took place, while the measured growth of the money supply
declined.

The second basic factor at work in easing financial tensions in 1970
was, of course., the reduced demand for investment funds discussed
above. Combined, these factors brought about a sharp decline in the
short-term cost of borrowing. As of mid-March, money rates on 3-
month Treasury bills and 4-6 month commercial paper had dropped
more than 50 percent from their 1970 peaks. These declines, while
substantial, were not exceptional in the light of prior experience. They
roughly matched the relative reductions which occurred in the reces-
sionary period of 1960-61, but were less than in the recessions of
1953-54 and 1957-58. Moreover, it should be noted that the absolute
levels of these short-term rates are today far above levels prevailing
in these earlier periods.

Long-term interest rates have declined somewhat in the last few
months, but these rates remain at absolute levels which are extraor-
dinarily high by historical standards. In order to achieve an in-
crease in residential construction, provide adequate credit for farm
activity and small business, and finance the rise in public facility
investment needed to stimulate overall economic activity and to
fill vital social needs, further declines in long-term interest rates are
required. If the demands for credit continue weak for a time, interest
rates may continue to fall even with a moderate growth of the money
supply. However, when economic activity becomes more vigorous,
demands for credit will increase and more rapid monetary expansion
will be required to accommodate these credit demands. It is important



that these demands be accommodated and that interest rates not be
allowed to rise, thereby choking off the recovery of the economy.

We are suffering' an abnormal combination of inflation, high
unemployment, and lack of confidence. Witnesses who testified
at our annual hearings felt that growth of the money supply
in recent months has not been adequate. This Committee feels that
monetary policy must be such that downward pressures on long-term
interest rates be maintained to support a return of the economy to full
employment. This may well take a form whereby debt management
and open market operations are such as to twist the term structure of
interest rates to favor reduction in long-term interest rates.'

Interest rates are still too high in view of the sluggish
state of the economy, the still inadequate level of housing
activity, the shortage of farm credit at reasonable terms,
the large unmet demands of State and local governments,
and the need to stimulate consumer spending. The con-
duct of monetary policy should be such as to affect the
term structure of interest rates in order to bring about a
decline in the long-term rate.

This Committee feels strongly that some institutional arrange-
ment must be developed which ensures that low and moderate housing
needs and the needs of our cities and States for public facilities will
not be discriminated against in periods of heavy demand for credit.
Institutional arrangements for facilitating borrowing by cities and
States should take such form, preferably through interest subsidies,
that benefit cities and States directly without providing tax havens
for wealthy individuals.

We urge that a federally supported credit institution be established
as soon as possible with a view to providing financial support to help
meet these high priority needs. This would be accomplished by legis-
lation such as H.R. 3550 and S. 580 which would establish a National
Development Bank. The essential purpose of such a bank is to assure
that an adequate source of loan funds at reasonable interest rates is
made available to State and municipal governments, small and
medium size commercial and industrial entities, and public agencies
and private non-profit groups for the construction of low and moderate
income family housing projects.

One salutary element in the economic picture has been the rebuild-
ing of business liquidity. In contrast to the almost stationary position
of business liquid asset holdings over the course of 1969, non-financial
corporations added almost $14 billion to such holdings in 1970. Par-
ticularly noteworthy in this context is the fact that whereas there was
a record increase of $81/2 billion in purchases of open market paper by
business in 1969-an increase which this Committee noted as a matter
of grave concern in the developing liquidity crisis-corporate business
reduced such holdings in 1970. See Table 1 below.

, See Supplementary Views of Representative Reuss, p. 76.

58-676-71-- a
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TABLE I.-SOUiCES AND USES OF FUNDS, NONFARM NONFINANCIAL CORPORATE BUSINESS

[Billions of dollars]

1967 1968 199 1970

Sources, total --..... .... ... --- --_ - --------

Internal sources -----....... ------
Undistributed profits ---....----_------------
Corporate inventory valuation adjustment ----------
Capital consumption allowances .......... -----

External sources ---
Stock-s. . . ..-- - -.
Bonds ----.--------- ........-- - - - ----------

Bank loans n.e.s .. .
Othen loans --------------- - - -- ---
Trade debt ----------------------
Profits tae liabOy .....
Other liabilities ------------

Uses, total -------------- .......------ _

Purchases of physical assets ----------- -_----
Nonrrdential Ded investment -----------
Residential structures ---- --
Change in business inventories -----.........

Increase financial assets-....-.................- - -
Liquid assets ---

Demand deposits end currency . .
Time deposits - . . .
U.S. Government securities .------ ..
Open-market paper -----------
State and local obligations

Consum er credit ------ _ ------------ ---
Trade credit .
Other financial ............

Discrepancy (sources less uses) ------- - --------------

96.6 109.5 I22.9 110.6

1L5 62.5 62.5 62.0
21.1 20.9 19.9 15.
-L1 -3 -5.4 -4.9
41. 44.9 40.0 51.
35.1 47.0 60.4 48.6

2.3 -.8 4.3 0.7
14.7 17.9 12.1 AL.
4.5 5,8 4.8 4.3
6.4 8.1 11.I .6
I.4 3.6 7.0 5.1
4.9 101 19.1 7.7

-4.7 2'0 .4 1
5.6 3.0 17 1.3

00.5 102.4 I13. 107.7

72.0 76.8 86.7 85.6
62.5 67.4 70.0 79.6
2.3 2.4 2.9 3.2
7.3 7.0 7.2 2.8

14.5 25.6 26.0 22.1
2.1 8. 3 l. 8.7 LB6 -. 9 1.

2.9 1 -9.8 12.8
-2.8 1L7 -1.7 1.27
1,5 4.4 8.6 -2.0

-. 2 -11 5.1 .4
.9 1L7 1L3 L4

7.7 13.9 17.3 6.9
3.8 1.4 6.7 -- -------- - .

10.1 7.1 9.6 2.9

Source: Board of Governors, Federal Reserve System.

On the other side of the coin-the side pointing to continuing up-
ward pressure on interest rates--is the fact that all levels of govern-
ment will sharply expand their demands on the credit markets. More-
over, the demands for mortgage credit will increase if we are to progress
toward our housing goal. While it is difficult at present to assess the net
result of total credit demands on long term rates, there is little doubt
that demands on the capital market will remain heavy in 1971.

Already there are signs that business has largely moved to a longer
maturity* financial structure. Bond financing by corporate business
which increased at a $12-$15 billion rate in the 1967-69 period, jumped
to a record high of over $21 billion last year. In addition, net stock
financing rose to new highs, although the increase in net new issues
was not so spectacular as that for new bond issues. It might also be
noted that business demands for bank loans showed little change in
1970, compared with an $11 billion increase in 1969.

Ho sing

This Committee has many times noted the fact that housing has had
to bear the brunt of restrictive monetary policy. As a result of the
tight monetary policy of 1969, private housing starts in the first
half of 1970 fell to'an annual rate of 1.3 million, only half the
rate required to meet the Nation's housing goal of 2.6 million units
per year. With the easing of monetary policy and the greater avail-
ability of credit as the year advanced, housing starts increased during
the second half of the year and reached a 1.8 million rate in the fourth



quarter. In the first two months of this year, housing starts were at a
rate of 1.7 million.

Some of the steps taken last year did help recovery in this vital in-
dustry. Existing Federal and federally sponsored organizations con-
tinued to make heavy net purchases of government guaranteed or in-
sured mortgages. In July, the Congress passed the Emergency
Home Finance Act which supplements these activities. The Committee
also notes with approval the prospect of a developing secondary market
for conventional mortgage loans.

Analysis of the President's Budget strongly suggests that the Ad-
ministration is not moving fast enough or vigorously enough to pro-
vide the housing aid already authorized by Congress. For example, the
Emergency Home Finance Act of 1970 gave the President the power
to establish an interest subsidy which would provide an additional
250,000 to 500,000 jobs in building more homes for low and middle
income families. However, the Administration has failed to request
any appropriation to implement this section of the Act, either in 1971
or in 1972.

More generally, it should be noted that net budget outlays on hous-
ing programs for fiscal 1972 total $1.8 billion, up about $300 million
from 1971, but only insignificantly higher than in 1970. Even more
strikingly indicative of the lack of the Administration's sense of
urgency in the housing area is the approach to financial aid to housing:

1. Gross outlays are estimated to rise by almost $800 million,
much of which has already been scheduled under old programs, but

2. This increase is to be offset by the projected increase of $460
million in sales of financial assets which will, if realized, tend to
keep mortgage interest rates from dropping to more reasonable
levels.

In the Administration's economic forecast, housing starts are as-
sumed to increase to 2 million in 1971. In his testimony before the Com-
mittee, however, the Secretary of Housing and Urban Development in-
dicated that 2 million starts was at the upper end of the range he
regarded as likely for the year, and that vigorous policy measures
would be required to achieve such a level.

In view of the fact that starts were already at 1.8 million in the
fourth quarter and in view of the very great need for additional hous-
ing, we feel that policies should be aimed at achieving substantially
more than 2 million housing starts in 1971. Policy should also be
aimed at developing a more efficient construction industry which can
continue in the future to produce an adequate supply of new housing
at reasonable prices.

To achieve these goals will require a truly vigorous and coordinated
policy effort. First, monetary policy must ensure that credit scarcity
does not again become an oppressive'restraint on housing. second , effec-
tive measures must be taken to hold down excessive cost increases in
the construction industry. Third, efforts to expand the production of
housing by low-cost factory methods must be accelerated.

Credit
For the moment, the supply of credit may seem adequate to support

the further expansion of residential construction, although mortgage
interest rates remain higher than is desirable. Monetary policy in 1971
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should continue to fully support the recovery iii housing. At the same
time, further institutional reforms must be undertaken to more effec-
tively insulate housing during any future periods of tight monez. The
Federal Reserve has under way a major study of housing nance
which the Committee hopes will soon be available and which should
be given prompt and thorough review by the Congress.

Construction Costs
At the present, cost pressures are obviously a major restraint on

housing. It is necessary not only to build an adequate supply of hous-
ing, but to offer it at prices which are not beyond the reach of families
with average or below-average income.

Much emphasis has recently been placed on excessive wage settle-
mnents in the construction industry. We recognize that there have been
some serious excesses, and we hope the Administration will act effec-
tively to discourage their repetition. However, it should also be em-
phasized that these large wage increases have been awarded to only a
fraction of all construction workers. The Committee was surprised
and dismayed to learn how little factual data is available regarding
construction wages.

The Labor Department should quickly enlarge its data
on construction wages. In particular, more information
should be developed on the number of workers who are
unionized, the spread between union and non-union wages,
geographical wage differentials, the average number of
hours worked annually, and average annual earnings.

It should also be noted that wages are only one small part of total
construction costs, and represent less than 15 percent of the on-site
cost of building an average house. An effective cost control policy
is required for materials, for land, for mortgage credit and for
contractor profits, as well as for wages.
Industrialized Housing

The real key to adequate supplies of housing at reasonable prices
lies in developing more efficient production processes. Administration
efforts have concentrated on Operation Breakthrough, a program de-
signed to develop and test innovations in housing design, construc-
tion, and marketing. While the Committee has always supported the
application of improved technology to housing, we are concerned that
after almost two years of Operation Breakthrough, HUD is only
now negotiating contracts to begin production. Moreover, there
is concern that the scope of Breakthrough is so limited-only 3,000
units are to be built-that the production techniques used will not
represent a valid test of the extent to which mass production techniques
can reduce housing costs. The Committee believes that selected projects
of Operation Breakthrough should be accelerated and expanded to
more realistically simulate massproduction, as required under section
108 of the Housing Act of 1968. Enough is already known about tech-
niques for improving housing production to begin a more valid test
of the application of these techniques to mass production.



III. ACHIEVING PRICE STABILITY AND EFFICIENT
RESOURCE UTILIZATION

1. INCOMES AND PaICE POLuOIS

Current efforts to contain inflation and to promote productivity are
totally inadequate. The Administration's periodic announcements in
the form of inflation alerts have been piece-meal and ineffective; rec-
ommendations are yet to be forthcoming from its productivity com-
mission; and no concerted effort is under way to eliminate pockets of
high unemployment. Moreover, the experience of recent years has
indicated that exclusive reliance upon general monetary and fiscal
policies has resulted in either unacceptable levels of unemployment,
if chief emphasis is put upon combating inflation, or in steady and
even accelerating price increases, if a concerted effort is made to pro-
vide jobs for all who desire them. Apparently the trade-off between
inflation and unemployment has become more unfavorable than it
was in the 1950s; we now seem to face a higher level of unemploy-
ment for any given rate of price increase, or conversely, a greater rate
of inflation for any given level of unemployment. The danger exists
that, to the extent such structural shifts have occurred in the U.S.
economy, these changes will be accepted as inevitable and unalterable.

The Employment Act of 1946 charges the Federal Government
with the responsibility for promoting "maximum employment, produc-
tion, and purchasing power." This responsibility can best be ulfiled
by the explicit adoption of a long-term objective related to employ-
ment and the rate of price increase and by the mobilization of public
opinion to assure the eventual achievement of this objective. Much
of the difficulty found in combating unemployment and inflation to-
day lies in the feeling held by the general public that problems of
excessive unemployment and inflation, although pervasive, cannot be
attacked specifically, and must be accepted as virtually inevitable.

The structure of the U.S. economy can, however, be changed when
both the Government and the public at large are in agreement and de-
termined to do so. The most dramatic instance of such change is the con-
version to military production that occurred in World War II and,
to a smaller degree, during the Korean War. Also impressive was the
reconversion to peacetime patterns of output in the late 1940s. Another
similar but more gradual change has been the progressive opening of
the U.S. economy to the benefits of competition from abroad that
began in 1934 and is continuing-not without challenge-to date. A
similar structural transformation occurred between the 1930s and 1950s
in the degree of organization of industrial workers and the potency of
their bargaining capabilities vis-a-vis employers. All of these struc-
tural shifts have been brought about by Government acting in conjunc-
tion with the electorate.
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The United States should adopt the twin long-term goals of reduc-
ing unemployment to a rate no higher than 3 percent combined with
an annual increase in the GNP deflator of no more than 2 percent.
While there is no reasonable expectation that this objective could be
achieved in the immediate future, it is not an impossible target. The
actual performance of the U.S. economy met this criteria in 1953 and
nearly achieved it in the previous year. To work towards achievement
of this end, a permanent incomes-price board should be established
under the direct leadership of the President to function through war
and peace, recession and over-expansion. The board should have no
power of compulsion but would attempt to achieve acceptance of its
recommendations by influencing government policies that affect wages,
prices, and employment and by educating the public concerning their
stake and responsibility in the attainment of full employment and
price stability. Perhaps the greatest single contribution the incomes-
price board could make would be to dispel the false impression that
either a high level of unemployment or a high rate of inflation is
somehow inevitable.

Several smaller European countries have used incomes policies and
wage-price freezes to good effect. The degree of success seems
to be greatest when all sectors of an economy-labor, management, pro-
fessionals, and consumer groups-can agree on a joint approach to the
problems posed by excessive inflation and unemployment. Guidelines
issued by an incomes-price board will be generally respected only if
overwhelming agreement can be reached on their fairness and de-
sirability and if the board has the full backing of the President and
the Congress. The time required to consult with spokesmen for differ-
ent groups and to secure their consent is an important reason that
the ultimate objective cannot be attained in the immediate future.
The chief initial responsibility of the board would therefore be to
establish appropriate interim goals.

In addition to consulting with representatives of various economic
interests, establishing guidelines, and publicizing specific violations of
these guidelines, an important function of the incomes-price board
would be to deal with urgent special problems. Besides attempting to
eliminate centers of disproportionate market power, the board should
be particularly concerned about reducing rates of unemployment
among those who are unskilled, suffer from minority group discrimina-
tion, or are isolated in an area with inadequate job opportunities. In
this respect, the board could recommend adjustment assistance policies
to other branches of the Government.

' Representative Bolling empbatically rejects any diversion from the objectives
spelled out in Section 2 of the Employment Act of 1946 which he interprets as
calling for stable prices, not persistent inflation, as would be Implied by the target
specified here of an increase of 2 percent a year. We may, indeed, do no better
than the Committee suggests, but our target should be stable prices in the long
run.



The President and the Congress should adopt as a long-
term objective the twin goals of an unemployment rate
no higher than 3 percent and an annual increase in the
GNP deflator of no more than 2 percent To this end, a
permanent incomes-price board should be established.
The functions of this board should be as follows:

(a) To consult with representatives of labor and man-
agement in the goods producing and service sectors
on establishing guidelines for achieving the long-
term objective;
(b) To issue guidelines specifying acceptable in-
creases in wages and prices;
(c) To publicize significant wage and price decisions
that are not consistent with achievement of the long-
term twin goals, and to make remedial recommenda-
tions to the parties concerned;
(d) To suggest methods, on one hand, for increasing
the supply goods and services and, on the other, for
eliminating pockets of unemployment; and
(e) To educate the general public in the importance
and feasibility of achieving the long-term objective.

Since there is no prospect of achieving the long-term goals
in the immediate future, the incomes-price board should
set interim goals that will insure progress towards the
ultimate objective and should publish guidelines consis-
tent with these interim goals.

If accepted enthusiastically by the Congress and the Executive, an
incomes-price board can make a major contribution to the health of
the American economy and to the ability of our system to satisfy the
needs of those participating in it. The costs of inflation to those who
are compelled to live on fixed incomes and of unemployment to idle
workers desiring to find a useful role in the economy are too high for
our society to tolerate.

A period of experimentation will obviously be required before any
incomes-price board can develop a mode of operation and interven-
tion that is effective and acceptable to the major participant groups
in the U.S. economy. Initial difficulties must not be allowed to lead
to the abandonment of the ultimate objective. Only a few times in
the past twenty-five years have we come close to realizing the goals of
the 1946 Employment Act. If the economic performance of this country
fails to improve in the future, the cause will not be our inability to
improve; the cause will be indifference and greed.

'See Representative Bolling's footnote, p. 34.
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2. AN ANTI-INFLAnONARY POLICY FOR 1971

The persistance of inflation in 1970 despite rapidly rising unemploy-
ment has produced much questioning of our ability to combine price
stability with full employment. We are confident, however, that the
long-term price and employment goals discussed in the previous section
are achieveable. Important progress toward these long-term goals can
be made in 1971 provided we adopt the stimulative fiscal and monetary
measures discussed in Chapter II, and also begin at once to make the
institutional and structural changes discussed in this chapter.

Immediate Need for a Price and Incomes Policy

Much of the public discussion of inflation in the past two years has
centered around the question of whether the rate of price increase is
rising or falling. Because several broad price indices are available and
because they do not always move together in the short run, this
question can be answered definitively only long after the fact. To
us, the evidence to support claims that the rate of inflation has begun
to taper off is presently not at all clear. The Annual Report of the
Council of Economic Advisers discusses several alternative measures
of price changes for gross national product and concludes that, whether
one relies on the published GNP deflator or on any of three alterna-
tive possibilities for weighting price changes, prices increased at least
as much in the fourth quarter of 1970 as in the third. The Council's
Annual Report also shows that wholesale prices of consumer goods
other than food and of producer finished goods rose faster in the
second half of 1970 than in either 1969 or the first half of 1970.

Other price indices, including the Consumer Price Index and the
total Wholesale Price Index, did show improvement in the latter half
of 1970. However, only food price increases showed a really marked
leveling off and, at the wholesale level, this trend was sharply re-
versed in the first two months of 1971. Chart 3 illustrates rates of
change in the Consumer Price Index. As can be seen on the chart,
the rate of increase in the price of commodities other than food was
just about as rapid at the end of 1970 as it was during the earlier
severe inflationary spurt of mid-1969.
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CHAT 3
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Because of the difficulty of interpreting short-run movements in
the price indices, it is necessary to look also at probable supply condi-
tions and at wage and productivity trends in order to evaluate the
prospects for greater price stability this year than last.

1970 was a year marked by sudden shortages of certain basic com-
modities, most notably fuels, and by accompanying sharp price in-
creases. The wholesale price of fuels and power increased 17 percent
in the second half of 1970. The Administration took some action to
partially alleviate the fuels shortage, but we believe stronger actions
were, and are, called for. Lumber and other building materials also
represent an area of potential shortage, particularly if hopes for a
high level of housing starts materialize. The wholesale price of lum-
ber and wood products has already risen sharply since the beginning
of this year.



Greatly improved productivity has been widely predicted for 1971.
Productivity did show gains in the second and third quarters of 1970,
but there was a sharp reversal in the fourth quarter when produc-
tivity in the private nonfarm sector actually declined at an annual
rate of 0.9 percent.Part of this reversal was due to the auto strike, but
nevertheless these most recent productivity data are definitely not
encouraging. As illustrataed in chart 4, compensation per mani-hour
in the private sector of the economy has increased by more than 7 per-
cent in each of the past 3 years. In both 1969 and 1970 productivity
gains (output per man-hour) have been far below the historical aver-
age of approximately 3 percent. As a consequence of these two factors,
unit labor costs have advanced sharply.

CHAaT 4

Annual Rotes of Change in Wages, Productivity,
Costs and Prices--Total Private Economy

Unit Nonlabor Payments
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At least 4.8 million workers will be involved in major collective bar-
gaining settlements scheduled for 1971. This is about 45 percent of all
workers covered by major contracts. Virtually all of the remaining 55
percent of such workers are covered by contracts providing for de-
ferred wage increases in 1971. These deferred increases average 7.8
percent, well above the 1970 average-deferred increase of 5.6 percent.
Workers who negotiate this year will naturally feel a determination to
keep up with increases in the cost of living and will also be reluctant to
settle for less than the deferred increases of other workers. The pros-
pect thus is that wage costs will continue to rise rapidly in 1971. The
further prospect, in the absence of Federal guidelines for appropriate
settlements, is that 1971 will be another year marked by labor disputes
and major strikes.

An active and specific anti-inflationary policy is needed in
1971. The Administration should take the following steps:

1. An incomes-price board should be set up along
the lines discussed in the earlier part of this chapter.
2. Pending the establishment of such a board, the
President should consult with business and labor and
should issue interim price and income guidelines de-
signed to contribute toward a significant reduction
in the rate of inflation.
3. Import restrictions which can be modified or re-
moved by Executive Order should be relaxed. This
applies to "voluntary" as well as mandatory restric-
tions. Increased imports of commodities such as steel,
oil, textiles, beef, and sugar could make a major im-
mediate contribution to price stability.
4. Government procurement policy should make a
more active contribution to price stability. The 50
percent preference given domestic over foreign sup-
pliers of defense equipment should be reduced.
5. Materials should be sold out of government stock-
piles.
6. The anti-trust laws should be vigorously enforced.
7. The regulatory agencies should be encouraged to
allow more price competition in regulated industries,
especially in the transportation sector.
8. The General Services Administration should be in-
structed to serve as a purchasing agent for State and
local governments on request.

We believe that the present difficult situation of continued inflation
at a time of high unemployment is one in which a price and incomes
policy is particularly necessary. This necessity is widely recognized.
Chances of cooperation by business, labor, and the public are good.

Those who will be responsible for working out the details of a vol-
untary price-incomes policy may feel that the development and ini-
tiation of such a policy would be facilitated by a temporary price-
wage freeze. If so, a freeze should be imposed. Such a freeze should be
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viewed only as a useful temporary device during a transitional period,
not as a solution to the structural defects of the economy. If a freeze
is imposed, it should be general. A freeze should not be imposed on
only one industry, nor should it be applied to wages without also being
applied to other costs or prices.

3. MANPOWER POLICY

Of the many structural reforms which are required if reasonable
price stability is to be combined with high employment, those re-
lated to the utilization of labor are the most fundamental of all. This
Committee has long advocated adequate manpower training and job
placement programs, both because of their direct value to individuals
in providing them with the opportunity for productive and well-paid
employment, and because of their value to society as a whole in pro-
moting fuller use of the skills and abilities of the work force.

This Nation should have a comprehensive program to
combat unemployment and underemployment whether
the cause is technological change, changes in Federal ex-
penditure patterns, increased import competition, or ine-
quality of individual opportunity.
The manpower program should be funded and staffed at a
level adequate to serve every citizen who has a legitimate
need for job-training or job-placement assistance.

Our past failure to develop efficiently functioning labor markets is
an important cause of our present economic difficulties. In order to
have a full employment economy without inflation and in order to
produce the particular combination of goods and services demanded
by society, continuous shifts in the employment structure of the
economy must take place. When a domestic industry grows less rapidly
because of import competition, some individuals must leave jobs in
this industry and find work elsewhere. When fewer people are needed
in agriculture because of productivity gains, individuals must find
jobs elsewhere. For 25 years, this Nation has made full employment
a basic policy objective and commendable progress has been made in
developing measures to promote that end. But we have not succeeded
in developing adequate programs of assisting people to find alternative
employment when old jobs disappear.

Because we do not have adequate programs to assist people in chang-
ing jobs, strong political pressures are created to maintain the exist-
ing structure of the economy, whatever the cost to the consumer and
to society as a whole. Because the textile worker sees no alternative to
his present job except unemployment, he is opposed to increased textile
imports. Because laid-off defense workers are having great difficulty in
finding alternative employment, pressures are created to re-employ
them by again expanding defense procurement. If workers had as-
surance that new employment opportunities were available and if more
of the costs of re-employment were paid by society, a major barrier to
efficient functioning of the economy would be removed.

Labor shifts do not take place painlessly and automatically in re-
sponse to market forces. Positive public policies to facilitate such shifts
are required. Family incomes must be maintained during the transi-
tion period, moving costs must be met, workers must be retrained, and



new jobs must be found. When it is in the national interest for employ-
ment shifts to take place, a considerable part of the costs of these shifts
should be borne by society as a whole, rather than by the particular
individual affected. Income support programs, Job training programs,
job placement programs, and public services employment programs
represent the avenues through which the costs of structural changes
can be paid by society as a whole.

An economy that combines high employment with reason-
able price stability and an economy that produces the
composition of goods and services which society demands
is fully achievable only if workers can change jobs with-
out loss of economic security and without fear of such
loss. The costs of structural shifts in employment oppor-
tunities should be paid by society as a whole through pro-
grams of income support, job training, job placement, and
public service employment.

When changes in employment patterns result from changes in Fed-
eral procurement policy, the case for Federal assistance to the affected
workers is especially strong. The sharp increases in unemployment
which have occurred during the past year because of reduced defense
procurement and release of men from the armed forces did not have
to take place. The cutback in defense spending, which has been rela-
tively modest, was foreseen and publicly announced well in advance,
as was the schedule of troop demobilization. Programs to re-employ de-
fense workers and released servicemen could have been developed, but
were not. This was a serious failure of national policy. It is a failure
which should be remedied at once. An additional 910,000 servicemen
are scheduled to be released in 1971 (a net reduction of only 264,000,
since there will be 646,000 new entrants to military service). It is vital
that these veterans be provided with necessary assistance in finding
jobs.

If this country had in operation a comprehensive Federal program
of income support and a comprehensive manpower program such as
this Committee has advocated and continues to advocate, there would
be less need for special programs to help particular groups of workers.
Until such comprehensive programs are in operation, emergency
programs of conversion assistance will be required. Conversion policy
is more fully discussed in Chapter IV, but we reiterate our manpower
recommendation here:

We believe it to be in the national interest that a shift in
employment away from defense production take place and
take place on a scale larger than appears to be presently
contemplated. A shift of the desired magnitude is likely to
be achieved only if defense workers can find new employ-
ment opportunities readily and can have assurance of
income protection during the transition period. Since such
a shift can be foreseen and planned for in advance, signifi-
cant increases in unemployment during the transition
period are unnecessary.
The Administration should proceed at once to activate a
program which will assure returning veterans and work-
ers who lose their jobs in defense industries that they can
be confident of finding new employment and confident
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of an adequate minimum level of income support during
any transitional period of unemployment. This program
should continue until such time as comprehensive Federal
programs of income support and manpower services, dis-
cussed elsewhere in this Report, are in operation.

Shifts from one occupation to another are accomplished smoothly
only in a full employment economy. When unemployment is high,
workers naturally try to cling to jobs in declining industries since
the probable immediate alternative is no job at all. The manpower
policies we have recommended should be pursued in conjunction with
fiscal and monetary policies designed to restore full employment. In
addition, direct measures should be taken to provide more job oppor-
tunities in the public sector.

The Congress has presently before it The Emergency Employment
Act of 1971. which would establish a significant program of public
service employment. This legislation should be passed, and the Pesi-
dent should sign it. This legislation is designed as an emergency meas-
ure to meet immediate needs. However, in view of the very great
needs in the public sector-needs which will continue-there is no
reason to suppose that the job opportunities which will be provided
will be "make work" or "dead end." Rather, people who need jobs
will be put to work quickly doing things which need to be done. When
the economy returns to a high employment level, State and local gov-
ernments will find themselves on a sounder fiscal basis, and it can be
anticipated that many of those who are put to work now under an
emergency program will advance into permanent positions. Others
will find work in the private sector.

Although the President vetoed the comprehensive manpower bill
passed by the last Congress, which provided for a program of public
service employment, the Administration has subsequently clearly en-
dorsed the concept of public service employment. In his manpower
message of March 4, the President said:

Transitional and short-term public employment can be a
useful component of the Nation's manpower policies. . ..
This Act would also provide permanent authority for public
service job creation as part of an overall manpower pro-
gram--but with the proviso that such jobs must constitute
transitional opportunities. Within a two-year period partici-
pants must be enabled to move into the public employer's
regular payroll, or helped to obtain other public or private
employment.

Public jobs created through manpower funds would thus
be used to develop skills and abilities, with participants mov-
ing through such positions into permanent opportunities.

The Administration has also recently introduced legislation to
provide public service jobs in conjunction with the proposed family
assistance program. We support this concept. Such legislation can-
not, however, be enacted as quickly as can the Emergency Employ-
ment Act. The Emergency Employment Act embodies the concept
of transitional employment endorsed by the President in his man-



power message. It would authorize up to $1.75 billion to finance pub-lic service employment over the next two years, if unemployment
remains high. People could be put to work quickly-within a few
weeks after the bill became law. Job applicants would be drawn from
among all who were unemployed or underemployed, not just those
covered by public assistance programs.

Because unemployment is presently so high and public service
needs so vast, both the jobs provided for by the Emergency Employ-
ment Act and additional jobs which might be provided for in con-
nection with subsequent manpower or welfare legislation are needed.

An initial program of public service employment should
be enacted and put into operation as quickly as possible
in order both to reduce the present high level of unem-
ployment and to fill some of the many unmet needs in
the public sector. Additional legislation providing for a
longer term public service employment program, as well
as for a comprehensive manpower training and job place-
ment program, in also needed.

Unemployment Compensation

Important improvements in the unemployment compensation pro-
gram were enacted last year. Insurance coverage was extended to al-
most 5 million additional workers, and provision was made for an
additional 13 weeks of benefits at times of high unemployment. These
new provisions can become effective only as conforming State legisla-
tion is adopted. As of late February, 15 States had begun paying
extended benefits under the new law. Twenty-six other States had
reached, or were approaching, levels of insured unemployment high
enough to trigger the extended benefit provision, but had not yet
taken the necessary State legislative action to permit payment.

Every effort should be made to encourage the States to
act quickly to bring their laws into full conformity with
the Federal Employment Security Amendments of 1970.

With the new extended benefit provision, the maximum total benefit
period will be 39 weeks. Many workers, including agriculture workers,
domestic household workers, and many State and local government
employees are still not covered by unemployment insurance. The
level of insurance benefits in most States is quite low. In only 26 States
is the maximum benefit equal to at least 50 percent of the average
weekly wage in that State. In only one State is the maximum equal to
two-thirds of the average wage, a standard endorsed by both the
Johnson and the Nixon Administrations.

The coverage of the unemployment compensationW system
should be further broadened, and the level of benefits
should be increased, especially in those States where bene-
fits are lowest relative to average wages. If unemploy-
ment continues at present levels, a further extension of
the iMaximum duration of benefits should be considered.



IV. FEDERAL EXPENDITURE PRIORITIES

For the past two years this Committee has paid special attention
to the problem of setting national priorities, through extensive
work on improving budgetary systems and program analysis, by hold-
ing priority hearings, and by urging the Council of Economic
Advisers, the Office of Management and Budget, and the Congress
to devote greater attention to this critical area. The Committee's fun-
damental concern has been to ensure that the Nation's resources are
used in a manner that maximizes both the private and public well-
being of our society.

While not minimizing the difficulties of achieving such a goal, the
Committee feels it can be done when the Nation has full information
about our present priorities and their alternatives, objective analysis
of the social costs and benefits of Government programs in achieving
given priorities, and when a government is willing to make the hard
choices that are the essence of setting national priorities. For in the
end, because our basic resources and national output are limited, the
setting of priorities involves choices for the Nation, of which the
following are the most important:

* We must decide what economic growth and stabilization policy
the Federal Government will pursue because this will determine
the level of output the Nation can use in achieving its many
priorities.

• We must decide between public goods and private goods.
" We must decide how we wish to allocate public resources be-

tween Federal, State, and local levels of government.
- We must decide how we will allocate resources within the

Federal sector, choosing among defense, public works projects,
SSTs, manpower training, pollution control, and other
programs.

- We must decide which alternative is the most efficient for achiev-
ing a particular priority, using cost-benefit analysis wherever
possible, because efficiency frees resources for use in satisfying
other public or private demands.

* We must also decide among alternative programs on the basis
of which ones provide the most equitable distribution of benefits.

The Committee is heartened by the increased interest and effort
devoted throughout the country to a general reevaluation of our na-
tional priorities. It wishes to commend both the Council of Eco-
nomic Advisers and the Office of Management and Budget for the ad-
ditional emphasis they have placed, in each of their reports, on this
critical question. On the other hand, the Joint Economic Committee
finds that not nearly enough has been done, either to improve the in-
formation needed to understand how to reorder priorities, or to actu-
ally reorder priorities to meet the changing needs of our society.



It is in that spirit that the Committee wishes to stress additional
considerations relevant to reordering national priorities. The first
need is to focus on the major resource shifts proposed by the Ad-
ministration in the FY 1972 budget, and what the Committee be-
lieves are some of the alternative choices available. The second need
is to evaluate and choose the best alternative for providing financial
aid to the State and local governments. The third need is to imple-
ment actions requiring that the full social cost of resources be paid
in the areas of transportation and the environment. The fourth need
is to establish Federal policies that will restore economic viability
to the agricultural sector of our economy. Finally, there is the need
for a complete reevaluation of how we account for the costs and
effects of national security programs.

1. MAJOR BUDGET PIORITYr CHANGES Ii, FISCAL YEAR 1972

In the fiscal 1971 and 1972 budget messages, the President has said
that American priorities have been dramatically reordered, and he
has cited as evidence that the share of the budget for human resource
programs is increasing while the share of the budget for national de-
fense is declining. Human resource programs, as defined by the Ad-
ministration in the budget, include the functional categories of in-
come security, education and manpower, health, and veterans benefits
and services; the measure of national defense expenditures has been
the functional category of the budget called national defense. This
presentation of priority change has little overall utility and many
aspects of it are misleading.

The Administration technique of explaining the shift in
budget priorities is totally unsatisfactory. We urge the
Administration, in future budgets, to candidly present
major shifts in priorities on a program by program basis.

In order to understand the major expenditure shifts that will occur
between fiscal year 1971 and 1972, one should not focus on the change
in the entire budget or even on categories as broad as human resources.
This is because most of the action in the budget is a continuation of
programs established in past years and maintained year after year.
It is more meaningful in the short run to focus on the budget margin,
which represents the expenditures that are available for shifting in
fiscal 1972, and which is equal to the sum of the aggregate increases
in the size of the budget between fiscal 1971 and 1972 and the major
decreases from the fiscal 1971 budget. This budget margin represents
the total funds that are available for new or enlarged priorities in the
fiscal 1972 budget.

With the concept of the budget margin in mind, it is possible to
evaluate how priorities were reordered in the fiscal 1972 budget by
answering three questions. First, what is the size of the total budget
margin? Second, how much of the budget margin was used up by
relatively uncontrollable program increases? Third, how has the ad-
ministration used the remaining budget margin?

Table 2, which summarizes the major shifts in outlays between
FY 1971 and 1972, shows approximately how the composition of the
budget will change. The overall budget is estimated to increase by

5S-676 0-71--4
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$16.4 billion, or 7/2 percent, from $212.8 billion to $229.2 billion. In
addition, major program decreases or asset sales from fiscal 1971 levels,
a number of which are of dubious merit and not likely to receive con-
gressional approval, are estimated at approximately $5.6 billion. The
total of these two, $22.0 billion, represents the budget margin of
funds available for new purposes in the FY 1972 budget. The uses"
to which this budget margin can be put are a combination of relatively
uncontrollable increases and controllable increases representing the
major program initiatives that are the priority choices of the Ad-
ministration.

TABLE 2.-MAJOR CHANGES IN BUDGET OUTLAYS FOR FISCAL YEAR 1972
[in billions of dollars

Sources of budget margin:
Total budget increase from fisout year 1971 ------------------------------------ 16.4
Decreases from iscal yar 1971---------------------....................... .5.6

Spoon mesarch and technology -.................................-- 0.2
Medicare and medicaid proposals ------------- --.8
Assets tr2nsactions--------------------------------------------2aUne payment trust fud............................................. -- Inmlyte ronte --------d-------------------- -------------------------- 1.6Posal ra increase--------------...............--------------,-

Total budget margin --------------------------------------------------- 22.0
Uses of budget margin:Raloiuely uncontrollable increasess --------------------------------_------ . 12.0

Social Security ------------------------------- -------------- 1.-5
Retirement and other trust funds ---- --------------. .8
Medicare and medicaid ------------------------- -------------- to.9
Veterans benefits ---------------------------- 6
Food stampo.. 4
Farm price syot(C)-------------------------------4

ether public assistance ... ... .... ... .... ..---------------------- 1. 2
Military and niilion pay --------------------------------------------------- 2.
Housing subsidies- --------------------------------............. 5
Urban renewat and mass transit ----------------------- ------------. 3
Water pollution control -------------------
Interior Department assets changes -------------------------------------
Other ------------------------------------------------------L

Relatively controllable increases ..--------------------------------------------------------------- 10.0
Were reform------------------------------------------------ 5
Ra..nu sharing--- -------------------------------------------- 4.
Social security benefits-----------------------.................. 3-.0
Department of defense ------------------------------_- . ...... ........... 1.5
School desegregation ------------------------------------------ :
Contingencies ------------------------------------------------ 7

Total budget margin ------- .. ... ... ... ... ...-------------------------------- --------------- 22.0

Source: Estimated from data in The Budget of the U.S. Government, Fiscal 1972.

Roughly $12 billion of the $22 billion budget margin is accounted
for by pay increases, an expansion of income security programs, and
other program increases that cannot be controlled through the budg-
etary process. Social Security, and other income maintenance pro-
grams, will rise by $6.5 billion due to increases in the number of bene-
ficiaries, inflation, and higher benefit levels. Outlays will also increase
by $2.0 billion to cover pay raises in fiscal 1972. Finally, previous com-
mitments and contracts for housing subsidies, water pollution grants,
urban renewal and mass transit, together with other similar outlays,
will cause expenditures to rise by another $3.5 billion.

The remaining $10 billion of the budget margin represents the major
priority decisions of the Administration. Although the immediate
consequences of these decisions are shown in Table 1, some of the
longer-run implications are not because the expenditure levels show
only the beginnings of larger programs. In some cases, such as defense,
obligational authority in the fiscal 1972 budget is a better indication
of the future trend of the program. Nevertheless, taking into account



both these considerations, the 1972 budget seems to reflect the follow-
ing choices:

1. An increase in proposed revenue sharing from the $300 mil-
lion proposal of last year to $4.0 billion. Evaluation of this pro-
posal is undertaken in section two of this chapter.

2. An increase in aggregate Department of Defense expendi-
tures of $1.5 billion that reverses the reduction in defense spending
initiated in last year's budget. Evaluation of the Department of
Defense and other national security outlays will be undertaken in
section six of this chapter.

3. Continued support of $500 million to significantly revise the
income maintenance area through the Family Assistance Program.

4. The first increment, $300 million, of a $1.5 billion in new
authorization for project grants to local school districts to aid
desegregation.

5. Expansion of social security benefits in line with Congres-
sional desires will add $3.0 billion to costs in FY 1972. Major
program changes include a 6 percent increase in benefits retro-
active to January 1971, automatic benefit increases tied to the
Consumer Price Index, an increase in widows' benefits, and liber-
alization of the work requirement.'

Thus, it would appear that the top priorities of the Administration
are revenue sharing, defense, family assistance, and school desegrega-
tion. Although we support the concept of family assistance, along with
increased outlays for social security and school desegregation, the
Committee views the other choices as not really adequate to meeting
the changing needs of our society. Nor is there a lack of evidence to
support our concern. Our hearings on defense have developed evidence
of such large-scale waste that we cannot believe the new increase in
defense spending is merited at this time. On the other hand, the annual
hearings of the Committee developed considerable evidence that non-
defense public needs-health, housing and community development.
education and manpower-were not being adequately met, in part
because certain authorized and appropriated funds are not being
utilized, and in part because the Administration's initiatives in this
area have been inadequate.

Actual appropriations and outlays for a large number of programs,
such as Model Cities, elementary and secondary education, and health
care, have fallen increasingly behind their planned expansion. An
analysis by the Advisory Commission on Intergovernmental Rela-
tions, issued in June 1970, reported that the authorization-appropria-
tion gap had increased from about 20 percent in fiscal year 1966 to
35 percent in fiscal year 1970. This means that if programs were
funded at just the 80 percent level of 1966, Federal expenditures for
public investment could add at least $6 billion to the economy's spend-
ing stream. In addition, over $11 billion of appropriated funds are
being withheld by the Administration. Together, the authorization-
appropriation gap and the appropriation-expenditure gap account

'The Congress passed a Social Security bill on March 16th that raised general
benefit levels by 10 percent but did not include the other aspects of the Adminis-
tration's proposal. It Is estimated that the Congressional bill will increase fiscal
year 1972 social security costs to $3.5 billion, $500 million more than the Admin-
istration proposed.
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for $17 billion in expenditure lag for public purposes. While we recog
nize the need for some administrative discretion in order to keep total
spending within a necessary ceiling, we feel that the Administration
has often made poor choices of programs to cut. In some cases it has
clearly flaunted the intent of Congress.

The inadequacy of the Administration's proposals in the non-defense
area are quite dramatic when compared with what witnesses have
advocated before this Committee. For example, the National Urban
Coalition, presented Counterbudget-a detailed alternative budget
that allocates a much larger share of the estimated $229.2 billion in
Federal expenditures for fiscal 1972 to non-defense public needs.
A comparison between the major budget proposals of the Administra-
tion and Counterbudget in table 3 reveals the following differences:

TABLE 3.-RECOMMENDED FEDERAL OUTLAYS, FISCAL YEAR 1972

[Millions of dollars

Admlsis- Urban
tration coalition

Employment and manpower $2.968 $4,394
Economic conversi ------- 216 1,944
Social Insurance 1------------.. . . . .. . . .. . . . .. . . .. . . 50, 932 56, 527
Income support . . . . . . . . . . . . . . . . . . . . . . 13,587 19,961
Health ............................. ...................... .-- - - - - - 19,140 19, 745
Education -------..----------------------------------------------------- .......- 10,075 11, 846
Metropolitan development --------- -------- 3,078 4,216
Housing --------------------------. -... .. .. .. .. .. .. .. .. . 1,973 2,139

Total ------------------------------ --------------------- ----------- 101,969 120,772

Source: Estimated from data in The Budget of the U.S. Government, Fiscal 1972 and Counterbudget.

The total difference between the two proposals for these program
areas is approximately $18 billion. The Urban Coalition budget would
finance these and other non-defense program increases primarily
through a reduction in defense expenditures of $16 billion in fiscal year
1972. While the Committee does not endorse all aspects of the Urban
Coalition's Counterbudget, we do believe that it provides realistic al-
ternatives to the Administration's priorities.2

The Committee urges Congress to establish higher pri-
orities for manpower, health, education, housing, and eco-
nomic conversion. This would require reductions in Ad-
ministration priorities for defense, revenue sharing, and
certain transportation expenditures, each of which are
discussed separately in subsequent sections of this report.
The Committee also urges Congress and the Administra-
tion to increase appropriations and outlays for previously
authorized programs in the above non-defense areas.

'Representative Bolling states: "The use of the word 'realistic' in connection
with the Urban Coalition Counterbudget might imply that it was realistic to at-
tempt under present circumstances a reduction in defense spending of $16 billion
between fiscal 1971 and 1972. If changing international conditions and binding
agreements toward greater peace in the world should make possible substantial
reductions in defense spending, I and every other American would be pleased
at this prospect. We have ample uses for any budgetary savings this would
make possible. I do not see anything in the present international situation sug-
gesting that, in the face of rapidly increasing prices and wages which are in-
creasing the defense costs (by official admission) by at least 1o% a year, we
could possibly make this kind of a reduction in the defense budget with safety."t



2. AIDING STATE AND LOCAL GOVERNMENTS

The combination of inflation and recession which was experienced
during 1970 created a financial crisis for many State and local govern-
ments. Serious fiscal imbalances existed prior to the economic deteri-
oration of the past year, particularly in central cities and in certain
rural communities, and these chronic imbalances have been sharply ag-
gravated by depressed economic conditions. In addition, many govern-
mental units that normally operate on a sound fiscal basis are now ex-
periencing a severe budgetary squeeze.

In order to assess the magnitude of State and local budgetary prob-
lems and to adequately weigh alternative proposals for aiding States
and localities, this Committee heard oral testimony from several
mayors and governors, from the National Urban Coalition, from Con-
gressional sponsors of legislation to aid States and localities, and from
Administration spokesmen. In addition, the Committee has asked all
50 governors and a representative sample of mayors to supply us with
detailed written information evaluating the effect of the Administra-
tion's proposed revenue-sharing programs on their needs and compar-
ing these proposals with 1971 Federal assistance. While the results of
this survey are not yet fully available, it is possible to set forth general
conclusions regarding the need for Federal aid, the alternative pos-
sibilities for meeting this need, and the economic principles which
should govern the choice among these alternatives.

The Impact of Inflation and Recession

While no precise estimate of the impact of inflation and recession on
State and local governments is available, it is probable that the com-
bined costs approached $10 billion in 1970 alone. Prices paid by State
and local governments go up faster than the general price level. It has
been estimated that in 1970 inflation increased State and local govern-
ment costs by about $9 billion, while swelling receipts by only about
$6 billion, thus creating a $3 billion gap.

During a recession, State and local revenues fall short of their poten-
tial because receipts reflect the slower growth of incomes. The effect is
similar to the shortfall in Federal revenues that occurs during an eco-
nomic downturn, although less sharp since State and local tax struc-
tures tend to be more regressive. It has been estimated that in 1970 State
and local revenues fell almost $4 billion short of their full employment
potential.

While reducing tax receipts, recession has the effect of increasing
State and local expenditures due to the increased demand for public
assistance and other programs of income support. It is difficult to iso-
late the growth in the welfare roles due to increased unemployment
from the growth due to other causes, and a quantitative estimate of in-
creased costs due to various causes in 1970 is not yet available. It is
obvious, however, that the large increase in unemployment over the
year has added substantially to the costs of operating welfare and other
income support programs. When this substantial cost is added to the $3
billion cost of inflation and the $4 billion loss of tax revenue, it seems
reasonable to suppose that the total cost to State and local govern-
ments of the depressed economic conditions of 1970 approached $10
billion.
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General Revenue Sharing
The Administration has proposed a revenue sharing scheme under

which a fixed percentage of the Federal individual income tax base
would be distributed to the States under a formula based on popula-
tion and relative tax effort. If the program were to begin when pro-
posed, on October 1, 1971, $3.75 billion would be distributed to the
States during fiscal 1972.

Many State and local governments face severe and imme-
diate fiscal problems. Additional Federal assistance
should be provided promptly. However, the general reve-
nue sharing program proposed by the Administration
does not fully meet the criteria of economic stabilization,
equitable income distribution, economic efficiency, and tax
equity which this Committee regards as fundamental to
a sound program.

Economic Stabilization.-Because of its ability to engage in deficit
financing, the Federal Government can maintain an appropriate ex-
penditure level during periods of recession or slowdown without
resorting to tax increases. State and local governments must normally
balance their operating budgets and so become faced with the un-
satisfactory choice of raising taxes in a recessionary period or of
cutting back on necessary public services. The Federal Government
thus has not only the responsibility to restore and maintain full em-
ployment with reasonable price stability, but also a responsibility to
design programs of Federal aid to States and localities in such a way
that increased budgetary support will be provided in times of reces-
sion or slowdown.

The Administration proposes to share with State and local govern-
ments a fixed percentage of the Federal individual income tax base.
More precisely, the proposed legislation specifies a fixed percentage of
"total taxable income reported on Federal individual income tax re-
turns for the calendar year for which the latest published statistical
data are available." Thus, the amount of shared revenues would be
based on taxable income in a past year and would bear no direct rela-
tion to current economic conditions. The proposal contains no mecha-
nism for providing additional budgetary support in times of recession.
A revenue sharing proposal which provided for annual adjustment in
response to changing economic conditions would overcome this defect.

Programs of Federal aid should contribute to the stabili-
zation of overall economic activity. Such programs should
provide additional budgetary support to State and local
governments in times of economic slowdown or recession.

Income Distribution.-It is important to recognize that there are
great disparities of income and of public service needs among the
States and among the communities within any State. Some central
cities and some rural areas have per capita incomes far below the na-
tional average, and these same areas also have larger than average
demands for public services, particularly the income support, educa-
tional, and medical services required to cope effectively with concentra-
tions of poverty. These areas do not have the tax base needed to finance



an adequate level of public services. Until more progress is made in
distributing tax resources more evenly within given metropolitan areas
and within given States, these low income areas will remain dependent
on substantial Federal aid, even in times of prosperity. In times of
recession this dependence will be increased.

In communities where per capita incomes are close to or above the
national average, there is much less need of Federal assistance in
times of prosperity and reasonable price stability. These communities
may, however, have acute needs for assistance in times of high un-
employment. This will be especially true of communities which ex-
perience sharp rises in unemployment. There are major urban areas
in which the unemployment rate more than tripled between mid-1969
and the end of 1970. Local budget structures are not designed to cope
with the sharp divergence between increased public needs and reduced
government revenues that such sudden changes in economic conditions
create.

On the other hand, there are many communities where per capita
incomes are well above average, tax burdens are below average, and
unemployment is below average. Even in the present recessionary
situation, these communities are not experiencing severe budgetary
difficulties.

Programs of Federal aid should concentrate resources
where the need is greatest.

The Administration's proposal would distribute revenues to States
on the basis of population, with some adjustment based on the ratio
of State and local taxes to average income within that State. Because
of the progressive nature of Federal income taxes, this would have
the effect of redistributing some tax revenues from rich States to poor
States. In the words of the Assistant Secretary of the Treasury, the
proposal would be "mildly income equalizing." Unless a complicated
alternative procedure is elected, distribution of shared revenues to
communities within a State would be based on the relative portion
of total State and local revenues raised by that community. This
formula makes no adjustment for differences in income levels, so that
wealthy communities that find it easy to raise high revenues would
receive relatively larger grants than poor communities with limited
revenue-raising capacity.

Economic Effiiency.-Some public needs are national in scope and
can be efficiently and equitably financed and administered by the Fed-
eral Government. Income support is an important example. The social
security program illustrates the practicality of a comprehensive, and
largely successful, Federal program of income support. Welfare needs
are similarly national in scope and could be most effectively and equi-
tably met by a comprehensive Federal program.

By contrast, it is widely agreed that elementary and secondary
education is best administered at the local level. Yet there are im-
portant national benefits to assuring that every child receives an ade-
quate basic education. A democratic society functions best if all of its
citizens have been well educated. Furthermore, since individuals edu-
cated in one locality often subsequently live and work elsewhere, there
is no particular equity or logic in expecting individual communities
or individual States to pay all the costs of providing educations which



will partly benefit other States and other communities. It is there-
fore appropriate for the Federal Government to contribute substan-
tially to the costs of elementary and secondary education, while leav-
ing administration largely to other levels of government.

Some public sector activities cannot be efficiently administered at
the local level. Important examples are pollution control and metro-
politan transportation systems. Air and water pollution cross local
and State lines. Similarly, most of our major metropolitan areas re-
quire transportation systems which cross not only local but State
lines. In both cases there is need for regional administration. In these
examples, local, regional, and national benefits are involved, and finan-
cial contributions from several levels of government are appropriate.
General purpose Federal grants to States and localities would be only
a very indirect way of establishing and financing regional authorities
to deal with regional problems. More efficient approaches are available.

Public sector activities should be administered at the
level of government which can do so most efficiently.
Federal financial contributions to programs administered
at other levels of government should be proportionate to
the national benefits of the activities being financed.

Tax Eguity.-The progressivity of the Federal tax structure is often
cited as an argument in support of additional Federal aid to State and
local governments. But there is no reason why States, at least, cannot
adopt tax structures as progressive as that of the Federal Government.
One simple method of doing so is to adopt a State income tax which is
a percentage of Federal income tax liability.

Some States have relatively progressive income taxes at the present
time. Others have income taxes with little or no progressivity. Twelve
States, including several of the wealthiest States, have no broadly
based income tax. Of particular concern is the fact that many of the
central city areas facing the most critical needs for public services are
located in wealthy States that have failed to adopt income taxes and
which, in some cases, have denied cities the authority to impose their
own progressive taxes.

There is no sound economic argument for using Federal aid to close
State budget gaps created by the unwillingness of the State to pay the
political costs of adopting an equitable State tax structure. To tle ex-
tent possible, Federal aid programs should be designed to avoid pro-
tecting States from the consequences of their unwillingness to reform
tax structures.

Broadly based and equitable State tax structures, includ-
ing progressive income taxes, should be encouraged.

The Administration's revenue sharing proposal rewards tax effort
but not tax equity. It makes no distinction between regressive sales
or property taxes, for example, and progressive income taxes. Given
the wide variation among States, and the great reluctance of some
States to move toward a more progressive tax structure, this is a
serious defect.



An Alternative Aid Program

We have suggested four basic criteria for sound programs of Fed-
eral aid to State and local governments.

The following combination of Federal actions would con-
form to the fundamental criteria of economic stabiliza-
tion, equitable income distribution, economic efficiency,
and tax equity and would significantly improve the fiscal
balance among levels of government:

1. Immediate actions to reduce inflation and increase
employment. The necessary actions to achieve this
goal are discussed in other chapters of this Report.
2. Enactment of a comprehensive Federal system of
income support that would replace the present wel-
fare system and to a large extent relieve States and
localities of the present welfare burden.
3. Reform and consolidation of present Federal finan-
cial aid to regions, States, and cities. The basic con-
cept of aid for definite broad purposes such as educa-
cation, manpower training, community development,
housing, pollution control, and transportation should
be maintained.

Income Support

The enactment of a Federal system of income support, which would
largely relieve the States of the costs of the present welfare system,
would fully meet the suggested criteria relating to income distribu-
tion, economic stabilization, and economic efficiency. Under a well-
designed system, payments would be made only to those genuinely
in need, and anyone with genuine need would be provided with an
adequate level of support. The program would function as an auto-
matic economic stabilizer because the number of persons in need of
public assistance rises in a recession and declines in a period of full
employment. Such a program would be economically efficient because
the problem is a national one which can best be met by a national pro-
gram. The present system of disparate State programs is inefficient
to the extent that it may provide artificial incentives for migration
from one State to another. It is also, of course, inefficient in that it
often fails to meet its basic objective of providing for those in need
and in that it often provides disincentives to employment.

The objection has been raised that Federal assumption of welfare
costs, while it may be desirable in itself, would not significantly help the
cities because most of present welfare costs are carried in State rather
than in city budgets. This argument is not altogether convincing. If
States are relieved of welfare costs, they will have financial resources
available to help the cities in other ways. The Governor of Pennsyl-
vania testified to this Committee that if the Federal Government
could relieve his State of the costs of welfare, he would recommend
that the State of Pennsylvania "move quickly to relieve local com-
munities of almost all costs of public education." We do not mean to
imply, however, that cities will need no further Federal help beyond
the assumption of welfare costs.
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In last year's Annual Report, we discussed the general arguments

in favor of a Federal program of income support. Such a program
is desirable in itself and not solely because of the contribution it could
make to easing State and local budget problems. We repeat the rec-
ommendation we made last year:

This Committee favors the adoption of a comprehensive
Federal system of income support. Such a system should
adhere to the following principles:

Equal treatment should be provided for every needy
citizen regardless of location, work status, or family
status.
The level of support should be adequate to provide a
decent standard of living.
Opportunities for employment and incentives to work
should be protected.

The danger that able bodied persons might prefer "welfare to
work" troubles many people. Certainly an income support program
must contain a schedule of incentives which make work financially
attractive. However. the far more serious problem at the present time
is not willingness of the individual to work, but the ability of society
to provide jobs. Work requirements or work incentives are mean-
ingless when no job can be found. Income support programs must be
coordinated with the vitally necessary job programawhich we discussed
earlier in this Report. In addition, if women with families are to be
given meaningful opportunities for employment, greatly expanded
and improved day care facilities for children must be provided.

Reform and Consolidation of Existing Federal Aid Programs

The existing programs of "categorical" Federal aid have been in-
creasingly criticized. Much of this criticism is justified. Almost every-
one would agree that there are too many separate programs, that the
purposes are too narrowly defined, and that there are too many forms
to be filled out. Programs need to be consolidated, some programs need
to be cut back, and others need to be expanded.

In the process of consolidation, the broad national purposes which
initially motivated the creation of these programs should not be for-
gotten. The changes in program funding evels which may accompany
any consolidation proposal should be clearly spelled out and should be
judged on their own merits. The transfers of administrative controlto other levels of government which may accompany any consolidationproposal should also be carefully spelled out. The Federal Govern-
ment should retain sufficient administrative control to ensure that
funds are spent in ways which contribute to achievement of the broadnational purposes for which the programs were created.

Alternatives for Further Federal Assistance

If the three basic steps we have recommended-restoration of ahealthy national economy, adoption of an adequate Federal welfare
system, and restrocturing of Federal grant-r-aid programs--are

adopted, the fiscal structure of this country will be much improved.
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We believe there is wide agreement that these three steps must be
taken, and taken without delay.

Even with these basic reforms, some communities may continue to
need additional Federal assistance. Alternative possibilities for pro-
viding this assistance should be fully and carefully examined. The
Administration's general revenue sharing plan is seriously deficient
in at least four respects: it would not protect State and local govern-
ments against revenue loss in a recession; it would not do enough to
concentrate aid in those communities which need it most; it would
not encourage States and localities to modernize their governmental
machinery; and it would do nothing to encourage more progressive
State tax systems.

Alternative methods for aiding States and cities are available. In-
deed, revenue sharing proposals have been introduced which over-
come the basic deficiencies of the Administration proposal.

Full employment without inflation, an adequate Federal
welfare system, and a restructured Federal grant-in-aid
program are the essential elements in putting State and
local governments back on a sound budgetary basis. Con-
sideration should also be given to various alternatives for
providing additional aid. While we are not endorsing reve-
nue sharing, if limited revenue sharing or an alterna-
tive aid plan is adopted, it should contain features that
encourage progressive State income taxes and the
modernization of State and local governmental machin-
ery, assure distribution of aid in accordance with need,
and allow for additional budgetary support in times of
recession or high unemployment 3

3. TiE EIvIRONMENT

In the past, we have treated many environmental resources as free
goods that could be used as lavishly as desired. On the other hand,
industrial products have been underpriced because they did not in-
clude the cost of using "free" environmental resources. As a conse-
quence, the well-being of our society has improved in the direction of
inexpensive, mass-produced products while deteriorating in another
direction-an increasingly polluted and unpleasant environment.

Since we desire both material goods and environmental quality, and
since economic growth can provide the resources needed for environ-
mental and social programs, we must establish new arrangements that
allow us to choose among partially conflicting alternatives. Addi-
tional industrial and residential development will mean more polluted

Chairman Proxmire states: "If further aid to State and local governments is
required beyond the three basic steps recommended by the Committee, it can be
achieved through the enactment of a partial credit against Federal individual
income tax liabilities for State personal income tax payments. Such a credit
should be allowed only for State income taxes which meet clearly defined stand
ards of equity and progressivity. Provision should be made for an automatic
temporary increase in the allowable amount of the credit during periods of ab-
normally high unemployment, with the extra amount being added to the State
tax payments rather than retained by the individual taxpayer. A tax credit of
this type would provide a strong incentive for the adoption of progressive State
income taxes and it would act to support State revenues during periods of high
unemployment."



water and less space for recreation. Improvements in the environ-
ment will often cause the prices of products to rise as a result of firms
paying the full social cost for the resources they use. What we need is
a set of rules for the environment that balance the benefits from im-
proved environmental quality against the benefits foregone from the
reduction of other activities, including economic activity. In addition,
these rules must be supplemented by the expenditure levels needed
to implement them.

Last year, this Committee called for a major attack on combating
air and water pollution and solid waste disposal if future genera-
tions of Americans were to enjoy a hospitable environment. We fur-
ther argued that this effort should incorporate measures based on user
charges so that the financial burden of combating pollution is placed
on those who do the polluting rather than the general public. These
recommendations stressed our chief areas of concern and the strategy
we felt best suited for dealing with pollution-that the costs of
pollution be placed on polluters. This was our version of the principle
that those who use resources should pay the full social cost for that
use.

The Committee chose the strategy of charging polluters because it
has the advantages of utilizing a price mechanism. The first advan-
tage is that a charge is fair because it places the burden of the social
cost of pollution on those who cause it. The second advantage is that
a charge is an incentive for the polluter to minimize pollution, at
every level of pollution, because such action will reduce his costs.
The third advantage of a charge is that it is efficient, allowing the
lower cost pollution control systems to undertake a larger share of
the activity necessary to achieve a given level of environmental qualit .
The fourth advantage of a charge is that it is flexible since it can be
imposed even when there is uncertainty over pollution control costs,
and then adjusted as it is determined what level of charge will be
necessary to achieve a particular level of environmental quality. The
fifth advantage of a charge is that it would provide revenue to the
Government that could be used to further pollution control in other
areas.

An effluent charge is sometimes criticized on the ground that it is
a "license to pollute." If properly used an effluent charge is nothing
of the kind. It should be coupled with a requirement that the polluter
take steps, according to a fixed timetable, to control his pollution by
the best available technology. If he fails to comply, he should be
subject to enforcement procedures, effluent charge or no effluent
charge.

The Council of Economic Advisers has a comprehensive and intelli-
gent discussion in this year's Economic Report of the many factors
we must weigh in pursuing our attack on pollution. We especially
commend the Council's statement that central to a successful strategy
for improving the environment is that "the full social cost be paid
for the use of resources." Moreover, we welcome certain initiatives the
Administration has taken in this area, such as increased funding for
recreation and municipal water treatment facilities, and the applica-
tion of the principle of the payment of full social cost to air pollution
in the form of charges on leaded gasoline and sulfur oxides.



We recommend that the Congress carefully consider en-
actment of taxes on sulfur oxide and leaded gasoline
because such action would create disincentives in the use
of these toxic substances by requiring that their price
reflect full social cost.

The Committee is disturbed, however, by the Administration's
apparent inconsistency in this area. The Administration urges noise
standards while it remains silent about the social cost of noise from the
SST; it calls for charges on industrial polluters who use federally
assisted municipal waste treatment facilities, but excludes all other
water polluters; it has requested legislation under which licenses will
be required for ocean dumping without charges for the licenses; it
has proposed a national land use policy -with few built-in incentives
to encourage its achievement; and it calls for more recycling of solid
wastes while utilizing only $19 million of the $152 million Congress
authorized for this purpose last year.

This Committee also regrets the implication given in the Economic
Report that, while national standards for inter-state air and water
pollution are desirable, all national standards for intra-state air and
water pollution are to be avoided. If State A imposes strict pollution
control standards on a given industry, and State B does not, the Eco-
nomic Report inveighs against "governmental interference" with the
reallocation of production that would occur when an industry moves
from State A to State B because of State A's higher standards. The
Report goes on to say that "the same considerations apply interna-
tionally as well as domestically."

The Committee disagrees with this approach. Unless vigorous steps
are taken to put in place, at the national and ultimately at the inter-
national level, standards for pollution control, industries in environ-
mentally conscious states and nations will suffer competitively with
industries in states and nations that allow their environment to be
degraded. We therefore urge the Administration to adopt national
standards against environmental degradation, taking into account
both inter- and intra-state pollution problems, and to take the lead, in
the Organization for Economic Cooperation and Development and
in other international organizations, to generalize these standards
to as broad a group of nations as possible.

We urge the Administration to make greater efforts to
comprehensively formulate rules for protecting the envi-
ronment that are based on the principle that those who
use resources should pay their full social costs. We also
judge that the Congressional appropriations for solid
waste treatment can and should be productively utilized
at this time. Finally, we urge that the Administration set
national air and water pollution standards that take into
account both inter- and intra-state pollution problems,
and take the lead in generalizing these standards
internationally.
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4. TRANspOaTA iON

Transportation is especially important to our Nation's well-being
because it affects the rate of economic growth, the distribution of people
and resources and the quality of our environment. As such, it is es-
sential that government policies do not encourage the misallocation
of resources through a divergence between private costs and social
costs. The Council s Report places special emphasis on how such a
divergence can occur when government regulation of transportation
interferes with the competition that would encourage the efficient use
of resources.

At the present time, the Interstate Commerce Commission regulates
all rail traffic, 40 percent of truck traffic, and 10 percent of inland
water traffic. The regulation is comprehensive with respect to surface
transportation, covering rates, types of service, and the right of firms
to enter and leave the industry or particular markets. A major effect
of such regulations is to reduce rate competition among surface car-
riers and foster higher cost conditions in surface transportation. The
regulation of the Interstate Commerce Commission has also restricted
the entry of new carriers into the surface transportation field. Not
only does such a policy conflict with the basic philosophy of a market
economy, which is to encourage competition, but it deprives our so-
ciety of the service and cost innovations that generally accompany
the influx of new firms.

The restriction of competition, particularly with respect to prices,
has had adverse effects on the carriers themselves. Withprice com-
petition eliminated, carriers are left to compete on nonprice grounds
such as speed and quality of service. Nonprice competition frequently
leads to more and fancier equipment than is economically justified
and excess capacity results. The costs of carrying this excess capacity
have in turn tended to dissipate much of the financial gains to carriers
that resulted from suppression of rate competition. The Council con-
cludes that with respect to railroads: "The over-investment and
misallocation of capital in railroad facilities, and the regulatory re-
striction on the ability of railroads to set rates that would capture
profitable long-haul traffic where they are most efficient, have led to
a steady decline in the railroads' own rate of return on investment from
an average of 3.7 percent in 1950-59 to 2.8 percent in 1960-69."

The distortions that have been bred by the regulation of surface
transportation also have come to characterize air transportation. Rates
and entry conditions are controlled in this field by the Civil Aero-
nautics Board. As a result, free entry is prevented and nonprice com-
petition and excess capacity are typical. In fact, it would appear that
many of the problems the airlines experienced in 1970 are the direct
result of the excess capacity they developed by overinvestment in
airpIanes.Woth the distortions that have occurred in the transportation area,

and the regulatory policy that is to a great extent responsible, are
issues that require a comprehensive reevaluation of the regulation of
transportation. The Council of Economic Advisers concluded that
such regulation was a "factor that interferes with an efficient use of
resources in transportation, and it appears that regulatory patterns



may have to be reexamined if the industry is to contribute its full
potential to the Nation's welfare."

The Committee concurs with the analysis and findings of
the Council. It recommends that Congress and the Admin-
istration undertake a complete reevaluation of govern-
ment regulation of transportation, with increased effort
made to substitute competition for regulation.

While the Council has exerted a useful initiative, the Administra-
tion has not developed the kind of unified approach to transportation
that would consistently evaluate the social benefits and costs of alter-
native ways to meet a given transportation need. In addition, the Ad-
ministration has strongly supported specific transportation expendi-
tures that conflict with the Council's admonishment that private and
social costs should not be permitted to diverge.

The Joint Economic Committee itself, through its Subcommittee
on Economy in Government, has devoted considerable attention to
these questions in the past year. In our report, Federal Transportation
Expenditure, we made several recommendations that would impror e
the allocation of resources in the transportation area. One, that the
Administration develop a unified approach to transportation based on
a review of the full social costs and benefits of all proposed transpor-
tation investments. Two, that the Highway Trust Fund should be
phased out because it encourages the inefficient use of transportation
resources. Three, that the SST has limited public benefits but very
significant social costs and, therefore, Federal financial support is
not justified at this time.

The Administration should apply the principles laid down
by the Council of Economic Advisers to questionable
transportation programs it has advocated. It should with-
draw its support for the SST, it should make plans now to
phase out the Highway Trust Fund at the proper time,
and it should drastically reduce the $250 million annual
funding for inland waterways through a system of user
charges. On the other hand, mass transportation has re-
ceived too little attention and an accelerated program
would be in the best interests of the Nation.4 5 6

5. AomcunaLT

In 1970 the agricultural sector suffered the effects of the general
economic slowdown. Income received from farming declined in real
terms, reversing the upward trend of the last two years. While con-
sumer food prices rose in 1970, the prices received by farmers aver-
aged only slightly higher than in 1969, and actually declined 10 per-
cent between February and December. Prices paid by farmers
continued to rise in 1970. Excessively high interest rates also added

' Senator Sparkman states: "I find that my views on transportation differ sub-
stantially from those of my colleagues as expressed in this report and, for this
reason, I must disassociate myself from the conclusions expressed in this section."

" See Supplementary Views of Senator Humphrey.
" See Supplementary Views of Senator Bentsen.



to production costs. (See Monetary Policy chapter for further discus-
sion.) The resulting decline in income from farm sources was some-
what offset by an increase in income earned from non-farm sources.

Agriculture in the post-World War I period continued the
sharp gains in efficiency that characterized it in the 1920s and 1930s.
The result has been that today one farmer supplies the food needs of
40 persons, compared to only 10 persons a generation ago. The United
States is required to employ only 6 percent of its labor force in agri-
culture, while the Soviet Union, for example, must devote 40 percent
of its manpower to the agricultural sector. And the share of their in-
come that American consumers spend on food products has declined
steadily in the last 20 years--it now represents only 17 percent of their
disposable personal income. This increased efficiency in farm produc-
tion in the post-war years freed consumers' income for other consump-
tion expenditures and for investment. At the same time, agricultural
products continued to be a favorable contributor to the American bal-
ance of trade.

In the late 1960s, however, the large productivity increases that
American agriculture had enjoyed for the last 40 years leveled off.
Measured by farm output per unit of total input, which includes capi-
tal and land as well as labor, productivity on the farm has actually
declined slightly since 1965. This compares with increases of 14 per-
cent in the 1930s, 18 percent in the 1940s, and 24 percent in the 1950s.
If the productivity advances that characterized the agricultural sector
previously cannot be regained, there will be important consequences
for our entire economy. First, the reversal of productivity trends in
agriculture in the 1960s will retard further improvement in our stand-
ard of living. Second, inflationary price increases in all sectors of the
economy cannot be dampened without a" rise in productivity since
labor and other costs will continue to rise. The large real wage gains
that American workers have experienced have been made possible by
productivity increases which allow wages to rise faster than prices.
Productivity increases in agriculture must be regained if we are to
maintain stable food prices.

Unfortunately, at a time when further research is needed to develop
methods for increasing efficiency in farming, this year's budget does
not increase outlays for research and development for more efficient
farming techniques. Existing research and development programs
should be carefully evaluated to determine if they contribute to in-
creasing farm productivity. The Department of Agriculture should
also examine the possibility of new programs in research and develop-
ment which would provide new inputs into the problem of increasing
efficiency in farming.

The breakdown of the increase in food prices during 1970 bears
mention. Roughly 95 percent of the increase is attributable to higher
prices to intermediate handlers-the food processors, distributors, and
retailers. The remaining 5 percent is accounted for by higher prices
at the farm. As a result, the farm-retail spread for food prices in-
creased 7 percent in 1970. This occurred primarily in widening mar-
gins for meat products, but other products also shared in the increase.

It is not yet clear whether price increases at intermediate levels



were due to a rise in profit margins or to an increase in costs. Further
study of this problem is clearly warranted. If profit margins at inter-
mediate stages of preparation have indeed increased, the President
should call attention to this fact. As prices continue to rise, the con-
sumer is worse off. but in the past year the farmer has also suffered
even as retail food prices rose. Both these groups-the farmers and
consumers-do not have enough market power to significantly affect
prices. On the other hand, the market power of intermediaries be-
tween the farmer and the consumer should be examined to determine
if they are unduly restraining market forces from operating in setting
food prices.

Still another reason for the poor income position of the typical
farmer is the uneven distribution of most farm subsidies. Since these
subsidies are to support farm income, one would expect that they be
distributed in accordance with income levels-poor farmers receiving
the most and rich farmers the least. Such a distribution would im-
prove the income of the typical American farmer. However, avail-
able evidence suggests that the largest share of farm subsidies goes to
upper income farmers. This was documented in a 1968 pioneering
study by James Bonnen, "The Distribution of Benefits from Selected
U.S. Farm Programs." The summary data from that study is con-
tained in Table 4. As the Table clearly shows, the top 40 percent
of farmers receive approximately 75 percent of the benefits from most
subsidy programs. Farm income support programs should be carefully
reviewed to determine if the distribution of benefits is equitable.
Every effort should be made to enforce the recently passed crop sub-
sidy limit of $55,000 per crop.
TABLE 4.-DISTRIBUTION OF FARM INCOME AND VARIOUS PROGRAM BENEFITS: PROPORTION OF INCOME

OR BENEFITS RECEIVED BY VARIOUS PERCENTILES OF FARMER BENEFICIARIES

Percent of benefits received by the- sin'
Lower Lower Lower Top Top Top concer-

20% of 4i% of 60% of 40% of 20% of % of tration
Itew frer! tarmeros farero foreoro farmers armors ratio

Farmer and farm manager total money
income 1063 'a312 11.7 29.4 73.6 50.5 20.8 0.468

Ric., 19i I ------..--------------. 0 0.0 15.1 04.9 65.3 34.6 .632
Wheat, 1964:

Price supports ------------------ 3.4 8.3 20.7 79.3 Oi.3 30.5 .566
Diversion payments .............. 69 14.2 26.4 73.6 57.3 27.9 .460
Total benefit ---------------- 3.3 6. 20.4 79.6 62.4 30.5 .569

Feed grain. 1964:
Poicosspporfs .............. . . 05 0 1 2 10.3 84.7 57.3 24.4 .588
Doerson paymeto-.............. 4.4 16. 31.8 6. 2 46 8 20.7 .405
Total benefits I ---------------- O 4.9 07.3 0,7 56 23.9 .55

Cotton. 1964 8 .:. 6.0 15.1 84.9 69.2 41.2 .059
Peanuts, 1964' --------------------- 3.8 10.9 23.7 76.3 57.2 28.0 .522
Tohoco. 1960 .- . 3.9 13.2 26.5 73.5 528 24.9 .470
SuIrcIne, 9-------------------- 1.0 2.9 6.3 03.7 63, 03.2 .799
$ug rbee, 1965 .................... 5.0 64.3 27.0 73.0 50.5 24.4 .056

o David H. Bone. "Chanaes In the Income Distribution in Agriculture," Jour. Farm Economics, vol. 47, No. 5, December1655 ppi 1221-2.
o For prio support benefit.
o Includes prios-supportipayments and, In wheat. certificate payments as well.
OFor prico-support benefits plus government payments.
Sources: Except as noted, all figures are from the Lorers corve and Gil concentration ratio computations previousv

presented. although precios tables were not set up on quite the same heading intervas.

58-676 0-71-5



The Administration should carefully examine the ade-
quacy of Federal research and development and credit
programs for agriculture. New efforts should be made to
stimulate productivity in the agricultural sector. The Ad-
ministration should also determine why the margin be-
tween farm prices and consumer prices is widening and
take appropriate action to rectify this situation. Finally,
every effort should be made to ensure that farm subsidies
are equitably distributed and to strictly enforce the re-
cently passed crop subsidy limit of $55,000 per crop.

6. DEFENSE AND NATIONAL SECURITY

Defense Spending

Although there is no easy way of measuring the impact of national
security expenditures on the economy, an attempt to evaluate the
effects should be made. The sums spent in the pursuit of national
security are very great, and the Administration is proposing this year
that they be made greater. Unfortunately, the Economic Report of the
President and the Annual Report of the Council of Economic Ad-
visers do not address themselves to the critical issues created by de-
fense spending.

The relationship between defense spending and inflation should be
obvious by now. It is true that the causes of inflation are complex
and that no single factor, such as an increase in defense spending, can
be considered the sole cause of inflation. However, the correlation be-
tween defense spending increases and price increases is remarkable. In
the past two decades, the fires of inflation have been stoked on two
separate occasions with the fuel of war and defense spending increases:
between 1950 and 1953, and since mid-1965. National security outla's
must be considered a prime contributor to the inflationary trends m
each of these two periods.

As was pointed out in the testimony of private witnesses before this
Committee, the present high level of defense spending has been infla-
tionary in several respects. Such spending contributes to money income
and demand without a corresponding addition to output available for
consumption in the private sector of the economy. It entails high op-
portunity costs, measured as the lost output of the men and materials
absorbed by the military establishment. Moreover, the war and the high
level of defense spending have contributed and are continuing to con-
tribute to an inflationary psychology.

The procurement policies of the Department of Defense and the
practices of defense contractors have also contributed to inflation. Mis-
management, waste, and inefficiency have led to unwarranted increases
in the prices of military hardware. Cost over-runs on such multi-billion
dollar weapons programs as the C-BA, the F-111, and the Mark 48 tor-
pedo appear to be continuing unabated. The investigations of this Com-
mittee and others in the Congress have demonstrated that much of the
over-runs and the high costs of weapons are due to poor planning, un-
reasonable technical specifications and requirements, sometimes known
as "gold plating," and faulty managerial techniques. Both the Govern-
ment and the private sector are responsible for this sorry situation.



There has been much discussion of the lack of confidence on the part
of the American consumer. In the judgment of this Committee, the
consumer's confidence will not fully return so long as the debilitating
and demoralizing effects of the war in Southeast Asia persist. After
more than two years in office, the Administration has succeeded in re-
ducing U.S. involvement in ground action and direct outlays for the
war. Defense expenditures have also been reduced, although the re-
vised estimates for fiscal 1971 reflect a substantially smaller reduction
than had been originally forecast. At the same time, U.S. involvement
in air action in the war appears to have intensified, and the fighting on
the ground and in the air has now spread into South Vietnam's two
neighboring countries, Cambodia and Laos. Recommended budget
authority for fiscal 1972 for national defense is $80.2 billion, an in-
crease of $6 billion over the total obligational authority for 1971.
This indicates that the Administration plans to resume the upward
trend in defense spending in the near future.

What is most disturbing is the message implied by the figures in
the budget. Despite the assertions of a successful transition to a peace-
time economy, it is difficult to see anything peace-time about an $80
billion national defense budget. It is simply not possible to make a
transition to a peace-time economy with a war-time level of defense
spending. If it is the policy of the Administration to relieve the un-
employment problem by increasing defense spending, the Committee
is in strong disagreement with that policy.

In the interests of national security, defense spending
should be reduced in fiscal year 1972 substantially below
the estimated outlays for fiscal 1971 through reform of
weapons procurement to eliminate the unnecessary
cost over-runs, gold-plating, and waste that pervade the
procurement system, and to achieve a more effective and
efficient military program. 8

The National Security Budget

In order to understand what our Federal spending priorities are,
we need to have some confidence in the annual estimate of outlays for
each category of spending, and we need to be assured that the cate-
gories themselves are properly identified. The category in the Federal
Budget called "National Defense" presents serious problems on both
counts. First, Administration estimates for national defense expendi-
tures are notoriously wide of the mark. The budget estimates for the
current fiscal year, 1971, have already been sharply modified. Last
year, the proposed budget for national defense in FY 1971 was $73.6
billion. This year, the estimate has been raised to $76.5 billion, an in-
crease of nearly $3 billion. In general, the tendency has been for the
Administration to overestimate prospective reductions and to underes-
timate prospective increases. In our judgment, the Administration

7 See Representative Bolling's footnote, p. 48.
* See Supplementary views of Senator Bentsen.



needs to do a better job of estimating the levels of expenditure for
national defense.

Second, the budget category "National Defense" does not fully iden-
tify all of the items of expenditure that should be included in that
category; the definition of national defense found in the budget is so
restrictive that the outlay figures do not adequately reflect the true
costs of national security. Listed 'under the National Defense Budget
at the present time are the following items: Department of Defense-
Military, Military Assistance, Atomic Energy, Stockpiling of Stra-
tegic and Critical Materials, Expansion of Defense Production, Se-
lective Service System. and Emergency Preparedness Activities.

It is apparent from this listing that some recognition has been given
to the fact that it is important to itemize the defense-related expendi-
tures and to distinguish them from those of the Department of De-
fense. In addition, however, are a number of programs which also
make a direct contribution, in whole or in part, to national security or
which would probably not be undertaken but for the requirements of
national security. In this category are the Coast Guard, the Veterans'
Program, the Department of State, the United States Information
Agency, the Arms Control and Disarmament Agency, the Renegotia-
tion Board, the National Aeronautics and Space Administration, the
National Security Council, and expenditures for interest on the na-
tional debt. Although experts differ on the question of whether all of
these programs should be considered defense-related, economists such
as Arthur Burns have concluded that expenditures for international
programs and for space research and technology "are mainly pursued
in the interests of our national security," that the Veterans' program
is entirely a legacy of past wars, and that interest on the national debt
is preponderantly a payment for past wars.

In our judgment, expenditures for defense and defense-related ac-
tivites should be incorporated under the heading "National Security"
and should contain the following types of information:

(1) Total outlays of the Department of Defense for military
purposes;

(2) Outlays of all other agencies or programs whose activities
are related to current military programs;

(3) Outlays of all other agencies or programs justified on the
grounds of national security; and

(4) Outlays of all other agencies or programs in payment for
past wars or military programs.

The more important reason for expanding the current breakdown
of defense expenditures is to reflect as accurately as possible the full
costs of national security, whether pursued through programs admin-
istered by the Department of Defense, the Department of State, or any
other agency. Of course, it would not be implied by identifying total
national security expenditures that all of them are subject to the same
sort of control by the Administration or the Congress.

Table 5 is a breakdown of the National Security Program actual
outlays for selected years from FY 1965 to FY 1970. Estimated outlays
are shown for FY 1971 and FY 1972. The Administration's requested
obligational authority for FY 1972 is also shown.



TABLE 5-NATIONAL SECURITY BUDGET

[In millions of dollars]

(Fiscal years)

outlays

1971 1972 Authority
1965 196 1969 1970 (est.) (ast) 1972

Defense, military assistance and defense
related activities:

DOD military' ----.................. 46,173 77, 373 77.877 77.150 73, 370 74, 975 77. 663
Military assistanc-e -. - 2,469 1.237 1,355 1, 18 1,823 1.827 2 052
Atomic Energy- . 2, 625 2,466 2.450 2.453 2,275 2.318 2, 251
Space Research and Technology 5, 93 4,721 4, 247 3.749 3,368 3.151 3,270
U.S. Arms Control and Disarmament

Agency- - - - - -7 11 1 '1 '0 9 9
Renegetiatian Bnard- - - - 3 3 3 4 4 5 5
Rational Security Council - -- 1 1 1 2 2 2
Stockpiles -.-------- . 6 9 16 15 27 3
Expansion ot defense production.... R 51 166 -15 -167 -24 ..........
Selective Service ---------.-- - - S 43 57 65 75 75 78 7i
Emergency Preparedness ----...... 17 12 11 4 10 9 7
Deductions for offsetting receipts - -- 124 -116 -138 -118 -278 -89 -898

Subtotal ----- 56,383 85.835 $6,065 84, 515 80, 519 81,482 84, 469

Payments for past wars and defense
p.grm:

Veterans benefits --------- 6, 080 6, 812 7. 640 9, 677 9,969 10,644 10, 991
Interest -------------------- 8.577 10, 308 11,843 13, 734 14, 575 14:765 14, 765

Subtotal --------------------- 14.657 17.190 19, 483 22,411 24. 544 25,409 25.756

Programs lustified on grounds of na-
Dona defense:'

Ocean shipping --- 253 227 236 239 326 345 374
Impacted area nschool aid' -- 263 360 299 492 384 365 332

Subtotal --------------------- 516 607 535 731 710 710 704

Total, National Security .......... 71,556 103,632 106, 083 107, 657 105.773 107, 601 U0, 929

1 DOD Military excludes DOD civil outlays which totaled $1.2 billion in 1965; $1.3 billion in 1968; $1.3 billion in 1969;I1l2 billion in 1970; $1.4 billion in 1971 (ant); $1.5 billion in 1972 (est); and $1.5 biion in new obbigational authority
yer 1972.

a Includes Military Assistance Program (MAP), supporting assistance, credit sales, and part of the Food for Peace
Program. Excluded are outlays for military assistance purposes funded through the Department of Detense.

'Includes 75% of the program.
Portions of programs, ohen thee those listed, have been jastihed in the past as essential rational secunty in-

cludieg the Natisnal Defense Highway System, the airport program and others. The committee intends to further analyze
this matter.

Source: Estimated from data In The U.S. Budget, various years.

This is admittedly an imperfect attempt to explain to the American
taxpayer the full costs of national security, whether for past or present
wars or defense.

The Committee recognizes that others will question certain items
contained in the national security program, that objections will be
raised to parts of it, and that suggested changes will be proposed.
Last year in our Annual Report, the Joint Economic Committee rec-
ommended that the full costs of past and current defense-related
activities be included in the category of defense programs found in the
budget document. No action was taken on this recommendation. We
now hope that the national security program breakdown that we have
offered will provoke widespread discussion and debate, and that the
Office of Management and Budget will be moved to incorporate this
concept in next year's budget.



The Office of Management and Budget should rename the
National Defense Budget the National Security Budget
and should include as separate line items in addition to
those presently listed: outlays of all other agencies or
programs whose activities are related to current mili-
tary programs; outlays of all other agencies or programs
justified on the grounds of national security; and outlays
of all other agencies or programs in payment for past
wars or military programs.

The Costs of the War in Southeast Asia

The inadequacy of the discussion of national defense in the budget
document is underlined by the Administration's failure for the second
year in a row to disclose the current costs of the war in Southeast
Asia. Prior to 1970, the costs of the war were regularly provided to
the Congress and the public through the budget document and
through discussions in the Economic Report of the President. It is a
basic principle of accountability that the Government explain to the
people how its tax dollars are being spent, especially when part of
those tax dollars are being diverted to fight a war.

While the costs of the war were steadily increasing in the past, the
Government showed no reluctance in reporting the figures. It should
be noted that from 1965 through 1968, total defense expenditures
increased greatly, primarily as a result of the war in Southeast Asia.
There was a direct correlation between the enlargement of the war
and the enlargement of the defense budget. The Committee judges
that the American people are as entitled to know the costs of the war
during the period in which it is winding down, according to the Ad-
ministration. as when it was escalating.

The omission of the costs of the war from this year's budget is
puzzling for another reason. Last year, after the budget document
and the President's Economic Report were released, the Defense De-
partment discussed Southeast Asia costs in testimony before the ap-
propriations committees of the House and Senate. Although the hear-
inrs were in executive session, the testimony was later made public.
In the testimony, it was asserted that the incremental costs of the war
in fiscal 1969 were $21.5 billion, and the incremental costs for fiscal
1970 were estimated at $17.4 billion. Less than one year earlier, the De-
fense Department provided the Joint Economic' Committee with a
different set of figures on the cost of the war. The costs supplied to
this Committee showed that $28.8 billion would be spent for the war
in fiscal 1969, and that the costs would amount to $24.9 billion in fiscal
1970. Aside from the wide variance between these two sets of fig-
tres. there is the serious question of suppressing the costs of the war
from the annual budget document and Economic Report of the Pres-
ident and then subsequently supplying the firires to a Committee of
Conress in closed-door session. Separating the costs of the war from
other defense outlays defeats one of the principal purposes of the



Federal budget. Delaying the release of these costs, if they are to be
released, until after the Joint Economic Committee has held its an-
nual hearings, prevents this Committee from making a complete study
of matters relating to the Economic Report.

The Administration should resume the practice of making
full public disclosure in the budget of the annual costs
of the war in Southeast Asia, the amount by which costs
have been reduced from the previous year, and estimates
for future expenditures.

Economic Conversion

In its Report, the Council of Economic Advisers points out that em-
ployment attributable to Department of Defense expenditures will have
decreased by nearly 1.8 million workers from fiscal year 1968 to fiscal
1971, that most of the decline is in private employment (1.3 million
workers), and that reductions in the armed forces account for most of
the remainder. The Administration takes credit for managing two si-
multaneous transitions, in the words of President Nixon, "from a war-
time to a peace-time economy and from a higher to a lower rate of infla-
tion." It is also asserted that these transitions were inevitably accom-
panied by some decline in output and a rise in unemployment. Accord-
ing to the Council of Economic Advisers, "if the past and current infla-
tion had not been in the picture, it would have been possible safely to
maintain more expansionist pressures in the economy and the labor
market; resources released from defense uses could have been more
quickly redeployed to new uses; and workers affected by defense cut-
backs would have found it easier to obtain new jobs." Thus, according
to the Administration, the recent increase in unemployment was caused
by the overall program of restraint, which itself made it impossible to
take steps to counteract the unemployment.

The Committee rejects this argument. It was wrong and unneces-
sary to impose the costs of fiscal restraint on the shoulders of the al-
ready overburdened worker and on the backs of ex-G.I.s. Steps could
have and should have been taken to provide retraining, relocation as-
sistance, employment information, and even jobs to those persons in the
defense industries and in the armed services who became unemployed
as a matter of Federal policy.

The Committee notes the establishment in 1970 of an Interagency
Economic Adjustment Committee under the chairmanship of the
Secretary of Defense. This committee is supposed to assist communi-
ties who are seriously affected by defense cutbacks by assuring to them
the services and facilities of the Federal Government. According to
the Economic Report, the committee operates through a task force
which "visits the community and assists the local leaders, whose
initiative is indispensable, to prepare a plan for action. . . . Each
plan would attempt to mobilize private, municipal, State and Federal
resources to create an economic base which will utilize the local labor
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and capital. The Federal contribution to the combined effort, in addi-
tion to advice, may include economic and engineering surveys, public
facilities grants, small business loans, surplus real property, and funds
for manpower training programs, as well as Federal expenditures to
carry out a variety of programs." The Committee approves of this
development as a step in the right direction. But much more needs to
be done.

An economic conversion program should be adopted to
assist individuals and communities adversely affected by
reductions in defense spending. Until comprehensive
manpower and income support programs are available to
all who need them, special unemployment compensation
and retraining should be made available to workers dis-
placed as a result of defense cutbacks. There are many
cases where it is desirable for bases to be transferred to
communities for public purposes. In such cases, commu-
nities should be assisted in acquiring possession and title
to the land and facilities on the base without undue delay.



SUPPLEMENTAL VIEWS OF VICE CHAIRMAN PATMAN

I agree with the overall thrust of policy recommendations con-
tained in our Report. However, there are some recommendations
which are not entirely acceptable to me. One of the most important
of these areas deals with the absolute need for the Administration
to adopt forceful measures-even more forceful than is advocated by
the Report-in order to halt inflation, greatly reduce unemployment,
and sufficiently stimulate the construction of housing and public
works and facilities to meet urgent national needs.

I wish to make it clearly understood that monetary policy is not
stimulative enough. Long-term interest rates are far too high, par-
ticularly for mortgage credit and for Federal, State, and local borrow-
ing. They must be brought down by appropriately stimulative mone-
tary policy, and if this means that the Federal reserve brings about
an expansion of money by more than 6 percent, the upper limit to
our "Rule," then this should be done.

I do not believe that fiscal policy, as outlined by the Administra-
tion, is stimulative. The deficits envisioned for this fiscal year and
next are a direct result of ill-advised policies of the past year which
put the economy in a straitjacket. It would indeed be possible through
more stimulative budget policies, not only by postponing projected
Social Security tax increases (as already initiated by Congress) and
moving up the individual tax costs, but by expanding outlays for much
needed social purposes--that the actual deficit realized next year will
be lower than it otherwise would be under proposed policies.

These steps may involve some danger of further inflation. But this
danger need not arise if the Administration uses its existing author-
ity to impose temporary wage and price controls authorized by Con-
gress last year. Moreover, the use of these controls should be on a
basis broad enough to be effective in terms of halting the wage-price
spiral by being imposed on major components of the economy. Such
a course stands in sharp contrast to the narrow and discriminatory
decision by the Administration to revoke provisions of the Davis-
Bacon Act for construction workers employed on Federal projects.
All that the Administration succeeded in doing here was to single out
a relatively small group of construction workers and in essence say
to them that they are to simultaneously serve as a warning and a
scapegoat for continuing inflation. It would have been unfair to
have placed such a burden on the construction industry alone-
even if management was included with labor-but to single out only
a small portion of the labor involved in the construction industry is
sheer folly.

A broad set of guidelines should be developed by the Administra-
tion during any period when a temporary wage-price freeze is in effect,
and these guidelines should be applied immediately following the lift-
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ing of controls. The guidelines principle should be made a permanent
tool of economic policy, for as we return to full employment the dan-
ger of inflation will always be present. At the very least, the Adminis-
tration should forthrightly and openly engage in actively opposing
such flagrant wage and price increases as we have witnessed in the last
two years. It should do so in a way that will serve to dampen pressures
that are raising wages and prices rather than pursuing the present
practice of announcing what damage has been done after the fact.

In connection with the need for a more stimulative fiscal and mone-
tary policy, Congress should, as soon as possible, pass legislation simi-
lar to that which is contained in H.R. 3550 and S. 580, identical bills
designed to establish a National Development Bank. The essential
purpose of such a bank is to assure that an adequate source of loan
funds at reasonable interest rates is made available to:

(1) State and municipal governments for public works and
facilities;

(2) Small and medium size commercial and industrial entities
to create employment and job training opportunities in depressed
urban and rural areas through loans for the location of new indus-
try and the expansion and improvement of existing business and
industry; and

(3) Public agencies and private nonprofit or limited dividend
roups for the construction of low and moderate income family
ousing projects.

National Development Bank loans would be available to those credit-
worthy businesses and industries, individuals and organizations that
cannot obtain adequate loan funds at reasonable rates to achieve the
purposes of such an act. To assure that the Development Bank is ade-
quately funded, Congress should appropriate at least $1 billion to the
Treasury. These funds would be earmarked for the purchase of Devel-
opment Bank obligations. In addition, the Development Bank could
sell its obligations in the open market. With a maximum debt ratio
amounting to twenty times the paid-in capital. the Development Bank
could have a total of $20 billion in loans outstanding.

Creation of a National Development Bank along these lines is a
sure way of establishing a significant measure of economic stability
for those State and municipal governments which are starved for vital
public works funds every time fiscal and monetary policies-as they
inevitably do-become too severe in their restriction. The need to have
this source of loan funds available has been agonizingly demonstrated
during the past year when hundreds of millions of dollars of State
and municipal bonds went unsold because market conditions no longer
permitted them to remain competitive. Obligations that were marketed
had to provide enormous yields. The label of public works and facil-
ities used here is presented in its broadest meaning, running all the
way from pollution control to education and health expenditures,
hardly the kind of investments that should be made to carry a high
interest or high yield penalty.

The same economic elements that have strangled public work ex-
penditnres also fuel arguments for the creation of a National Develop-
ment Bank to provide loan funds at reasonable rates for small and
medium size businesses and industries in depressed areas or in areas
where there are substantial pockets of occupational unemployment.
This nation cannot continue to stumble toward economic stability



while sacrificing millions of jobs and hundreds of businesses and in-
dustries that have been the victims of fiscal and monetary policies.

The same things can be said of the effect of fiscal and monetary poli-
cies on housing during the past year when the rate of housing starts,
1.2 million early in 1970. made a mockery of national housing goals
which call for 2.6 million new and rehabilitated housing units a year.

Devoting $1 billion to the creation of a National Development Bank
to serve these purposes is a relatively small investment to make com-
pared with the returns such loans-not grants-will make possible for
our people and the nation's economy. In effect, the establishment of a
National Development Bank would be a real step toward reordering
our often out-of-balance priorities. Moreover, the Development Bank
described here would operate in a way that would not compete with
conventional lending sources since Development Bank loans would be
available only to borrowers who could not obtain loans at reasonable
rates from conventional lending sources. It goes without saying that
the existence and effective operation of a Development Bank would
serve, among other things, to prompt conventional lending institutions
to provide more loan funds for socially useful purposes during tight
money periods if these institutions knew there was aMank of last resort
for such loans.

The need for a National Development Bank is underscored by the
Administration's insistence on lifting the 41/4-percent ceiling on ong-
term Government obligations. Lifting this ceiling means that the
Treasury, for the first time in 53 years, will be free to sell 20, 30, 40
and 50-year Government obligations at market rates. Its efforts to do
so will produce two extremely costly and damaging results:

(1) The taxpayers of the nation will needlessly be saddled with
debt costs on these obligations which will be at least nearly twice
the interest now demanded by the market on short-term govern-
ment paper. The Secretary of the Treasury has estimated that
long-term obligations, freed of the 41 4-percent ceiling, would
carry a yield of 6 to 632 percent in today's market. He was saying
this at the same time that short-term Treasury notes were being
sold in the market at interest rates of 3.6 percent. The fact that the
Administration restricted the lifting of the 41/4-percent ceiling to
$10 billion in long-term government obligations amounts to noth-
ing more than a thinly disguised effort to open the door to eventual
removal of the ceiling on all long-term government obligations at
enormous costs for generations of our peoples to the benefit of large
commercial banks and wealthy individuals-those who provide
most of the market for such obligations.

(2) Sales of long-term Government obligations at market rates
will automatically place such obligations in competition with
State and municipal bonds and mortgage obligations which have
similar maturities. This in turn means that competition for
market sales will tend to push interest rates up and at the same
time diminish the opportunity of State and local governments
and mortgage originators to sell readily their obligations-to say
nothing of being able to sell them at reasonable rates. Further-
more, the uncertainty regarding ease of marketability of State
and municipal bonds produced by this additional competition
from the Federal Government will inevitably be reflected by hesi-
tation on the part of underwriters to handle the huge volume of



such paper expected to come onto the market in the coming years.
As an example, State and local governments estimate they will

have to raise over $150 billion in the next half dozen years to
provide social, educational, health and other public facilities that
the Nation's growing population demands.

The existence of a National Development Bank under such circum-
stances will help to provide effective protection for those States and
communities which cannot and should not have to compete for funds
under these conditions.

Leg-islative efforts to remove the 41/ percent ceiling on long-term
Government obligations were linked to raising the national debt limit
to $435 billion. Tn its own way this too is a needless act which could
have been avoided if the Treasury would cancel the $62 billion in
long-term bonds held by the Federal Reserve Open Market Committee
and cease the allocation to the Federal Reserve of $4 billion a year in
interest on these obligations. That the Treasury should cancel these
bonds and stop paying interest on them is a matter openly admitted
on numerous occasions by former Federal Reserve Board Chairman
William McChesney Martin. He has repeatedly made such an admis-
sion because the bonds have been paid for and there is no valid reason
to continue paying the interest. By the same token, cancellation of the
bonds would reduce the national debt by $62 billion, and this in turn
would have made unnecessary the Administration's move to raise the
national debt limit to $435 billion.

At the very least, I urge the members of the Appropriations Com-
mittees of the House and the Senate, in particular, and all the mem-
bers of Congress in general, to end the practice of appropriating funds
for the payment of interest on these bonds. In this way the bonds
would be placed in the category of being non-interest bearing obliga-
tions and the Federal Reserve would be compelled to come to Congress
to seek operating funds. This in turn would give both Congress, since
it provides such funds, and the Administration. since it disburses such
funds, the leverage both need to force the Federal Reserve to coordi-
nate its actions with national fiscal and monetary policy as these are
developed by Congress and the Administration. Congress has every
right to take such action since there is nothing in the Constitution, any
law or even any regulation which would prevent it from doing so.

By the same token reliance on Congressional appropriations would
open the way for an audit by the General Accounting Office to deter-
mine how efficiently funds' provided to the Federal Reserve are
utilized. All other Federal agencies are subject to the same conditions
and there is no reason why this one, especially since it is meant to be
the tool by which national monetary policy is implemented, should
not be made to respond to the elected representatives of the people.

The ridiculousness of the situation is illustrated by the present run-
ning feud between the Administration and the Federal Reserve. On
the one hand, the Administration is urging the Federal Reserve to
loosen its monetary policy and pump more money into the economy in
-n effort to approach if not achieve a full employment economy. On
tlie other hand, the Federal Reserve is saying that it appreciates the
advice but it will nevertheless do what it wants to when it wants.

To say the least, the situation is intolerable.
WRIGHT PATMAN.



SUPPLEMENTAL VIEWS OF REPRESENTATIVE BOGGS

I commend my colleagues for the excellent and extensive hearings
which they held on the subject of the nation's economy during Janu-
ary and February and for issuing this fine Report. Unfortunately, my
duties as Majority Leader did not permit me to participate fully in
the hearings and, for this reason, I don't believe that I should take a
position on each and every recommendation in the report. However.
I have followed closely the Administration's economic programs and
must record the fact that they cause me great concern.

The absence of a responsible policy to deal with wages and prices is
a major defect, in my opinion, and I am pleased to identify my views
with the position taken in this report strongly urging policies to
achieve price stability. As indicated in the Report, a program should
be adopted at once setting up a price and incomes board which would
issue guidelines setting forth acceptable rates of increase for wages
and prices and which would focus the spotlight of publicity on sig-
nificant wage and price decisions that are inconsistent with achieving
our long-term goals of stable prices and low unemployment.

Likewise, I would like to commend my colleagues for calling atten-
tion to the unrealistic character of the Administration's projection of
a $1065 billion GNP for the Fiscal Year 1972. I see nothing in the
Administration's policy proposals that would serve to bring about this
level of production. As a matter of fact, I feel strongly that the situa-
tion is more urgent than indicated by my colleagues and I would pro-
pose stronger measures to remedy the stagnation that has brought
unemployment to an untenable level of 5,400,000 and permitted a 5%
percent inflation rate to cause wholesale disruption in our economic
life.

The United States cannot afford to let the economy limp along far
below its potential. The needs of our own people and the other peoples
of the world are so great that economic stagnation in our great econ-
omy is a world tragedy. In 1970, we lost almost $50 billion, an amount
far in excess of the (INP of many nations. This is intolerable and I
am proud of the record that the House has already set in efforts to get
this economy back to high employment, full production and stability.
The Democratic leadership regards this as the top policy priority and
I believe that the Congress must devote a major part of its efforts to
meeting this objective.

We are already hard at work. The House has passed legislation
to extend stand-by wage and price controls, permitting the President
to put them into effect whenever he deems it necessary to curb in-
flation. Hearings have already been held on public service employ-
ment which, as my colleagues point out in this Report. is urgently
needed to help our hard pressed communities to meet shortages of
vital services in law enforcement, fire protection. medical care, edu-
cation and sanitation. Other hearings are being held on public works



construction for communities suffering from high unemployment.
Elsewhere in the Congress hearings are being held on urgent needs
of our population for housing, for health care, environmental con-
trol, employment, education, and consumer protection. We must be
prepared to expand our public outlays on vitally needed services.
This will serve the double function of meeting crucial needs and
helping to restore our economy to full growth and high employment.

I must take this opportunity to express my grave doubts about the
advisability of the President's revenue sharing proposal. Revenue
sharing is: of course, not a new idea. It has been around for many,
many years, and, of course, we already have approximately $30 billion
of revenue sharing at the present time in the form of grants for spe-
cific purposes. The President's proposal would simply provide ad-
ditional funds to the States without the Federal controls that are
normally associated with the grant of such funds. As I have said
before, the Administration has taken an old idea, packaged it in a
new wrapper, and offered it as a specious solution to the very real
problems of the State and local officials who are afflicted with falling
revenues and rising costs.

A recent study conducted by the staff of the Joint Committee on
Internal Revenue Taxation shows that the Administration's revenue
sharing proposal would not increase assistance to the States and cities
but rather would result in reduced aid in such vital areas as education,
the model cities program and urban and rural community develop-
ment. Indeed, the 1972 budget shows actual reductions in such items
as highway safety grants, school lunches, Federal impacted aid to
schools, and loans for rehabilitation of water and sewer facilities.

The revenue sharing proposal would not strengthen local and State
governments, in my opinion, but would weaken them. To provide funds
on a "no strings attached basis" would simply lessen governmental
responsibility and work against very necessary efforts now going on
at all levels of government to promote responsible and effective gov-
ernment. Local governments increasingly dependent on Federal reve-
nue will become decreasingly capable of'directing their own destinies
and this would be a tragic turn of events in this Nation.

The House Democratic leadership has been meeting monthly with a
Committee of U.S. Mayors in an effort to develop a more realistic and
genuinely constructive aid program. Some of the alternatives that we
are discussing and which I might add the Mayors received with
enthusiasm are as follows:

1. A new proposal to discontinue the various matching fund
formulas that cities are finding increasingly hard to meet as their
revenues decline. The idea here is to give outright grants to cities
in need. and "forgive" them on the 10, 30. and 50 percent matching
funds that are now required of them. This proposal would let the
cities keep desperately needed funds and allow them to put the
money where local officials think it will do the most good.

2. Full funding of programs for the cities. At present,
Congress authorizes programs and then, in a separate action,
provides money for them. There is often as much as a 30 percent
"shrinkage" in the process. Congress should work to ensure that
this does not happen particularly in the case of programs for the
inner city.



3. Where the President has recommended little or nothing for
existing programs, Congress should see to it that sufficient funds
are provided. At this moment the Administration is holding up
$600 million in community development funds that can be re-
leased for the current fiscal year. The breakdown is $200 million
in urban renewal funds, $200 million in water and sewer funds,
and $192 million in public housing contract authority. We are
urging the President to release these funds.

4. Federal takeover of welfare costs. Although this would bene-
fit States rather than cities, we are exploring the possibility of a
provision that would make it mandatory for much of these funds
saved by the States to be passed on to the'cities.

5. Public service employment. We have now conducted hearings
and will have a bill that will help pay the salaries for firemen, po-
licemen and other municipal workers. This will provide much
needed jobs for many of our unemployed and will stop the cut-
back in essential municipal services. President Nixqn vetoed a bill
like this last year and if he does it again Congress should override
his veto. In the year that has passed since that veto, the problem
has become worse with no relief in sight.

6. An urban development bank. This bank would provide loans
to cities on a long term, low interest basis, to finance much needed
public works and housing projects. Interest rates would be under 6
percent and a borrower would have to prove he could not obtain
a loan from private lending sources or at reasonable terms. So
this public bank would not be competition with conventional
lending institutions.

7. Accelerated public works. Hearings have been held on a $2
billion accelerated public works bill which would immediately
provide these extra funds for water and sewer facilities, hospitals
and other public programs, local roads and streets, etc., above
funds provided through the regular grant-in-aid programs in
these areas. This would attack the twin problems of environment
and unemployment.

8. Several Democrats have come forward with a fine new idea
for intergovernmental cooperation. This proposal would have
the Internal Revenue Service collect for the States and local gov-
ernments their income tax. The tax would be coordinated with the
Federal tax by being either a percentage of the federally com-
puted income or the tax. This suggestion would allow the most ef-
fective and efficient tax gathering agency in the world (.004 of 1
percent collection costs) to collect the State and local tax and
immediately pay it over. Not only would this greatly increase col-
lections-variously estimated at about $1 billion-but it would
eliminate the costs of collection incurred by the States of almost
$200 million. At the same time, the plan would reduce the complex-
ity of return filing for our citizens and business since the State and
local returns would be eliminated and replaced by only one extra
line on the Federal return.

This plan would not impinge on any States sovereignty as each would
levy the tax at its own rate. I fear greatly that revenue sharing as pro-
posed by the Administration cannot make this claim. It will only be a
short time before the States are devoid of revenue potential and com-
pletely dependent on the Federal revenue sharing-at that time Fed-
eral controls may eliminate State government as real forces.

HALE Boons.



SUPPLEMENTAL VIEWS OF REPRESENTATIVE
REUSS ON MONETARY POLICY

In my supplementary views on the 1968 Joint Economic Committee
report (pp. 44-46), I pointed out how widely the Federal Reserve
System was disregarding the admonition of the Joint Economic
Committee in its 1967 report to stay within a normal rate of growth
of the money supply, narrowly defined (the formulation in recent
reports of the Joint Economic Committee, including this 1971 report,
sets a desirable rate of growth in the money supply narrowly defined,
at 2-6 percent). I also said: "Perhaps the Joint Economic Commit-
tee's 'advice' has been too tersely stated, with insufficient regard for
other factors than the money supply, narrowly defined."

I then proposed a more comprehensive set of guidelines-a general
principle, and seven qualifications. During the hearings of the Joint
Economic Committee on July 23, 1970, I had an opportunity to ques-
tion Chairman Burns of the Federal Reserve System on these pro-
posed guidelines. (Hearings, pp. 596-600). Dr. Burns thereafter sup-
plemented his testimony by additional material, which is included
In the printed hearings.

As a result, I am prepared to suggest guidelines which emerge
from my questions and Dr. Burns' reaction to them. It seems to me
that until improvements come along, these guidelines would be sensi-
ble advice for the Joint Economic Committee to give the Fed, rather
than the present simplistic "Keep the money supply, narrowly defined,
in the range of 2-6 percent growth per year."

The suggested guidelines follow:
The Federal Reserve System, through open-market operations,

reserve requirements, and discount policy, shall endeavor to ac-
commodate a growing full-employment gross national product
by expanding the money supply (narrowly defined to include
commercial bank demand deposits and currency outside banks)
by 2-6 percent yearly, with the following qualifications:

1. The target figure should be adjusted up or down from
the above band from time to time to reflect the extent to
which time deposits in commercial banks, and in savings
and loan institutions, mutual savings banks, and credit
unions, substitute for the narrowly defined money supply.

2. The target figure should be on the higher side of the
band in periods of less than full use of resources, on the
lower side in periods of full use of resources. This qualifica-
tion is subject to the further qualification that the lag be-
tween monetary actions and their effects on output and
prices, and information about the recent behavior of prices,
economic activity, and the course of fiscal policy, must be
carefully considered. If the recent past has been dominated
by excess demand and substantial inflation, an attempt to
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reach full use of resources in the short-run through acceler-
ated monetary growth could sacrifice the prospects for non-
inflationary growth over the longer run. Under such cir-
cumstances, if the economy were operating somewhat below
its potential, but moving upwards, a rate of money stock
growth that was too high might risk overstimulating the
economy. On the other hand, when the economy is relatively
free from inflationary pressures, and fiscal policy is restric-
tive, a relatively expansionary monetary policy may be
needed to maintain full resource use.

3. The target figure should be on the higher side of the
band, or even higher than the band, when resources are under-
employed, and simultaneously businesses are making excep-
tionally heavy demands on credit, not for current business
expenditures, but for additional liquidity in anticipation of
future needs, or to replenish unexpected liquidity losses. It
must be recognized, however, that additions to money hold-
ings to satisfy present liquidity preference would prove to
be a source of funds to finance inflationary demands later
on, should the preference for liquidity decline.

4. In general, cost-push inflation should be attacked by a
moderate rate of growth in the money stock, a sound fiscal
policy, and a wage-price-incomes policy. An effort to offset,
through monetary restraint, all of the upward push that ris-
ing costs exert on prices may unduly restrict aggregate de-
mand, and increase greatly the risk of substantial under-em-
ployed resources. On the other hand, expanding the growth
rate of the money stock by the amount of inflation attribut-
able to the pressure of costs on prices would provide the
potential for an unending round of price and wage increases.

5. The target figure should generally be sought over a three-
month period. But a longer period than three months may
occasionally be needed to average out the targeted rate of
growth in the money supply, depending on the current and
immediately prospective state of the economy and of financial
markets, the size of Treasury borrowings, the management of
the Treasury balance, and the source of short-run variations
in private money demands.

6. The proper use of monetary policy to avoid domestic in-
flation, as outlined above, is equally necessary from the bal-
ance of payments standpoint-the effect of price inflation on
the country's international transactions in goods and serv-
ices, and the vital role of the dollar as an international reserve
currency.

From the point of view of international capital flows, bal-
ance of payments considerations should affect monetary pol-
icy only through varying the maturity of the Federal Re-
serve System's portfolio so as to achieve to the extent possible
appropriate interest differentials as between long-term and
short-term securities. It should be noted that differentials be-
tween short- and long-term yields in any one country are less
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directly relevant than are differentials between levels of both
short- and long-term yields in one country and those in
another. For a country experiencing persistent balance of
payments difficulties, adverse differentials in long-term yields
may assume considerable importance, though their effects
may be offset by devices such as the Interest Equalization
Tax. With respect to short-term interest rates, large changes
and yield differentials may also be undesirable, because they
may induce large flows of short-term investment funds. On
the other hand, adverse yield relationships and adverse flows
of funds may at times be unavoidable, and if they appear
likely to be self-limiting, they need not be a cause of special
concern,

7. The consequences of monetary policy for the home-
building industry should be taken into account by including
Federal National Mortgage Association and Federal Home
Loan Bank Board securities in the Federal Reserve System's
portfolio in meaningful amounts, and by lengthening its
portfolio whenever home-building finance is unduly retarded
by overall monetary stringency.

I hope that the Joint Economic Committee will carefully scrutinize
monetary policy over the period ahead, with particular referene to
the above-proposed guidelines. I am afraid that the Administration
will not get the expansive monetary policy on which it is apparently
depending in order to achieve its targets. assuming that the Federal
Reserve System follows the shove guidelines. It is up to the Adminis-
tration. in my judgment, either to tell the Federal Reserve System and
the Joint Economic Committee wherein it believes the above guidelines
are too restrictive, or to propose additional fiscal and other policies
which will achieve its goals with a monetary policy operating according
to the above guidelines.

IhNRY S. Rsuss.



SUPPLEMENTAL VIEWS OF SENATOR HUMPHREY

With respect to transportation policy, Senator Humphrey states:
I see no need, at this time, to recommend phase-out of the

Highway Trust Fund. Any consideration to dissolve or com-
pletely redirect the Fund should await completion of the pres-
ently planned highway system. If there is to be serious con-
sideration, in the future, to redirect the Fund, then I would
hope the Committee would make at least some tentative rec-
ommendations of economically and socially feasible alterna-
tive goals.

Language in the report recommending user charges on in-
land waterways needs more specific definition. Legislation
regularly comes up calling for a combination of fuel tax and
lockage charges. Since these bills regularly receive no consid-
eration, I find it difficult to accept Committee language with-
out more specific recommendations on the various user charge
alternatives.

The Federal Government, to date, has supplied 90 percent
of the financing for SST prototype design and construction.
I suggest that alternative financing arrangements be made to
continue work on the prototype, using Federal guarantees.
After completion of the prototypes and their testing, then
financing for production should come directly from commer-
cial sources. This will then place the decisions for SST eco-
nomic viability, as a system, where they belong-in bank and
corporate board rooms.

I believe this presents a reasonable alternative that costs
the Government no further SST funding, presents private
financing with the opportunity to participate in the project,
eliminates payment of termination costs, and still gives the
proponents of the SST time in which to perfect the aircraft,
eliminate, as far as possible, the environmental threats posed
by the SST, and prove the economic viability of the venture
through selling the system and securing production financing
in the marketplace.

With respect to foreign assistance, Senator Humphrey states:
The material contribution of the U.S. to the developing na-

tions is far below the 1 percent recommended by UNCTAD.
Our foreign aid has dropped to a new post-war low. It will be
increasingly difficult to understand and explain this as other
developed nations continue to surpass the U.S. in the aid they
are extending to the developing countries.

We must substantially increase our commitments to the de-
velopment of those parts of the globe that still serve as fester-
ing points for a violence bred of despair. This economic
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imbalance is made all the more painful by the increasing
awareness by the deprived of western and northern affluence.

Our assistance must be channeled primarily through multi-
lateral institutions. This will place the responsibility and a
peaceful-power focus on the United Nations, the World Bank,
Inter-American Bank, Asian Development Bank and the
International Development Association. We must bolster
these organizations and not merely use them as reflectors of
power initiatives we take in the regular conduct of our own
foreign affairs. We must realize that substantial foreign aid
is still in our own economic as well as idealistic self-interest.
As Pope Paul has said, "Development is the new name for
peace."

HrBEirr H. HxpHREY.



SUPPLEMENTAL VIEWS OF SENATOR BENTSEN

While I am in substantial agreement with many of the conclusions
reached in the Committee Report, there are others about which I have
serious differences of opinion.

In the section on Transportation, for example, the Committee con-
tends that the Administration should withdraw its support for the
SST and should phase out the Highway Trust Fund. I cannot agree
with either contention.

The principal problem with the SST, as I see it, is one of timing.
The SST would involve a new generation of aircraft at a time when
the airlines are in difficult financial straits and cancelling many of
their options on current models. They certainly will not be ab e to
finance, for some time, new aircraft at prices that will approach $40
million a copy.

In due time an answer will be found to the sonic boom, and the air-
lines will have solved their financial problems. Then we will be able
to produce a more economical model of the SST which can win back
the market that other nations may have acquired in the supersonic
field just as surely as we recaptured the market from the British
Comet and the Caravelle.

In summary. I believe an SST can and should be built in due time,
and that the appropriations for research and development should pro-
ceed over a longer and more studied pace in order that we might have
more time to solve the technological and economic problems facing
this new generation of aircraft. The taxpayers, under such an ap-
proach, would have greater assurance of recouping a very major
investment.

The Highway Trust Fund offers another problem. It was estab-
lished in 1956 for the sole purpose of building highways. and it should
continue to be used for that purpose. The motor vehicle users of the
country, who pay taxes dedicated to highway construction, have every
right to expect that the federal government'will use the funds for the
purpose specified.

The Highway Trust Fund facilitates long-range planning, which is
essential to any program of highway construction, and it would be
manifestly unwise to terminate it. The original goals set for interstate
highway construction have not been met, nor are they likely to be met
if the Executive impounds highway money or the Congress refuses
to take positive action to extend the Highway Trust Fund.

I recognize the need for a balanced transportation system, but I
am also aware that our basic highway needs must be met if we are to
handle the increasing burden of automobile traffic over the next
several years.

In the section on Defense and National Recurity. the Report con-
cludes that "In the interests of national security. defense spending
should be reduced in fiscal year 1971 substantially below the estimated
outlays for fiscal 1971." It goes on to suggest that this should be done
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"through reform of weapons procurement to eliminate the unneces-
sary cost overruns, gold-plating, and waste that pervade the procure-
ment system, .... )

No one will argue with the latter statement that waste in military
spending should be eliminated; that is a truism with which we can
all agree. Indeed, waste in all government spending programs should
be eliminated. But it is quite another matter to state categorically
that defense spending should be cut to levels "substantially below"
the levels for fiscal 1971.

I have been unable to locate materials in the Committee Report or in
the testimony of various witnesses which would compel me to such a
conclusion.

How substantial is substantial? What world conditions justify a
major cut in defense spending? The Committee Report points to wind-
ing down of the war in Southeast Asia, but it fails to take into account
the fact that defense spending has already been reduced substantially
over the last two fiscal years, reflecting the slowing of the Indochina
war.

I regret as much as any member of the Committee the conditions
that create the necessity for large defense expenditures. I regret that
the Soviet Union has moved into the Middle East; I regret that the
Chinese are posing an increasing technological threat with new satel-
lites and the continued development of nuclear weapons; I regret the
development of new Soviet missiles, larger than the SS-9.

But while I regret these developments, I cannot ignore them. Our
defense posture must remain strong enough to deter any potential
enemies. That is an unhappy fact of life, which I am forced to live
with, and I cannot be convinced to support glib pronouncements about
the need to cut our military spending. The issues are too critical for
me to adhere to that position.

Despite these reservations, I am in agreement with many sections
of the Report, which pinpoint the major shortcomings of our present
economic policies and suggest a number of constructive remedies to
meet them.

LLoYD M. BENTSEN, Jr.



MINORITY VIEWS

on the

1971

ECONOMIC REPORT OF THE PRESIDENT

NoT.-These minority views are not directly responsive to the issues and
recommendations included in the committee report. The extremely tight schedule
prescribed by law does not provide sufficient time for the minority members to
receive and analyze the report written by the majority, and then develop views
based upon it. Consequently, as has been true in recent years, the two reports
have been developed concurrently, and the minority's views are independently
based upon the 1971 President's Economic Report, other messages and this com-
mittee's hearings. The statement of agreement contained at the beginning of this
volume notes areas where the two reports reach similar conclusions, and the
careful reader should be able to distinguish the points of disagreement between
the committee and minority reports.
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THE ADMINISTRATION'S ECONOMIC POLICIES AT MID-
TERM

Today's economic problem is to regain full employment while con-
tinuing to reduce inflation. It is a problem for the nation as a whole
and not solely a task for the Administration. No segment of the econ-
omy or the body politic can afford to take the attitude of spectators
watching the Administration struggle with the economic problem,
while remaining neutral with regard to proposed solutions to the
problem, or even the root of the problem. Much of what needs to be
done to move the economy along the difficult path ahead will be
politically unpopular, or at least not well understood, in the short run.
Wein the Congress have a responsibility not to exploit that fact, not
to mislead the American people, and not to spread confusion and
anxiety. It is our responsibility to support the Administration in
necessary measures and to propose constructive alternatives when we
think we can do so.

Our present situation, in which we confront both too much inflation
and too much unemployment, had its origins at least as far back as the
middle of 1965. Greatly increased Federal expenditures for the Viet-
nam War were added on top of rapidly rising expenditures for new
domestic programs, but no decision was made to cut down other pro-
grams or to raise taxes in order to finance these rising Federal costs or
to restrain private spending. The Federal budget deficit was allowed
to rise from $1.6 billion in fiscal year 1965 to $25 billion in fiscal year
1968. Partly because of the large deficit, the rate of increase of the
money supply also spurted up, from an increase of 3.0 percent in
the first quarter of 1965 to a rate of 9.5 percent in the second quarter
of 1968. The combined effect of the rising budget deficit and the rapid
monetary expansion during a period of relatively full employment
was the inflation from which we are still suffering.

Until about the Fall of 1966 the Administration tried to curb the
inflation by a policy of wage-price guideposts of 3.2 percent per
annum, backed up by jawboning, private arm-twisting and public
threats. This did little to restrain wage and price increases once infla-
tionary pressures began to assert themselves and was abandoned as a
general policy after the guideposts had been conspicuously flouted in
wage decisions.

£he inflationary "Guns and Butter" boom carried with it a reduction
of the unemployment rate to an unusually low level. But it did not
create the conditions for keeping unemployment low. We were bving
a typical, temporary, unsustainable, war economy, inflationary bubble.

Employers were willing to hire additional workers because of an-
ticipation that they could sell their product at even higher prices in
the future. Workers accepted wage increases that appeared to be



onerous but soon discovered that such increases were consumed by theres of inflation. The bubble would burst either when the wartime
Pending terminated or resistance to the inflation set in. Experience

as proved that when the bubble of inflation bursts, a nation's economy
does not just return to normal but falls below normal.
. The Government finally initiated steps to try to check the inflation
in the latter part of 1968 by imposing a tax surcharge, setting a ceil-
ing on Federal spending and by curtailing monetary expansion. How-
ever, the major burden of bringing the inflation under control fell to
the Nixon Administration and to the Federal Reserve during the Nixon
Administration. The difficulty of this task was commonly underesti-
mated at the beginning of 1969. One evidence of this was the last re-
port of President Johnson's Council of Economic Advisers, which

gave the impression that after a brief and shallow decline of the econ-
omy in early 1969 we would quickly regain full employment with a
much-reduced rate of inflation. But there was no doubt that the con-
tinuing speed-up of the inflation had become intolerable, and no one
has come forward to deny that the difficulties of dampening inflation,
whatever they might be, had to be accepted.

The Administration's strategy called for two stages in the fight
against inflation. First, demandipressures would be reduced enough to
create moderate slack in the economy and thus reduce inflationary
pressures. Second, the growth of demand would be speeded up. but
not so fast as to reinvigorate the inflation, so that the decline of the
economy would end and a revival occur.

Policy to produce the first stage was carried out in 1969. A tight lid
was kept on Federal spending; the tax surcharge was extended beyond
its original termination date of June 30, 1969, reduced to 5 percent
on January 1 1970 and expired on July 1, 1970. As a result of the
reduction in Federal spending, together with growth factors in the
tax base, there was a major fiscal shift from a $25 billion deficit in
FY 1968 to a balanced budget, on average for FY's 1969-1970. Also
the annual rate of growth of the money supply was drastically reduced
from 7.8 percent in 1968 to 3.1 percent during 1969.

These policy measures and some spontaneous forces as well led to a
slow-down in the rate of economic growth beginning in the Fall of
1969 but the slow-down was still quite small by the opening of 1970.
To keep the slow-down moderate, the Administration proposed at the
beginning of 1970 a turn of policy in a more expansive or less restric-
tive direction. The policy of severe budgetary restraint, a swing from
a $25 billion deficit in FY 1968 to an approximate balance, gave way
to a policy of neutrality expressed by keeping the budget in approxi-
mate balance. Moreover, the Administration suggested that the money
stock should expand significantly faster in 1970 than in 1969.

The Administration set forth a target for 1970 of a gross national
product of $980-990 billion which it said would be reached if appropri-
ate policy were followed. In fact, the GNP for the year turned out to
be $977 billion, or eight-tenths of one percent below the mid-point of
the Administration's forecast. This is much smaller than the average
error of the forecasts made in the years 1962-1969, which averaged
1.15 percent.

Nevertheless, both unemployment and inflation turned out to be
greater than had been forecast. The average unemployment rate for



the year was 4.9 percent as against the Administration's forecast of
4.3 percent, and in December the figure reached 6.2 percent-although
it has since receded to 5.8 percent. Consumer prices rose 5.3 percent
from 1970 to 1971, compared to a forecast increase of 4.4 percent.

The momentum of the inflation generated by the 1965-68 boom also
turned out to be much stronger than had been expected. Continuing
inflation created psychological pressures which resisted economic ad-
justments. Inflationary psychology had carried the economy to a point
where productivity gains stopped. The result, ol the one hand, was
lower profit margins and, on the other hand, many workers getting no
real wage increases or an actual loss in real wages in spite of increases
in wages. As a consequence, during 1970 there existed strong pressure
for catch-up wage increases and restoration of profit margins. The
unrelenting push of wages and prices resulted in the rise of the GNP
as projected, but it was totally the result of inflation. There was less
real dollar output, slightly less employment and more unemployment.
The most significant single cause of higher employment loss during
the year was the reduction of 1.1 million jobs in defense and space pro-
grams including the reduction in the armed services, combined with
the prolonged strike in the automobile industry.

As the overall economy reacted to the restrictive fiscal and mone-
tary policies of 1969, both fiscal and monetary policies became
less restrictive and then increasingly expansionary during 1970.
There was a considerable relaxation of fiscal policy, although the
policy change is exaggerated by contrasting the $1.3 billion surplus
first estimated for FY 1971 with the present estimate of an $18.6
billion deficit. Much of that difference is the result of differences be-
tween estimates and actual results on the revenue side of the accounts
as a result of the shortfall of profits below earlier projections. This
automatic decline of revenues tended to cushion the economic decline,
but it did not reflect policy. Expenditures increased $12 billion above
the initial estimate of government spending, much of this being due
to higher prices and wages paid by the Government, but more than one
quarter due to Congressionally-mandated spending increases. It is of
interest that the majority of the JEC a year ago recommended a
full employment surplus of $8 to $10 billion in the national income
accounts for FY 1971. The present estimate is that the full employ-
ment surplus on that basis will be about $7 billion. By that measure,
present policy is more expansive than the Committee majority
recommended.

. There is no official statement from the Federal Reserve of the rate
of monetary expansion it initially planned for 1970. Still we think it
fair" to say that few expected a rise as high as the 5.4 percent rise
that occurred from December 1969 to December 1970.

This greater-than-planned expansiveness of fiscal and monetary
policy during the year helped to keep the GNP rising. The continuing
stubborn rise of wages and prices led the Administration to several
measures not included in the plans at the beginning of the year. Two
of these were very similar to measures recommended in our Minority
Views last year. One is the system of Inflation Alerts issued period-
icallv by the Council of Economic Advisers to call attention to ex-
ceptionally inflationary wase and price decisions. The second is the
work of the Purchasing and Regulations Review Board, which seeks



to correct or prevent specific government actions which may have an
exceptionally inflationary effect. In addition, the President estab-
lished a National Commission on Productivity which brings together
leaders of the private sector'and the government to work on some of
the central economic policy issues of our time.

What can be said in retrospect about the economy in 19701
The most important thing to say is this: in spite of the cut in de-

fense employment by over one million, a long strike in the nation's
largest industrial corporation, the anxieties generated from time to
time by the international situation, and also the political effort this
year to spread fear about the economy for political advantage-given
all these things the Administration successfully accomplished its goal
of establishing the conditions for noninflationary growth at full
employment. This is a tribute to the strength of the economy and to
the prudence and flexibility of policy

Still, it is necessary to ask whether better results could have been
obtained with other policies. This involves two questions. One is
whether the overall behavior of the economy would have been better
if the fiscal and monetary policy had been different. Should we have
had a bigger budget deficit and more monetary expansion in order to
get the economy rising more rapidly, or should we have had more fiscal
and monetary restraint in order to check the inflation more quickly?
The fact that the question is two-sided is testimony of the difficulty
involved. The evidence presented before this Committee does not point
clearly in either direction. In fact, in presentations to us, the fiscal and
monetary policies of 1970, and the course of the year's total GNP,
were not regarded as major problems. This does not mean that nothing
better could have been done. But even with the benefit of hindsight, it
is hard to suggest what steps would have been preferable--and even
harder to assess what the results of different measures would have
been.1

On the issue of wage and price policy in 1970 there is a wide range
of differing opinions. A current topic of debate involves the question
of whether more direct intervention by the government, possibly in-
cluding general wage and price controls, would have been helpful in
deterring inflation. Wage and price controls have a superficial ap-
peal-until they are imposed. Many have criticized the President for
failure to impose wage and price controls. However, a true measure
of political-economic sentiment was demonstrated when the House of
Representatives had an opportunity to vote to impose such controls by
its own action but refused to do so by a vote of 270 to 11 on July 81,
1970.

One common suggestion is that the Government should have an "in-
comes policy."

The most frequently cited example of incomes policy today is a
"Wage-Price Review Board." This a board of private citizens that

' Senator Percy feels that one policy action that could have been taken in 1970
to stimulate the economy would have been continuation of the 7% investment tax
credit. The Minority of this Committee, which Included Senator Percy, predicted
In the 1970 Annual Report that repeal of the investment tax credit "can be
expected to dampen economIc growth significantly in the 1970s." That did occur
In 1970. Senator Percy believes the investment tax credit should be reinstated
on a permanent basis to help business purchase capital equipment, increase
productivity, reduce unit costs, dampen Inflation and to reinvigorate economic
growth.



would decide when actual or proposed wage or price increases were too
big and take some unspecified steps to discourage such increases. The
wage-price review board is one of a large family of "voluntary con-
trol" systems.2

PoLICIES FOR 1971

As we write this in March, the unemployment rate which had
reached 6.2 percent in December has declined to 5.8 percent in Feb-
mary. Evidence continues to accumulate that the inflation rate is sub-
siding. There seems to be little doubt that economic activity is rising.
Still, both the unemployment rate and the inflation rate are too high,
and while a further increase in economic activity is highly probable,
a rise at an adequate rate is not assured. There are, as we see it, two
main policy problems confronting us:

1. What is the desirable path for economic growth in 1971 and
1972 ?

2. What fiscal and monetary policies are needed to move the
economy along that path?

The Desirable Path

Our fundamental objective should be to raise real production and
reduce unemployment as fast as can be done while continuing to make
progress against inflation. Stating the goal in this way implies a
choice. We do not want to stimulate the economy at the price of spiral-
ing inflation. At the same time we do not want to delay expansion of
the economy until all of the inflation has been wrung out of it. We
should give high priority to reducing unemployment.

This is, we believe, the same balance of emphasis that is represented
in the Economic Report. The President goes further than he is re-
quired to do by the Employment Act of 1946 and assigns numbers to
these general objectives. He sets as a target getting the unemployment
rate down to about 4.5 percent by mid-1972 and the inflation rate down
to about 3 percent by the same time. He suggests that if the gross na-
tional product were to be $1065 billion in 1971, the economy would be
moving along a path to those objectives.

The basic goal should be, as we stated earlier, the fastest reduction
of unemployment consistent with progress against inflation. The $1065
billion GNP is a proper goal only as long as it is a way to getting the
basic goal, and should not be regarded as additional to or competitive
with the basic goal. As we listened to witnesses we have been impressed
with the great uncertainty about the amount of unemployment
and inflation there would be if the 1971 GNP were $1065 billion.

We do not think it is impossible or improbable that if the $1065
billion GNP were achieved the economy would move to the unem-
ployment and inflation goals desired. We commend the President for
setting ambitious goals, as the Employment Act requires him to do.
We do not recommend that the $1065 billion goal be reduced at this

'Senator Javits supports the establishment of a wage-price review board. See
Additional Views of Senator Jacob K. Javits, p. 137.



time. However, as we view the opinions expressed in the Committee's
hearings, it seems that if the GNP goal has to be changed, it is more
likely to require reduction than increase. For example, the Adminis-
tration should be prepared to reduce the goal if the economy in the
first part of the year seems to be running below the level implied by
an annual goal of $1065 billion, because to achieve the goal for the
year could require too sharp a rise thereafter. But in such an event,
the Administration should promptly report its findings to Congress;
Congress should also be promptly informed of any substantial changes
in the stance of the Budget.

Fiscal Policy to Reach the Goal

The Administration proposes to achieve its GNP goal for 1971 by
the combination of a budget which would be balanced if the economy
were operating at full employment (but which will actually have
large deficits in FY 1971 and FY 1972) and a "complementary' mone-
tary policy.

The idea of looking at the budget as it would be at full employ-
ment is not new, but previously it has not been identified so explicitly
as a guide to policy. We welcome this public emphasis on balancing
the budget at ull employment. We welcome it as an attempt to intro-
duce a discipline into the budgetary process that has been lacking for
many years. Obviously, we are not going to balance the actual budget
tinder present conditions. In fact, political processes could make the
FY 1972 deficit larger. Some economic standard, other than every-
one's guess about the needs of the economy, which will set some limits
to this political process, is needed. The standard that, except in emer-
gencies, expenditures should not exceed the revenues that would be
collected under conditions of full employment seems a reasonable one.
It permits short-run adaptation to economic conditions while preserv-
ing a certain discipline over the longer-run growth of expenditures.

With the experience gained from the Administration's initiative,
future budgets will be in a position to refine the full employment
budget concept until it becomes a thoroughly practical tool for policy
analysis. We note, for example, that the projected $0.1 billion full-
employment surplus in the budget document has been computed on
the basis of the unified budget rather than on a National Income
Account basis; economists generally agree that the latter reflects more
accurately the fiscal effects of the budget, a point which the CEA itself
notes in its annual report. Moreover, other factors, such as changes
in the budget surplus from year to year plus the mix of the budget
smong expenditures having different economic impacts, figure prom-
inently in an analysis whether a particular budget is restrictive or
expansionary. In this regard we find the CEA's discussion of the full
employment budget very instructive.

Many witnesses have suggested that a more stimulative budget, with
a large deficit even at full employment, is required to achieve adequate
expansion. We are concerned about such suggestions because we fear
that they would lead us again to a condition where the deficit would
be highly inflationary. There may be situations in which a deficit at
high employment is desirable for the economy. However, we should
come to that conclusion reluctantly and only on the basis of stronger
evidence that we now see before us.
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Monetary Policy

A share of the burden of moving the economy along the desired
path will, of course, rest on monetary policy. The testimony before
us, including that of the Federal Reserve, suggests that this will re-
quire a relatively rapid expansion of money and credit. Just how
rapid is the question on which the experts differ and one which we
cannot precisely resolve. We do think it important to express our view
that the over-all goal should be ambitious, and that unless there are
stronger reasons than now appear we should not aim for a more ex-
pansionary fiscal policy than is now planned. Beyond that we must
rely heavily on the judgment of the Federal Reserve, operating in
close consultation with the Administration and reporting regularly
to the Congress, to follow a sufficiently flexible course to stimulate
growth toward the hoped-for goal without rekindling inflation and
sacrificing real growth to the specific total figure goal.

58-676 0-71- 7



WELFARE REFORM AND MANPOWER PROGRAMS

WELFARE REFORM'

The basic plan under which the welfare system in this country dis-
tributes benefits to the poor is that which was introduced in the De-
pression, at a time when approximately one-third of our nation's
population was considered poor and needful of assistance. This emer-
gency plan has never been adequately revised, although amendments
to it have been made piecemeal. As a result, our welfare system is
grossly inequitable in many respects. The Administration's proposed
Family Assistance Plan is the first comprehensive welfare reform
program presented to Congress by a President since widespread public
assistance was introduced a generation ago.

As a rule, the "working poor" usually qualify for very few benefits
under welfare. Persons receiving welfare are discouraged from earn-
ing income because welfare benefits generally are sharply reduced as
earned income rises. The system thus serves to perpetuate high costs
and low efficiency. Benefits to identical families on welfare vary a
great deal from state to state and locality to locality. These are but
a few of the inequities. Additionally, because of the way in which our
welfare system has been administered, we find that the poor are as-
sisted in a manner which is highly destructive of initiative and self-
respect, especially as to those aspects regarding eligibility certifica-
tion, and is horribly expensive and wasteful. On top of all this, the wel-
fare system, even with its extremely high cost, is not able to provide
a decent existence for those supposedly benefiting from it.

In 1969, approximately 24.3 million persons in the United States
were classified as poor, that is, were living in families with incomes
below the federal poverty threshold. Of this number, approximately
10.4 million people were receiving some form of public assistance. A
rough categorization of poor persons in this country is informative. In
1969, approximately 9.8 million poor persons were children under the
age of 18. This constituted in excess of 40 percent of all poor persons
and 14.1 percent of all children under the age of 18; 44.6 percent of
these children lived in female-headed families, 55.4 percent in male-
headed families. The elderly poor, those aged 65 and up, numbered 4.8
million in 1969, which constituted approximately 20 percent of all poor
and 25 percent of all aged persons. Approximately one person in every
eight in the United States is poor.

Even from this rough breakdown, certain important conclusions can
be drawn. First, there are large numbers of poor persons in addition to
the disabled who cannot be expected to raise their standards of living
by working; namely, the elderly and children under 18 years of age.
Therefore, the basic income support level is of paramount importance
to these people. Work incentive provisions are of only secondary inter-
est to most of them. Second, given the large number of poor persons

1 Representative Blackburn does not wish to be associated with the minority
views on welfare reform.
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who cannot contribute to their own support and the large total number
of poor persons, it is apparent that any welfare system which is to be
effective at other than astronomical cost must provide strong work
incentives and be accompanied by work opportunities for those poor
persons who are in a position to contribute to their own support.
We believe that welfare reform must contain as a major element a
comprehensive program for job training and job opportunities for
the poor. Aside from the social basis of public assistance, the eco-
nomic justification for a welfare system is the belief that such a
system aids recipients of assistance in moving out of poverty and
becoming productive members of our society.

Certain goals are basic to a reformed welfare system. Our most
important objective ultimately must be to see that no person is
forced to live on an income below the poverty level. Indeed, we
must remember that income at the poverty level provides only
bare subsistence and that our nation can never be content while
any of its citizens are living at such a level. A reformed system
should also include comparable benefits, taking into account dif-
ferences in living costs, everywhere in the country. We believe that
an equitable program of assistance to the poor should not dis-
criminate between the working and non-working poor, nor should
it discriminate between families with children on the one hand
and single persons and childless couples on the other hand. Poor
persons who have no children or who are single suffer no less from
the effects of living in poverty. And, as we have stated, any re-
formed system of welfare must maximize each poor person's op-
portunity to improve his own economic position, namely, each
person must have an opportunity to receive training for jobs which
offer the potential for self-fulfillment and advancement.

As we have stated, in achieving these goals adequate manpower
training and job programs will be vital. We realize that the scope of
the manpower problem is vast. In 1968, a federal manpower training
task force estimated the number of persons for whom training is essen-
tial in order to escape poverty at 11 million. However, although the
problem of welfare reform and employment provision is immense, we
must solve it if we are to escape the incalculable economic loss of pro-
ductive resources that the present and future generations of persons
trapped in poverty represent.

Surveys have shown that most welfare recipients and other poor
persons are as desirous of having meaningful employment and have
the same aspirations for themselves and t heir families as the rest of
our population. Therefore, we believe that a vital element of any
welfare reform should be adequate federal support of child care
centers. These would enable mothers to participate in job
training and to take jobs to supplement their family incomes.
Also, child care centers could provide cultural opportunities to de-
prived preschoolers which would better prepare them to start school.

The disadvantaged child often starts school with but a fraction
of the verbal and other skills of the middle class child and never re-
covers from this initial disadvantage during his school life. Although
our schools may be deficient in many respects, they are certainly made
less effective in dealing with deprived children because of the many
handicaps with whieh these children begin the educational race.
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Without exaggeration, a child sent to school at the age of six with
insufficient skills is really the beginning of the next generation of poor
people in this country and the economic losses which poverty entails.
The economic consequences of this state of affairs, although im-
measurable, are obvious. Therefore, it is imperative that any system
of child care centers should do more than provide depositories for
children. These centers should provide meaningful educational and cul-
tural experiences for children so that the centers may play an effec-
tive role in ending the cycle of poverty. Obviously, development of
such a system of child care centers is a complex, expensive proposition.
It is very important that it be developed in coordination with wel-
fare reform and manpower training and job programs so that the
child care center program will have an opportunity to develop ex-
perience in time to handle adequately the large number of participants
who will hopefully appear as meaningful welfare reform and man-
power training and job programs take effect. Finally, the child care
centers themselves could provide an important source of satisfying
employment for a number of mothers and other persons now on the
welfare rolls.

We urge consideration of the various means suggested, includ-
ing certification of eligibility by affidavit and supporting docu-
mentation, to reduce the costs of administering our welfare
programs.2 Additionally, we recommend that adequate counseling
services concerning family planning be made available to all wel-
fare recipients, in order that family planning information may be
as available to the poor as it now is to the rest of our nation. Such
family planning services have the potential to make great contributions
in reducing poverty, as shown by the fact that in 1968, 44 percent of
all poor children were in families with five or more children.

We firmly believe that only with comprehensive welfare reform,
including adequate work incentives and opportunities, can the
paradox of great want for many in the midst of great wealth be
ended.

MANPOWER TRAINING AND DEVELOPMENT'

Our present manpower training and development problem has sev-
eral important aspects. We must be concerned with providing training
and jobs for the "hardcore unemployed," who are out of work in both
good times and bad. Many of these persons live in poverty and subsist
in large part on public assistance. We must also be concerned with
assisting those marginal workers who aregenerally the "last hired and
first fired." These people are usually the first ones out of work during
periods of economic slowdown; the instability of their jobs contributes
to general economic instability. A third somewhat different manpower
problem facing us at present concerns redirecting many highly skilled
persons who have been left unemployed as a consequence of military

2 Senator Miller points out that the Senate Finance Committee, which has juris-
diction over legislation on this point and of which he is a member, has strongly
expressed its view that the matter of self-certification should be made optional
with the respective states, and many governors have indicated that they will
exercise their option to discontinue self-certidlcation-except in the case of old
age, blind, and disabled recipients.

aSenator Jacob K. Javits strongly supports the immediate creation of a
Federally-funded public sector jobs program, a recommendation which this sec-
tion fails to make. See the additional views of Senator Javits on page 137.



spending cutbacks. These persons represent not only the waste of a
large investment but also the loss of a substantial amount of produc-
tive power.

A solution to our manpower problems is vital to more than a narrow
concern such as the welfare costs of unemployment and poverty. If
this nation is to have a work force in the 1970's adequate to the rapidly
expanding manpower needs in such fields as health, services, housing
and state and local government, sound manpower training programs
must be expanded immediately. These programs must be concerned
with meeting the demands of both our urban disadvantaged and the
isolated rural poor. Additionally, manpower training must be aimed
at more than "entry level" jobs. It must provide skills which will give
trainees opportunities for advancement and job mobility.

Our manpower programs must give special attention to certain
unemployed groups. For example, unemployment among our
young, which generally runs at a high level, is a serious concern.
Continued unemployment of a young person destroys his initiative
and helps to foster a feeling that employment cannot be looked to as
a source of fulfillment. This feeling helps to create a potentially life-
time-unemployed person. Additionally, we must take care that our
manpower programs include all necessary provisions to eliminate
present racial, sex, and other discriminatory barriers to
employment. This country cannot afford the great economic losses
which continuation of such barriers represents. We further believe
that careful consideration should be given to the opportunities for
instituting meaningful training programs in many of our penal
institutions. The large number of persons in our jails and prisons
represent a great untapped source of manpower. Many inmates have
ended up in prison because they lack marketable skills and have there-
fore turned to crime as an alternative to employment. Repeat offend-
ers are so numerous and the cost of their crimes to society so high
that meaningful educational and training efforts would be well worth
the trouble and expense. We must ensure that inmates have oppor-
tunities to develop other than criminal skills while they are impris-
oned. At present our system of prisons is little more than a system
of finishing schools for crime. In addition to providing training to
inmates, emphasis must be placed on job placement upon release if
we are to derive benefits from an extensive training program.

The Manpower Development and Training Act of 1962. the Eco-
nomic Opportunity Act of 1964, and other manpower legislation
created a number of both institutional and job-related training pro-
grams. As a general matter we prefer, where possible, on-the-job
training because it provides the incentive of having a real job, exposes
the trainee to actual working conditions, and takes place in the absence
of the classroom atmosphere which either antagonizes or intimidates
so many disadvantaged persons. However, we recognize that institu-
tional training can serve certain needs which are not handled well by
on-the-job training. These needs include preparing people deficient
in such basic skills as reading and writing, upgrading certain worker
skills, and providing training in skills of interest to firms unequipped
to provide on-the-job training. We support President Nixon's initia-
tive to strengthen necessary state and local governmental par-
ticipation in manpower programs (provided state and local



governments discharge their requirements according to federal
criteria), to reduce the large number of federal programs and
simplify the requirements for participating in such programs,
and to encourage the private sector to engage in manpower train-
ing and provision of job opportunities to the disadvantaged. We
believe that simplification of programs combined with adequate
financial incentives could greatly increase private participation
in the manpower field.

One such financial incentive to the private sector could be a system
of tax credits in connection with private job training. These credits
could be made available to companies which take on new workers for
training and employment.' Attention should be given to encouraging
private firms to provide teachers, material, equipment, etc., at
institutional training centers.5

Another aspect of manpower programs which must be carefully
considered is the need to encourage research concerning increasing
production in low-paying jobs in order that wages paid on such jobs
may rise without contributing to inflation. Many jobs could undoubt-
edly be re-classified to include more challenging duties which would
merit higher pay. A number of more professional jobs could be re-cast
to move some duties downward to lower level jobs. One field in which
this approach has been widely suggested is that of health, in which
many functions now performed by highly trained doctors, nurses and
other medical personnel could be performed by skilled para-profes-
sionals. The need to upgrade secondary jobs is of great importance.
These jobs have a stifling effect on the poor and on work incentives
because of such factors as low pay, job instability, low probability of
advancement, bad working conditions, etc. These factors all contribute
to high job turnover, absenteeism, tardiness, and unemployment. Many
of these jobs are so ill-paid that they are not significantly more
attractive than subsisting on public assistance.

One method of placing more people in jobs with potential for ad-
vancement would be the development of better job information serv-
ices. In this connection, the Administration has taken important action
in greatly expanding the Job Bank Program in the Department of
Labor. This program, in effect in only one city in January, 1969, now
serves 64 areas. We have suggested reform along these lines in past
years. The importance of better job information being provided by
all levels of government should not be underestimated. Significantly
greater efforts must be made in this regard if many jobs are not to
continue to go unfilled because of lack of information. In addition to
better job information, job opportunities for the poor and near poor

' Senator Percy feels that a good starting point for such incentives to employ-
ment of unskilled persons would be his bill to provide an income tax credit for
wages paid to individuals certified to need training or employment-75% for
the first four months, 50% for the second four months, and 25% for the next
four mouths.

'Representative Blackburn notes that when job training programs are carried
out in institutions, pupils often are trained for jobs with few openings or Jobs
that do not exist. We must make sure that the trainee will be able to find employ-
ment after be finishes his training. There Is a common myth that in our more
technologically-oriented society, a person needs an exceptional amount of training
In order to procure a position. This is not true. Automation has made jobs
simpler and thus they require less training.



must be increased by providing suh persons with greater job mobility.
Reforms in this regard would include provision of better transporta-
tion opportunities to and from available jobs. In recent years many
low-skilled primary jobs have been moving to the suburbs, away from
our urban centers, leaving behind only secondary jobs available to
our central city unskilled workers. These secondary jobs have included
positions in food handling, hotel service, hospital service, etc. These
jobs suffer from all of the defects of secondary jobs described above.

In order that our manpower programs may be properly imple-
mented, we believe that the Federal government should consider
funding programs at various higher educational institutions to
deal with manpower program development and administration.
At present, far too few people working on problems of man-
power development and training have sufficient academic back-
ground in the field. If larger sums of money are to be expended
in our manpower programs, it is imperative that those adminis-
tering the programs have the background and training to enable
them to discharge their duties effectively.

EmpZoyment Conversion

An employment problem which differs in many respects from the
problem of training and placing the unskilled and low-skilled is that
of ensuring meaningful employment for many persons with exception-
ally high levels of training and experience who have been or might
soon be displaced as a result of cutbacks in our military spending pro-
grams. Many persons have been thrown out of work as defense spend-
ing has been reduced and companies with very heavy concentrations
in the military field have found themselves forced to release a number
of their personnel.

What is the best approach to redirecting the economic resources
which these highly skilled workers represent? Many defense-oriented
businesses themselves have not shown a high capability for switching
from military to non-military activities. Although such companies
converted from strictly military operations to a number of other high
technology governmental operations, such as aerospace, fairly well in
the past, their experience in non-governmental commercial ventures
at the end of World War II, the Korean War and recently following
defense cutbacks has generally been disappointing. A number of rea-
sons have been given for these failures, chiefly among which are sug-
gestions of lack of management motivation and lack of certain capa-
bilities necessary to commercial non-governmental success, such as
marketing and distribution skills, ability to control production costs,
ability to produce in high volume, knowledge of market financing re-
quirements, etc. However, these companies do possess certain valuable
assets, which include strong capabilities for research and development,
experience in developing and maintaining highly trained teams of engi-
neering and scientific personnel, and experience at making high value
products which are technically complex and which demand painstak-
ing craftsmanship. Given these strengths, we would hope that the
large defense businesses would be able to make substantial conversions
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into the commercial field, particularly into such technology-intesive
activities as pollution control and ocean research and development.

The abilities of many of these defense-oriented companies to convert
to commercial activities is of significant importance to many of their
employees, who would find it fairly difficult to convert their skills to
non-defense activities. Although a number of studies have indicated
that many lower level technical persons who have been engaged in de-
fense work can be converted to non-defense work without too much
difficulty, the higher engineering and scientific personnel who repre-
sent such a high educational investment would find such transfer dif-
ficult without substantial retraining. This situation stems from the
fact that the lower level defense jobs often have civilian counterparts
while the higher level jobs do not. If these highly skilled persons must
now devote themselves to non-defense activities, it appears desirable
that they be retrained to the extent necessary while remaining with
the companies which are their present employers. This would have thebenefit not only of maintaining many highly skilled scientific teams,

but would contribute towards redirection of both the employees' and
the companies' economic activities simultaneously.

Given the high economic losses which the nation may incur from
non-utilization of resources and employee skills in defense ori-
ented businesses and the fact that the present situation in the
defense industry is in part a result of governmental action in re-
ducing government contracts, we believe that a program of Fed-
eral support for conversion studies and retraining in the defense
industry should be thoroughly explored.



IMPROVED RESOURCES ALLOCATION

ENVIRONMENTAL PROTECTION

Estimates of the total annual economic costs of air and water pol-
lution in the United States run as high as $25 billion. This amount
does not take into account the lessened quality of our national life
as our environment continues to deteriorate. The Federal Water
Quality Administration has estimated that between $35 and $70 bil-
lion must be spent over the next five to seven years if we are ade-
quately to control water pollution. The National Air Pollution Con-
trol Administration has estimated that $15 billion must be spent over
the same period in 'order to control air pollution. From where is
this money to come and how is it to be spent?

We believe that those persons responsible for pollution should
bear most of the costs of our environmental cleanup, rather than
the Federal government. We recognize, of course, that in certain
situations federal assistance to the non-governmental sector will
be necessary and appropriate. However, this nation is faced with
a number of other pressing national priorities which will require ex-
penditures of large amounts of funds, funds which cannot reasonably
beexpected to come from the private and local governmental sectors
of our economy. It is both equitable and economically sound to expect
the private sector, which contributes a large part of our environ-
mental pollution, to bear a fair share of the costs of controlling such
pollution. Also, state and local governments, with federal assistance,
should be expected to pay their fair share of protecting our environ-
ment. The question to be answered, however, is how to achieve the
maximum benefits for our environment while minimizing the cost.

As the President's Economic Report points out, under the Clean
Air Act of 1967, as amended, the 1975 model year automobiles will
have to reduce emissions of carbon monoxide and hydrocarbons by
90 percent from 1970 levels. Although the standards approach is ap-
propriate in many cases-especially, as in the case of automobiles, in
a single industry in which costs of emission reduction can be sub-
stantially equal given uniformity of technology-the standards ap-
proach is not universally desirable. In the case of many pollutants
which are produced in a variety of industries, costs of emission con-
trol vary substantially from industry to industry. Economically, the
soundest approach would be to control all of the emissions from the
low control-cost sources first. However, this is not easy to accomplish.
Equal standards applied to all sources would obviously be inequit-
able. A system of variable standards would probably result in an ad-
ministrative swamp and undersirable governmental regulation.

One method by which differences in control costs could be ap-
proached is suggested in the Economic Report, namely, by setting
prices for the use of air and water. Faced with such charges, each
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polluter would be encouraged to reduce his level of emissions to a
point at which further reductions would be more expensive than pay-
ing the price per unit of pollutant at that level. Under this system,
low control-cost polluters would obviously reduce their levels of
pollution the most. Such a pricing system would be sounder
economically than any fixed or variable standards approach because,
if properly designed, it would utilize free market forces in selecting
levels of control to achieve a given level of environment quality, and
in so doing would consume fewer productive resources. Additionally,
a pricing approach would encourage the development of pollution
control technology. Obviously, any prices under this system would
be set with an acceptable level of total environmental pollution by
each pollutant in mind.

A pricing approach to pollution control could work in several ways,
through control subsidies (including tax incentives), emission
charges, or transferable environmental usage certificates. However,
subsidies tend to involve extensive administrative and fiscal
costs, and we believe it undesirable to emphasize an approach
under which the federal government transfers resources to pri-
vate persons based upon consumption by private persons of our
national environmental resources. If individuals, both producers
and consumers, wish to consume our environmental resources,
they must be prepared to pay the charges associated with such
use.

A system of emission charges and usage certificates could ensure
that environmental users pay for that usage. Emission charges and
usage certificates are appropriate for air, water, and other environ-
mental pollution, including solid waste pollution and noise pollution.
In the case of solid waste pollution, for example, sellers should have
to pay an emission charge in the case of products and product con-
tainers which arc nonbiodegradable. The argument that the imposi-
tion of any such charges would merely result in increased costs to con-
sumers is not completely accurate. Sellers under such a system would
have the incentive to sell products and containers which would be
biodegradable in order to escape any emission charges. Sellers able to
escape such charges would enjoy a pricing advantage over their rivals
and would hope to capture a larger share of the competitive market.
In this way an environment pricing system would foster the devel-
opment of environmental technology. To the extent that usage charges
could not be avoided by sellers through technological developments, it
may well be that most of such charges would be passed along to buy-
ers. However, this is not an undesirable consequence. Without a sys-
tem of either emission charges or usage certificates, the real cost of
many goods to the society remains hidden. High cost environmental
goods should carry a correspondingly high price so that the people
who desire such goods pay the true cost of them.

The direction by the President to the Environmental Quality
Council and the Department of the Treasury to develop a system
of emission charges in connection with sulfur oxides is a good
beginning in a system of user charges. The proposal for a tax on
leaded gasoline is in the same category, requiring those using
leaded gas to pay the true cost thereof, while encouraging the de.
velopment of non-leaded gas technology.



The choice between using emission charges and environmental
usage certificates which would be sold by the Government will prob-
ably vary from industry to industry, depending upon whether the
pollutant in question does about the same amount of damage per unit
or whether the damage caused increases rapidly at high levels of
emission. In any industry in which a system of usage certificates was
applied, there would have to be very stiff charges for any usage not
covered by a valid usage certificate. Without such charges, it would
be extremely difficult to maintain the market price of the usage cer-
tificates at a level which reflected the true economic cost of the pollu-
tant emitted, since polluters might be encouraged not to accumulate
sufficient usage certificates. Of course, both a system of emission
charges and one of usage certificates would have to be under contin-
uous review in order to be sure that price levels reflected changing haz-
ards from pollution and new technological developments which would
make increased pollution control economically attainable, and in order
to ensure that incentives for controlling pollution levels through the
use of such systems were adequate.

If a system of usage certificates and emission charges were to be
instituted on a wide scale in this country, it seems that they would
have to be phased in over a two or three year period to avoid se-
riously dislocating parts of our economy. Hopefully, such a system,
if adopted, could be instituted by 1975. By that time any necessary
employment conversion could be developed sufficiently to minimize
the hardships which might otherwise be imposed. Pending develop-
ment of a dual system of emission charges and usage certificates,
strict enforcement of present pollution standards should be the rule,
with stiff fines and injunctions enforced in order to deter illegal pollu-
tion. Fines and fees should also be extremely high in the case of what
might be called inadvertent pollution, such'as, for example, oil spills,
in order both to reflect the very high social cost of such incidents and
to provide adequate incentives to protect against such incidents.

We support the proposals of the President in his February 1971
Environmental Message regarding powers to be granted to the
Administrator of the Environmental Protection Agency regard-
ing water pollution. These proposals include granting power to
the Administrator of the Environmental Protection Agency to
issue abatement orders swiftly and to impose administrative fines
of up to $25,000 per day for violation of water quality standards.
We also support the President's recommendation that violations
of standards and abatement orders be subject to court fines of up
to $25,000 a day and up to $50,000 a day for repeated violations.
These and other pollution fines, and fees collected by use of a sys-
tem of emission charges and usage certificates, could be placed in
a federal trust fund for matching and other grants to state and
local governmental units to be used for environmental research,
construction of pollution control facilities, etc.

Although we have stated that we believe a system of governmental
subsidies to the private sector for pollution control is inappropriate,
such a practice in connection with local governments is in many re-
spects attractive. These subsidies would generally take the form of
federal grants under which the federal government would provide
either unencumbered or matching funds for local pollution control.



For example, a federal program now provides up to 50 percent match-
ing funds to local governments in connection with liquid waste treat-
ment plants. We also feel that a system of emission charges and usage
certificates from the federal government would not be appropriate
in the case of local governments. Therefore, it seems that state and
local governments would have to be subjected to comprehensive pol-
lution standards. However, the imposition of additional standards in
the public sector may not be as diicult as in the private because the
primary wastes generated publicly for which standards would have
to be developed are not nearly as numerous as those in the private
sector.

In conclusion, we wish to direct ourselves to the probable impact
on our international economic position which would result from
the imposition of a comprehensive set of domestic environmental
control regulations. It has been suggested that if the United
States drastically reduces its level of pollution, other countries
will be encouraged to seek a comparative economic advantage
regarding many goods by not engaging in any significant environ-
mental control of their own. We do not believe that a necessary
result of a stronger environmental control in the United States
will be continued or increased pollution by our trading partners.
Certainly it would be a great tragedy if the less wealthy countries
were to allow a great deterioration of their environment as a result
of attempts to compete economically with the wealthier countries
at a time when the wealthier countries were increasing some of
their direct costs of production by reducing the indirect costs of
pollution. It is of the utmost importance that the United States
lead the way in developing international agreements for attacking
problems of pollution on a multinational basis and in working to
eliminate incentives on the part of any nation or nations to com-
pete economically by polluting. As American environmental con-
trol techniques develop, it will be in our best economic interests to
make available throughout the world the fruits of our techno-
logical advances on the easiest terms possible.

TRANSPORTATION

As the President's 1971 Economic Report suggests, reexamination
of the regulatory framework within which much of our nation's trans-
portation system operates is long overdue. When regulation of our
interstate transportation system was first imposed, it covered the rail-
roads, a monopoly industry in which the competitors were very simi-
lar. Although detailed regulation of railroads was in many respects
desirable in the late nineteenth century era of intense individuality and
rapid national economic expansion when there was no well-developed
body of anti-trust or labor law, the suitability of a large part of such
regulation in today's world is doubtful. Today we operate in a system
which contains well-developed, detailed anti-trust and labor law. Addi-
tionally, in most respects the present transportation system does not
consist of firms with monopolistic powers. Generally speaking, a po-
tential shipper has a choice among a number of alternative means of
transportation, including rail, air, water and highway. That our pres-
ent regulatory system is not working is abundantly clear. If it were,
as the Doyle Report on National Transportation Policy presented in



1961 to the Senate Committee on Commerce stated, "[T]here would
have been no need for the seemingly endless series of transportation
studies-including this one."

The economic costs which result from substituting regulation for
free market forces in any industry can be great, and can be justified
only if the benefits resulting from such regulation exceed the cost. It
is extremely doubtful whether the benefits resulting from much of the
regulations in our transportation industry meet this test. A few ex-
amples of the way in which our present regulatory system works illus-
trate this.

Unlike the situation in a free economy, in which unwanted goods and
services are inexorably weeded out, in a regulated industry such as
transportation, services which become obsolete, non-functional or un-
wanted are often perpetuated at great economic cost by regulatory
agencies, either because of political or other pressures. The demand for
such services, although economically small, may be politically large,
vocal, and effective. The continuation of passenger train service m
many areas of our country is an important demonstration of this. The
conversion in the United States to automobiles and planes as principal
modes of passenger transportation has resulted in disastrously large
economic losses for railroads from passenger train operation. The rail-
road industry, unable to discontinue many passenger train operations
because of refusal of the Interstate Commerce Commission to permit
them to do so, reports losses of over $10 billion on passenger trains since
the end of World War II. These refusals by the Interstate Commerce
Commission have in many cases been the logical consequences of vari-
ous policies which the ICC has had to follow under its often economic-
ally contradictory statutory mandate. That notwithstanding, the re-
sources used in this sector could obviously have been employed at great
economic gain elsewhere in our economy.'

Restrictions on discontinuing services are only one means by which
inappropriate regulation has resulted in economic loss in our trans-
portation industry. The imposition of the value-of-service rate struc-
ture on our rail and trucking industry has had numerous adverse
consequences. Under this structure goods of higher value are charged
higher freight rates, even if it costs no more to carry them. As the
President's Economic Report points out, this rate structure has con-
tributed to rural depopulation and metropolitan congestion because
under such rates, finished goods are more expensive to ship than raw
materials. Therefore, manufacturers have an incentive to locate close
to or in areas where major consumer markets are located. At a time
when our nation is becoming increasingly concerned about the flight
of much of our population from rural areas to urban centers, which
adds to the many problems facing our large cities and contributes to
the further economic decline of our rural areas, we believe that regula-
tory support for a value-of-service rate structure is economically and
socially unsound.

In the trucking industry, numerous regulations contribute to eco-
nomic loss and to filling our highways with empty and partially

'Representative Blackburn points out that airlines have their routes and fares
regulated by Federal agencies. This has forced airlines to continue flights which
should be discontinued because of decreasing passengers. This is one of the
reasons why airlines are losing money on domestic routes.



loaded trucks, causing great economic wastage. These regulations in-
clude regulation of backhauls, which prevents charging freight rates
equal to marginal cost on return trips, restrictions on commodities
hauled, restrictions against mixing regulated and non-regulated com-
modities, and restrictions on service to points intermediate between
points to which service is certified. One result of such policies is that
only slightly over 50 percent of regulated trucks have full loads in
both directions. According to a study which was conducted by the
Highway Research Board in 1961, regulated trucking accounts for
approximately one-third of inter-city ton miles. There is no evidence
to suggest that this situation has changed significantly in the last ten
years. According to the same study, private, contract, and agricul-
turally exempt carriers, which account for the remaining inter-city ton
miles, had full loads in both directions less than 10 percent of the time.
The high number of such carriers and the high proportion of all ton
miles which they carry is, of course, a partial result of the oppressive
regulation imposed on common carriers.

The increased cost in our annual regulated freight bill, which is in
addition to the substantial cost of idle economic resources, attributable
to an antiquated scheme of regulation can be fairly well estimated.
In the 1950's the transportation of poultry was exempted from regu-
lation. Following exemption, the Department of Agriculture found
that freight rates for poultry decreased by approximately one-third.
When certain frozen foods were deregulated, the Department of Agri-
culture found that rates fell approximately 19 percent from 1956 to
1957. Additionally, shippers reported that following deregulation,
service improved at the same time that rates declined. Assuming that
these commodities are fairly typical, then given our annual volume
of regulated freight, our annual regulated freight cost could be several
billions of dollars too high.

We suggest that it is a matter of national urgency for the Con-
gress to re-examine the whole regulatory framework under which
much of our transportation system operates. It is clear that there
are instances in which transportation needs would be better served
if certain restrictions on entry and departure from transportation
markets were removed and rates, commodities to be carried, and
points to be served were determined by the forces of the market-
place. In addition, consideration must be given to the debilitating
impact of conflicting regulation of the various modes of trans-
portation, and differences in labor laws, tax laws, and subsidiza-
tion of the modes, including the maintenance of rights of
way. This Committee should explore the impact of the present
structure of the transportation industry on the economy, with
emphasis on the probable economic results of various forms of
deregulation.

This is not a call for the end of all governmental regulation. Be-
cause transportation is vital to our survival, certain regulations in
the interest of safety, national defense, international trade and de-
velopment of our domestic commerce are desirable. Obviously, in
cases in which actual or potential monopoly powers as to geographi-
cal areas, commodities, or shippers exist, regulation would be neces-
sary. Additionally, the entire transportation industry should be sub-
jected to the operation of our anti-trust laws in order to protect against
collusive pricing practices, etc.



De-regulation, where appropriate, would not necessarily result in
chaos, as has been suggested in some quarters, although there would
certainly be movements of resources. Any de-regulation proposed
could be accomplished gradually, in order to avoid serious disloca-
tions in our economy, and it should, of course, provide for appro-
priate regulation machinery in times of national emergency.' The
proposals in the President's Economic Report regarding gradual de-
regulation as to prices, entry and departure from markets, points
of service, etc., seem to be sound. De-reulation over perhaps a five
or six year period would help to minimize economic hardship.

CORPORATE LiQumrrY

With application of the Penn Central Railroad for bankruptcy in
June 1970, the difficulties of certain brokerage houses in conducting
business, and the rumors of other large corporations verging on bank-
ruptcy during 1970 and into this year, the subject of corporate liquid-
ity has become an item of some concern to economic policymakers. Ba-
sically, corporate liquidity is a concept used to describe the ability of
a corporation to meet obligations as they become due. There are a num-
her of different statistical ways to show what the liquidity position of
any corporation is. Most of these measures of liquidity compare a cor-
poration's cash and other liquid assets with various kinds of short-
term liabilities; but as this description implies, liquidity bears a close
relation to cash flow, the rate of corporate investment and other dy-
namic concepts which cannot easily be conveyed by statistical ratios.

Within the limitations of our commonly accepted measures of
liquidity it is clear that corporations have been in a progressively
tighter liquidity squeeze since the late 1950's. In part, declining liquid-
ity ratios have been the result of more efficient management; in the
Appendix to the President's Economic Repoit, there is conjecture that
confidence in the economy also caused many corporations to reduce the
amount of cash and other liquid assets to a lower proportion of total
assets. By the late 1960's, however, it was clear that corporate balance
sheets continued to reflect a view of rising sales and prices which was
not warranted by a national policy of slowing the economy and stem-
ming inflation. New capital appropriations in the first half of 1969
rose by 17 percent over the late-1968 level, notwithstanding that the
Administration's and the Federal Reserve's policies were well known.
Business spending for new plant and equipment accelerated from a
temporary low in mid-1968 through the third quarter of 1969; in late
1969, when interest rates were at record highs, manufacturers were
still projecting a quick upturn within the next six months.

In fact, the quick upturn did not come. Although moderately expan-
sionary policies were begun n early 1970. the Administration's an-
nounced goal in this regard was to avoid stImulating a rise in demand
such as occurred in 1967. It should have been clear to most business
leaders that the Administration was taking its mandate of halting in-
flation seriously. Nevertheless, businesses kept a pattern of financing
and inventory accumulation that was more suited to boom times than
to the slow conditions of 1970. The ratio of total business inventories to
sales during the first half of 1970 stayed at the relatively high rate of
1.56-1.59, and the rate of inventory accumulation far exceeded the rate
of increase in other current assets. The accelerating use of commercial
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paper to maintain cash flows reflected the apparently general expecta-
tion that any slowdown in sales was quite temporary; during the first
five months of 1970, the use of commercial paper increased 25 percent.

The failure of the Penn Central Corporation to refinance its matur-
ing commercial paper in June 1970, and the resulting petition for bank-
ruptcy, precipitated what many observers have called a liquidity crisis.
Effects of the Penn Central situation were felt in the money and secu-
rities markets, which in turn affected the ability of other corpora-
tions-some with low liquidity ratios themselves-to obtain fully ade-
quate financing.

During the first few weeks after Penn Central's difficulties came
to light, the Federal Reserve Board took action to encourage bank
financing where cash flow problems of businesses were being caused
by weakness in the commercial paper market. On June 23, it suspended
the Regulation Q ceilings on larger denomination, short-term cer-
tificates of deposit, and announced at the same time that the discount
window would be available to assist banks in financing the emergency
cash needs of business. The promptness of the Fed's action, and its
unequivocal objectives, helped materially to cool what could have been
a crisis of major proportions. Since mid-1970 corporations have at-
tempted to restructure their balance sheets to secure a larger propor-
tion of liquid assets, but this has not prevented the ratio of total
current assets to current liabilities from reaching new lows by the end
of 1970. On the other hand, indications are that changes in the pattern
of corporate financing will make some headway in improving liquid-
ity ratios during 1971.

Several lessons can be drawn from last year's experience.
The first is the widespread effect which the insolvency of a few

major corporations could have in this country. In its Annual Report,
the Council of Economic Advisors concludes that there was no
liquidity crisis in 1970 "if this term is taken to connote skyrocket-
ing interest rates, a complete absence of bids for established se-
curities, and numerous bankruptcies of sound corporations." We
do not accept the implication of the Council that these conditions
need exist before a liquidity crisis is recognized. Quite apart from
the fact that the insolvency of a major source of employment in an
area can result in regional economic depression and inestimable human
suffering, the bankruptcy of a few large corporations, we have
learned, has implications for the ability of others to raise money and
thus to maintain their own liquidity positions and profit levels; the
response of the Federal government to such conditions as this should
be the same as in any other crisis.

A second lesson from the 1970 liquidity experience is that the Fed-
eral government has shown it has substantial powers to prevent wide-
spread bankruptcies in the event of a potential liquidity crisis. The
power of the Federal Reserve as an emergency source of liquidity
was amply demonstrated last June, and we thoroughly approve
of the Fed's decisive reaction to the Penn Central situation.

Thirdly, however, we believe that the Government needs addi-
tional tools in order to ensure the smooth functioning of financial
markets during times of unusual demands for liquidity. As
Chairman Burns said during testimony before this Committee last
July, the liquidity-creation powers of the Federal Reserve should be



used only under extraordinary circumstances. Therefore, we recom-
mend establishing a Federal emergency loan guarantee program
to be used in situations where the inability of a necessitous bor-
rower to obtain a loan would result in serious curtailment of
essential services to the public.2 Such a program should not be used
as a means to bail out poorly run corporations or to correct for mis-
judgments of management, and businesses receiving the benefits of the
guarantee program would thus have to be subjected to far-reaching
Federal supervision. 3 

As our discussion of the events of 1970 indicates,
misjudgments by businessmen of the Administration's rather clear in-
tentions played a role in the liquidity squeeze, and they should not be
rewarded by having available federally guaranteed loans on a no-
strings basis.

Fourthly, it is clear that better analytical tools need to be de-
vised to assess business liquidity and potential liquidity prob-
lems. In its Appendix to the President's Economic Report the CEA
does a competent job of analyzing liquidity but concedes that its con-
clusions might have to be qualified to the extent its sampling of firms
was not completely representative. It states furthermore that "the
severe difficulties experienced by some of the large manufacturing
corporations in the analysis are concealed within the general aver-
ages." More work should be done in assessing the effect of major
corporate bankruptcies and the ability of government to ease any
resulting hardship. Government also owes a particular responsi-
bility to warn the business community of any incompatibility
between government objectives and business expectations, and
while this was done during 1969 and 1970, it is evident that the
methods employed were not effective enough. We look forward to
the report of the Presidential Commission on Financial Structure and
Regulation, which will address itself to factors influencing the
liquidity situation.

REvErNnE SrsAmycu4

During the annual hearings this Committee heard dramatic and
pointed testimony from mayors and governors across the country about
the deteriorating condition of state and local finances. The testimony
described a situation of rising claims on state-local government serv-
ices, coupled with a tax base insufficient to meet these claims. There has
been general agreement among experts in public finance that this situa-
tion has reached crisis proportions.

At the same time, the Administration announced its revenue sharing
plan, the first major effort by the Federal Government to reorganize
the federal grant-in-aid system. The Administration's plan would give

'Senator Percy feels we should be cautious about such a program and be sure
it Is used only when no alternative source of such service would otherwise be
available or competition would be seriously limited.

' Representative Blackburn notes an inconsistency in this paragraph since the
primary example used to justify this section is the Penn Central Transportation
Company's failure. Beyond any doubt, Penn Central provided essential services
to the public. However, there can be no doubt that this corporation was poorly run
and corporate funds were mismanaged. Before the government becomes the
lender of last resort to bail out ailing corporations, it might be wise for the
Presidential Commission on Financial Structure and Regulation to investigate
all possible alternatives.

'Congressman Blackburn does not wish to be associated with the Minority
Views on revenue sharing.

58-676 0-71--8
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considerably eater freedom to state-local governments in the spend-
ing of federa funds, would significantly reduce the number of cate-
gorical grant-in-aid programs, and would establish the precedent of
automatically turning over to state-local governments a certain per-
centage of the personal income tax base year by year.

While our specific recommendations are described in detail
below, we assert at the outset that the Congress must act this year
to provide a substantial amount of long-term financial relief to
state-local governments.

The origins of the present crisis in state-local government finances
lie in two phenomena which will apparently be with us for some time.

The first phenomenon is the changing nature of claims on state and
local governments. Ironically, our afluence has generated accelerating
demands for services which non-affluent governments are unable to
provide. Cleaner air, modernized education and transit systems, su-
perior health care, and an up-to-date penal system are typical of the
expensive demands which modern society places on its governments;
yet each of these cases represents areas of state-local government con-
cern. An additional complication in some cases is the fact that juris-
dictional boundaries prevent the efficient solution of these problems,
as the difficulty of attacking air and water pollution shows. In Mayor
Gibson's written response to Minority questions, for example, we have
convincing and expert testimony as to the many costs which a city
government incurs by virtue of its position as the center of a larger
metropolitan area over which it has little control. Finally, in admim-
istering services state and local governments are often caught up in
problems which we recognize as national in scope. Trash collection,
for example, though a local responsibility, is part of the broader
national problem of solid waste disposal. Education is administered
largely on a state and local basis, but many of the extra costs of edu-
cation result from a complex of social conditions which we as a na-
tion must solve. The effects of a good or a poor education reflect them-
selves directly in the quality of our society in later years.

The second phenomenon concerns the tax base which state and local
governments have at their disposal. The Federal government, for ex-
ample, relies chiefly on the income tax, which not only expands with
growth in income, but also expands as a percentage of income as per-
sons move into higher tax brackets. State governments on the other
hand, have come to depend upon consumer taxes such as sales, alcohol
and tobacco products, etc. In contrast to the Federal government,
which has been able to reduce taxes three times in the last decade, state
governments have had to pass more than 450 new or increased taxes
and even at this rate, state revenues have increased more slowly than
Federal revenues. Property taxes constitute the major portion of
local revenues. While such taxes are appropriate for financing the
services which we associate with property improvement and protec-
tion (e.g., fire, police, parks, trash collection), they do not respond to
the increased demands being placed on localities today. Further-
more they are not a reliable source of revenue during times of eco-
nomic downturn; cities like Newark, for example, collected fewer
revenues in 1970 than in 1969, despite rising claims for city salaries
and services. Over the past decade, the rate of Federal revenue growth
*ias outstripped local revenue growth by 50 percent.



In short, states and local governments today are faced with ac-
celerating demands which surpass their ability to pay. Many of these
demands are the substance of what has popularly been called the
"quality of life." It is therefore clear that we must make substantial
commitments of our resources to improving the viability of state-local
finances if we are to make headway in realizing many of the goals of
modem America.

The traditional Federal response to the needs of state and local gov-
ernments has been the grant-in-aid system. Federal grants in aid have
been distributed either by formula to all state and/or local govern-
ments or according to specified projects submitted by public or private
recipients. Distinctions are also made between block grants, which are
directed to some general purpose (e.g., Model Cities grants), and cate-
gorical grants, which have a narrow purpose such as sewer construc-
tion. Although the grant-in-aid system is said to have started in 1862
with the Morrill Act, which started land grant colleges, Federal aid
to help ensure the viability of state-local governments began with the
Depression. The number of such grants has multiplied considerably in
recent years and stands at more than 400 today.

In part these grants have served to help state and local governments
perform essential services such as sewage disposal. But Federal grants-
in-aid, and the conditions attached to them, have also been directed to-
wards answering national needs as perceived by Congress. Examples
of this are grants under the National Defense Education Act, which
was passed in the wake of the first Russian artificial satellite launch,
and the nondiscrimination provisions attached to virtually all grants-
in-aid since 1964.

Over the years, therefore, the grant-in-aid system has become a
major factor in intergovernmental relations, influencing the purposes
for which state-local revenues are spent, and the way in which they
are spent. However, most persons agree that there is a confusing
amount of overlap in some programs, and that the conditions attached
to grants are often not responsive to the needs of particular areas.
Furthermore, the red tape of applying for federal grants reduces their
effectiveness. Another problem in recent years has been the gap be-
tween authorizations and appropriations for Federal grants-in-aid,
which presently stand at 36 percent of appropriations.

Under the Administration's Revenue Sharing plans (General Reve-
nue Sharing, and Special Revenue Sharing), some of these complaints
would be answered. Federal aid to states and localities would increase
aproximately 26 percent in 1972 over the 1971 level. Funds under the
General Revenue Sharing program would be geared to a percentage of
the personal income tax base, thus ensuring state-local governments a
share of the Federal fiscal dividend each year; they would be distrib-
uted automatically, with no strings attached, thus eliminating the over-
head costs of categorical grants. Special Revenue Sharing funds would
be directed to six broad purpose categories and replace 130 categorical
grant-in-aid programs.

We applaud the Administration's initiative in advancing a Rev-
enue Sharing program and endorse the principle of sharing the
Federal fiscal dividend with hard-pressed state and local govern-
ments; also with the principle of distributing funds according to
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tax effort. We support the concept of grant consolidation and sim-
plification which characterizes the Administration's Special Rev-
enue Sharing Program. We believe that the goal of restoring the
financial viability of state-local governments in this decade, with
all this implies for improving the conditions of everyday life,
requires a commitment similar to the commitment made ten years
ago to land an American on the moon before the end of the decade.
We believe Congress should expressly make such a commitment,
and as a first step enact a Federal Revenue Sharing Program this
year. 6

However, we recognize that many of the problems of state and
local governments are jurisdictional, rather than financial, and we
believe that the national effort to improve the state-local govern-
ment situation must also seek reform in this area. In addition, we
are concerned that appropriate performance standards be estab-
lished and maintained. We in the Congress should be the first to
recognize the national effect which the grant-in-aid system has had
in recent years. Conditions attached to grants-in-aid, drafted in manycases only after extensive hearings and debate, have become basic
instruments for achieving such national goals as social justice and
highly trained manpower. While we are confident about the ability
of state-local governments to administer broadly-based federal aid,
we reserve the right to adapt and adjust any future federal aid system
where national interests are at stake.

PRODUCTIVITY

In 1969 the rise in output per man hour in the private economy came
almost to a halt. In two quarters of that year labor productivity
actually declined. The record in 1970, based on preliminary figures,
shows that labor productivity rose less than one percent. 'his two-
year performance, the worst in the postwar economy, coincided with
a time when consumers and even national leaders voiced concern over
the deteriorating standards of American working men, a falloff in
our competitive position overseas, and a loss of pride in American
craftsmanship.

On the other band, starting with the second quarter of 1970 pro-
ductivity has been on the incline, and most economists agree that this
trend will continue during the current business recovery.

Policies during this transitional period should be aimed at further
stimulating the productivity growth which is already under way, and
also at improving our long-term productivity performance. Although
the short-term improvement in productivity will respond to roughly
the same Policies which we recommend for effecting economic recovery
in genera, we believe that additional efforts are needed to support the
kind of productivity growth which this country needs over the future.
As we explain below, these efforts can best be Implemented through a

'Senator Jacob Javits and Representative Barber Conable, Jr. state:
"Governor Rockefeller's testimony before the Committee pointed out that a
$10 billion General Revenue Sharing Program would provide an estimated half
of the increased coots of states and localitles this year."

Senator Jacob Javits supports a doubling of the Administration's General
Revenue Sharing Program. See the additional views of Senator Javits on
Iage 137.
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permanent national productivity commission, regional offices, and
local plant or community productivity councils, to expand upon the ex-
cellent work already being done in this area by the President's Na-
tional Productivity Commission; also through the establishment of a
multipurpose adjustment assistance fund.

By definition, productivity policy is aimed at maximizing the out-
put which can be gained from the various factors of production, i.e.,
labor, entrepreneurial talent, land, raw materials and capital goods.
Changes in this output come about through improvements in the way
the factors of production are handled; better education of the labor
force, more efficient land use, and the use of technological improve-
ments are some examples. Because our society is so technologically
oriented, scientific and engineering achievements probably account
for a large share of improvements, although a comprehensive pro-
ductivity policy must go beyond promoting technology alone.

Improving productivity, therefore, consists of promoting the con-
tinuous, progressive adjustment and rationalization of the private sec-
tor. Success at this venture is the key to achieving real growth with
higher living standards at home, and to maintaining our competitive-
ness abroad. In a country like the United States, where output reflects
primarily the value of services and of manufacture rather than of
raw materials, the interaction of productivity and wage levels is the
most important factor in setting prices. One observer has remarked
that that increasing productivity is the closest thing one ever comes to
getting something for nothing.

On the other hand, there are long term disadvantages which this
country has as a result of our advanced state of growth and tech-
ology, and these disadvantages accentuate the need for a consistent
and continued high level of productivity growth.

In the first place, most other countries can capitalize on American
experience by freely "borrowing" advanced technology which has been
developed, often at great cost, in this country. Over time this technol-
ogy windfall can result in a substantial narrowing of the productivity
gap between this country and others. One of the ironies of America's
technological achievement and business prowess, in fact, relates to the
rapid international transfer of technological and business know-how
which our preeminent position has made possible. As a general rule,
therefore, the technologically more advanced countries of the world
bear almost the full cost of researching and developing new tech-
nology.

Secondly, the process of adjustment and rationalization in America
sometimes creates conditions of economic dislocation which, given the
higher standards of our modern society, are politically difficult. Joseph
Schumpeter once observed that technological advance is a process of
creative destruction; for Americans this process of destruction-mean-
ing in some cases the closing down of obsolescent plants in "one factory
towns" and the laying off of workers with obsolescent skills--must be
continually countered by expensive programs to teach new skills and
restore those affected to a high standard of living.

Thirdly, the advanced state of economic growth in this country has
created immense social needs and environmental problems which will
heavily strain our resources for decades to come. The minimization of
pollution and the guarantee of a minimum income for all Americans



are typical of these needs, which will require large commitments of
our productive capacity. Increased productivity growth would be
necessary to satisfy this new breed of priority needs without shifting
resources from other priority uses.

Finally, the sheer size of America's physical plant does not permit
rapid response to the changing conditions of the world economy,
wherein some of our major trading partners are enjoying immense
productivity gains. Although the solution to this problem does not
necessarily involve increasing productivity growth in this country,
the fact is that our productivity performance in recent years vis-a-vis
the rest of the world has contributed markedly to the deterioration in
our international competitive position and probably to the rise of
protectionist sentiment in many domestic industries.

We believe that the conditions we have just described warrant a
conscious national effort to promote more rapid and consistent long-
term productivity growth.

A national program to improve productivity must be able to muster
the technology and the capital to rationalize our productive plant,
pinpoint areas where substantial improvement can be made, and finally
convince businessmen and legislators of the necessity for changing
existing laws to achieve greater efficiency. Such a program could be
carried out only at the Federal level. onquently, we believe the
following steps would constitute a favorable departure point for such
a program:

1. A strong declaration of Congressional policy calling for
improved productivity growth.

2. Establishment of a permanent productivity commission,
with regional offices throughout the country, to keep abreast
of productivity problems in the United States. We favor also
the establishment of local productivity councils at the com-
munity and factory levels. In cooperation with our universities,
a system of productivity organizations should be able to dis-
seminate technological developments of interest to factory and
office managers in much the same way that agricultural develop-
ments are brought to the farmer. In special cases, and in conjunc-
tion with other government agencies, it should be able to aid com-
munities where the decline of obsolescent industries has caused
severe dislocations in the local economy.

3. Establishment of an adjustment assistance fund, under
the Commission's control, which could be drawn upon to meet
the expenses of the Commission and to promote the channel-
ing of capital into more productive pursuits. The latter would
include such activities as market surveys, incentive programs for
communities to attract more efficient businesses, and working
capital loans where appropriate for businesses which do not qual-
ify for other (e.g., Small Business Administration) programs.
Because our competitiveness in the world economy bears such a
close relation to productivity growth in America, we believe such
a Fund to be fully justified.

We believe that this kind of national commitment, and large invest-
ment of effort and money, are essential if we are to make Americans
aware of the importance of faster productivity growth, and to gain
the knowledge and the capability to meet higher productivity goals.



AGRICULTURE AND RURAL DEVELOPMENT

If the lessons of the past decades mean anything to us,
they mean that as power has been concentrated more and
more in Washington, D.C., as decisions have been increasingly
made by remote control, the special needs of our rural
communities and of the great heartland of America more
and more have either been neglected or even gone un-
recognized....

... the housewife in America, the best-fed country in the
world, pays less of her budget for food than in any country
of the world.

This is an indication of what the farmer has done for
America.

And when the farmer and American agriculture have done
that, when it is the most productive of all of the various
phases of our economy, certainly American agriculture and
the American farmer deserve a fair share of America's
increasing prosperity.

-President Nixon,
Address to Iowa Legislature,
March 1, 1971.

Enactment of the bipartisan Agricultural Act of 1970 laid a founda-
tion for better years ahead for our family commercial farmers than
was the case with previous farm programs, under which nearly 6 mil-
lion farmers and their families were forced to leave their farms from
1961 through 1970.

The freedom to plant the crops of their choice under the Adminis-
tration's unique "set aside" program for the major crops of wheat,
feed grains, and cotton represents a significant reversal in a policy
of government control, while, at the same time, the Administration's
policy of not lowering the overall government cost of farm programs
provides assurance of a "floor" for farm income.

We do not believe that the cost of these programs should be criti-
cized by the taxpayer-consumer, for the record shows that only 16.7¢
per consumer dollar now goes for food compared to 200 ten years ago.

Senator Percy and Representative Blackburn feel that the cost of any pro-
gram, including farm programs, should be subject to constructive criticism. In-
deed, looking at the record, it is the Federally supported crops that are in the
most trouble and cost the taxpayer the most. Those crops that are free of Federal
intervention are, generally speaking, the healthiest and the most remunerative
to farmers.
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This represented a reduction for consumers of $25 billion for 1970,
compared with a cost to them, in taxes, of under $4 billion for farm
program payments. (Of course, inflation has increased food prices,
but there are more consumer dollars being spent.)

We have consistently advocated a continuation of farm programs
and we have emphasized the importance of bipartisanship in develop-
ing and administering these programs. With the farm population now
comprising only 4.7 percent of our total population, our agricultural
economy needs all the support it can obtain from both political parties.
The economic and social consequences of doing away with farm pro-
grams are too well known to bear repeating. On the other hand,
excessive government controls deprive the farmer of an opportunity
to benefit from a strong market economy. The difficult task of the
Congress is to steer a prudent course between these extremes; and
the equally difficult task of the Executive Branch is to administer the
farm programs enacted by the Congress in such a way as to achieve
a healthy agricultural economy in the face of uncertainties of weather,
disease, foreign trade, and the overall national economy.

Tim AGRICULTURE ECONOMY IN 1970

The year 1970 was a year of contrasts for many who comprise the
agricultural segment of our economy. Although down somewhat from
the previous year, the overall income situation proved to be one of the
better years on record. Realized gross farm income came to $56.2 bil-
lion in 1970, $1.6 billion over the record high of 1969. However, this
increase was more than offset by a gain of $2 billion in production
expenses, resulting in realized net farm income of $15.8 billion,
slightly lower than the $16.2 billion for 1969 but 35 percent higher
than in 1960.

There was a smaller drop than usual (11 percent) in the number
of farms from 1969 to 1970. Realized net income per farm averaged
$5,392 in 1970 compared with the record $5,437 a year earlier, but was
still 82 percent above the 1960 level.

Aggregate personal income of farm people rose to $27.9 billion in
1970, $400 million over 1969. This increase is accounted for entirely
by a rise in income from nonfarm sources. Disposable personal in-
come (after taxes) per capita of the farm population was $2,633 in
1970, about $200 higher than the previous year and a new record high.
The ratio of average disposable income of farm people to nonfarm
people was 78 percent in 1970, up one percentage point from 1969.
Clearly the farm population has not been sharing fairly in the na-
tional net income, but the gap continues to narrow. In 1960, per
capita disposable income of the farm population was only 55 percent
of the income of the nonfarm population; and for the period 1966-70
the ratio averaged around 75 percent. It should be noted, however,
that this trend has been due largely to the fact that income from non-
farm sources has become a larger component of net incomes of farm
people. Almost half (47.7 percent) of the 1970 per capita disposable
income of people on farms was from nonfarm sources.

On the debt side of the picture, total farm indebtedness (including
Commodity Credit Corporation loans) rose 4 percent over 1969 to
$60.4 billion in 1970,2 percent less than the rise in 1969 over the year
1968. Debt per farm rose 51/2 percent, from $19,588 to $20,683--down



from the 8 percent rise in the previous year. The tight money situation
throughout the economy in 1970 made credit more costly and less
available to the agricultural sector. Because of a greater reluctance of
farmers to borrow at high rates of interest, the increase in farm debt
was substantially below the average of 9 percent per year during the
preceeding decade.

National net farm income for 1970 represented only a 6 percent
return on net farm equity, leaving nothing whatever for the farmers'
labor and managerial skills-another indication that farmers have
not been sharing fairly in the national net income.

CONTINUED COST-PRICE SQUEEZE

In past Minority Views we have consistently stressed the serious-
ness of the cost-price squeeze on the nation's farmers and their fami-
lies. We are disappointed that 1970 did not see any lessening of this
problem. Prices received by farmers in 1970 increased by 2 percent
over the 1969 level, but prices paid by farmers increased by 5 percent.
The largest increases in various prices paid by farmers were for inter-
est (up 10 percent), taxes (up 9 percent), and labor (up 9 percent).
The result was a decline in the parity ratio to 72 for the year as a whole
(compared to 74 for 1969), with a low of 67 in December. [However
the parity ratio had moved back up to 70 for February of this year.]

The greatest contrasts in the farm economy were provided by crop
and livestock prices. As 1970 moved along, crop prices rose and live-
stock prices declined. Livestock prices remained at high levels until
mid 1970, but then began a downward path. Hog prices led the de-
cline, which was primarily due to the large increase in pork produc-
tion accompanied by large supplies of beef, poultry, eggs, and milk.
[The December 1970 national inventory of hogs was nearly 11 million
above December 1969.] The rise in crop prices was attributable
largely to increased exports and to a smaller 1970 grain crop due
particularly to an unexpected drop of 15 percent in the anticipated
corn crop because of drought in the western corn belt and a fairly
widespread incidence of southern corn leaf blight.

Probably hardest hit (with the exception of some farmers whose
corn crops were severely damaged by drought and corn blight) were
the nation's hog farmers. The average price of slaughter hogs was
above $28.00 per hundredweight in February, but dropped to $15.00
in December for a yearly average of $21.95 compared to $23.89 for
1969. [Hog prices have improved somewhat of late, but large sup-
plies may continue to hold prices below the highs of last winter.] We
are pleased that the U.S. Department of Agriculture has been using
its authority to increase CCC purchases of pork. During the first
seven months of fiscal year 1971 USDA increased its potk purchases
by more than three-fold over the same period in fiscal 1970-from 32
million pounds to almost 118 million pounds at a cost of over $61 mil-
lion. The Department has also taken other actions designed to increase
pork consumption.

We are concerned with the time lag between lower prices for farm
products, such as pork, and lower prices for consumers in the market
place. We commend the Department for its initiatives to reduce this
time lag and hope that the food processing and retailing industries
will cooperate.



THE NEW FARM PROGRAM

The year 1970 marks a turning point in the history of agricultural
policy with the passage of the Agricultural Act of 1970. In our pre-
vious Minority Views we have consistently recommended that the farm
programs to follow the 1965 Act should move toward a strong market
economy rather than a government payment and regulated economy,
should achieve a more equitable distribution of benefits to our farming
population, and should establish a reasonable limitation on payments.
We believe the new Farm Act proceeds along the lines of these recom-
mendations, although perhaps not as much as some of us would have
preferred. Recognizing as we must the many differences of opinion
among 535 Members of Congress and the need for bipartisanship in
passing a major farm bill, we do feel that the new programs represent
an improvement over previous programs.

The principal change in the 1970 Act is greater flexibility and a
wider range of decision making for farmers in their farming opera-
tion. This is accompanied by the stated objectives of improving cash
markets for farm commodities and developing a greater reliance on
the marketplace as a source of farm income, protecting farm income,
and achieving a reasonable balance between supply and demand. These
objectives are to be realized through continuation of price support
payments with guaranteed support levels, a required set aside of a cer-
tain percentage of a producer's base acreage or allotment with free-
dom to plant the remaining acreage to maximize net return per acre,
and loan floors in the case of wheat and feed grains. There is also a
payment limitation of $55,000 per crop in the case of wheat, feed
grains, and cotton-the first such limitation ever attempted in these
programs.

We recognize that with any new program there are a certain num-
ber of unknowns, not the least of which is the uncertainty for 1971
corn production because of the shortage of blight resistant seed and
the possibility of blight again damaging the crop. Based on the farm-
ers' planting intentions reports and other data, the Secretary of Ag-
riculture announced a set aside requirement of 20 percent for the 1971
crop year for feed grains-a decision which apparently was calculated
to err on the side of strong prices for farmers rather than an overpro-
duction and weak price such as occurred with the 1967 crop. We are dis-
appointed that the new Farm law does not contain authority for three,
five, and ten year contracts for cropland retirement instead of re-
stricting the Department of Agriculture to annual "set aside" con-
tracts, but we are hopeful the Administration will request and the
Congress will approve full funding of the cropland adjustment and
greenspan programs.

AoicuLTIRAL TRADE

One of the most encouraging developments of 1970 was our favora-
ble balance of agricultural exports over agricultural imports. Over the
years this surplus has been a major factor in our overall favorable
balance of trade. Indeed, in several years it has meant the difference
between a favorable instead of an unfavorable balance of trade.
Reversing a downward trend for the last three years, agricultural
exports rose to $7.2 billion in 1970-21 percent above the 1969 level
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and 4 percent above the previous record of $6.9 billion in 1966. Lead-
ing this export gain were a 48 percent increase in soybean exports and
a 39 percent increase in wheat exports. The principal reasons for these
increases were continued improvements in the economies of Japan, the
European Economic Community (EEC), and Canada which created
more demand for meat and feed stuffs, smaller grain stocks in Europe,
and stronger economies in some of the developing countries which
increased their demand for U.S. imports.

On the other side of the coin, the value of U.S. agricultural imports
rose 14 percent to a record $5.7 billion, up from the $5.0 billion in the
previous year. Two of the leading items were dairy products, which
rose 25 percent on the strength of volume and price increases, and meat
and meat products, which rose 17 percent-about equally divided be-
tween volume and price increases. On a volume basis (carcass weight),
meat imports rose from 2,202 million pounds in 1969 to 2,387 million
pounds in 1970, an 8 percent increase. The main problems with meat
imports were that they were up almost 50 percent during the early
part of 1970, causing the President to impose limits for the balance of
the year; and the trans-shipment of meat through Canada.2

In the case of dairy imports, the volume increase was small-1.93
billion pounds (milk equivalent) for 1970 compared to 1.62 billion
pounds for 1969-considerably under the 2.9 billion pounds in 1967.
Nevertheless, pressures created by a world dairy surplus and the at-
tractiveness of U.S. prices are requiring continuing scrutiny and ad-
ministrative action under existing law-the latest being Presidential
Proclamation 4026 last December 31. Accordingly, the volume of dairy
imports is expected to decline in 1971.1

The Food-For-Peace program continues to be an integral part of
our foreign relations policy. This program has been maintained at a
level of about $1 billion over the past few years, and the level for 1970
was only slightly less than the average. Although exports under PL
480 do not help our balance of payments problem, they have been in-
creasingly useful in developing cash markets for the future and should
continue to be funded at or near current levels. Disregarding the Food-
For-Peace or non-commercial exports, our favorable agricultural trade
balance was still a half billion dollars for 1970, whereas we had been
in a deficit position on commercial exports versus commercial imports
since 1967.

The following tables illustrate the trends in agricultural imports
and exports for the last seven years.

senator Javits believes the perpetuation of rigid import quotas on meat does
not serve the broader interests of the American consumer. In memorandum to the
President requesting that import quotas be liberalized, Governor Rockefeller
pinpointed that fact that in recent years meat prices have been increasing at a
much faster rate than the overall rate of inflation. In turn. Mayor Lindsay's Com-
mission on Inflation and Economic Welfare has reported that in 1970 the price of
meat, fish and poultry in New York City increased by 18 percent over the previous
year. In dollar terms this means that for a family of four earning $6000. the ad-
ditional cost each year to put meat on the table is $101: for a family of four
earning $9500, the additional cost is $135. Restrictive meat import quotas should
be substantially liberalized or repealed to help curtail the sharply inflationary
increase in meat prices.

, In future Administrative actions affecting dairy quotas, the legitimate interests
of the American consumer should le carefully weighed. More rigid quotas on dairy
products such as cheese, would have an inflationary price effect as well as limit-
ing consumer choice.
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TABLE I.-AGRICULTURAL IMPORTS. CALENDAR YEARS 1964-70

Ito millions of dollars]

Commodity 1964 1965 1966 1967 1968 1969 1970

SuppAeenta i n e ----------- - - --- 56 117 118 g 113 119 197

Do products -------------- -- - 62 73 119 115 161 101 126
Ma and meat products- -::::::::: 483 521 619 664 764 861 1,011
Soear, core- - - - - 436 441 502 57 641 638 729
Tobaco i um -nufacturod . 9 930 127 129 142 128 128
Wool, apparel -------------- ---- 115 157 157 102 113 95 59
Other ---..---------- .....-- - - - 675 627 964 1,019 1,167 1.157 1,310

Total --------------- - - - 9-- . 1,938 2,070 2.627 2,696 3,038 3.089 3.520
Complomontary:

Coffee (green, roasted) ---- - ------ 1,027 1,064 1,069 964 1,144 996 1,165
Cocoa beans- - - - 131 139 122 147 136 168 201
Rubber, crude o3turat- - - 211 192 177 170 188 275 231
Woot, carpeto90 71 72 3 49 43 31
Other - - - - - 357 384 424 437 470 486 519

Total --------------- - - ------ 1,806 1,840 1,864 1,756 1.986 1,869 2,147

Grand total ------------ - ------ 3,744 3,910 4,491 4,452 5,024 4,957 5,667

Source: Economic Research Service, U.S. Department of Agriculture.

TABLE II.-AGRICULTURAL EXPORTS. CALENDAR YEARS 1964-70

[in millions of dollars]

Commodity 1964 1965 1966 1967 1968 1969 1970

Cotton. including lioters..... . 682 486 432 464 459 260 372
Dan products. 224 196 126 121 143 121 127
Food graino. excluding products --- 5--- 1,133 1,34 ,054 92 80
Fruits and preparations- ............... 273 313 315 310 277 323 334
Son earns 567 650 767 772 180 822 1,216
Tobacco. unmanutactuned - - - 413 393 482 498 524 540 481
Vegetables and preparations_-- 108 155 176 169 173 192 206
Wheat and nIour ---- -----......... 1,532 1,1R3 1,534 1,206 1,100 930 1,111
Other .. - -------------- -------- 1,636 1,728 1,715 1,776 1,16 1,968 2,262

Total ........................- 6,348 6,229 6,881 6,365 6,228 5,936 7,174

I Fmm census unpublished data.

Source: Economic Research Service, U.S. Department of Agriculture.

TABLE Ill-SHARE OF U.S. AGRICULTURAL PRODUCTION EXPORTED, FISCAL YEARS 1964-70

[in percent]

Commodity 1964 1965 1966 1967 1968 1969 1970

Wheat, including four equivalent ------- 75 55 65 56 49 34 41
Rice rough baoio- - - - - 62 54 55 64 64 4R 5
Nonfat dry milk ....................... 62 44 37 24 20 25 24
Dried edible learn. -...... 49 17 17 16 16 17 22
Tallow. ------- .-- --- 44 42 37 40 38 38 36
Soybeans --------- 41 48 43 39 40 36 50
Hops .. ------------------ 41 43 42 40 36 39 30
Ryegrain _---_----- - - - - 34 6 11 16 12 5 2
Coine.... ------ .. 32 30 20 49 59 26 29
Dried prunes - -- - - - 30 27 37 35 28 29 31
Lard- -- .. 26 19 3 9 9 13 16
Dried mimic milk . 26 17 21 16 16 23 21
Tobacco, farm sales weight ------- -- 26 25 29 38 32 38 36
Cottonseed 23 32 19 5 0.1 0.1 0.9
Raisins- - - - - - - 21 25 23 24 39 27 27
Dried edible peas ------- - - --- 20 60 65 82 74 64 79
Grain sorghum, -7 24 36 39 23 14 16
Barley, rain 9............ -- 17 14 I9 31 4
Flseed-- 1 27 15 2 3
Corn grain ..................... 15 17 12 12 2 93

Cattle Aides 45 56 41 41 36 42 45
Lemons and limes ------------- 9 17 21 19 18 19 21
Variety meats -------- ...-- - - - - 9 10 10 10 9 10 90
Almonds ............................. 16 12 16 13 15 12 23

1 Includes bean equivalent of soybean oil for exporL
Source: Economic Research Service, U.S. Department of Airiculture.



Although agricultural exports in 1970 set a new record, we believe
we can and indeed must do better. This basically involves two factors:
maintaining and expanding our present export markets and carrying
out our own trade policies in a manner to not invite retaliation from
foreign countries.

During the last few years we have commented in our minority views
on the Common Agricultural Policy (CAP) of the EEC. This pro-
gram, which combines extremely high internal prices with a variable
levy system to protect against imports, results in surpluses which are
then moved into international trade with heavy subsidies. The costs
are then borne by third countries-and particularly the United States,
not to mention the consuming public in the EEC countries. The EEC
is our largest export market for agricultural commodities (Japan is
the largest single-country market), and, although our exports to the
EEC in 1970 nearly reached the peak year of 1966, the intermediate
years showed a steady decline with no change in the CAP. As noted
previously one of the factors contributing to the rise in agricultural ex-
ports for 1970 was a smaller grain crop on the Continent-something
that can change in the future.

Another development which is most disturbing is the appearance of
discriminatory trading agreements negotiated by the EEC, and we
particularly refer to the preferences given certain Mediterranean coun-
tries in the case of citrus exports. Such agreements are a clear violation
of the GATT rules and appropriate appellate procedure has been
initiated to have them discontinued. While the present consequences to
U.S. trade are still relatively minor, such activities could lay a founda-
tion for major restrictions on our access to world markets with the
devastating results of a trade war.

We commend the Administration for its promptness in protesting
these preferential agreements. We urge the Administration to continue
its efforts to persuade the EEC to modify the CAP. If, for example,
the EEC would permit some lowering of their internal feed prices,
they could promote an expansion of their livestock feeding endeavors
which they very much want and need. We know the Administration is
closely following negotiations for British entry into the EEC and we
expect Britain to be made fully aware that her adoption of the present
CAP could seriously impair our exports of feed grains and other com-
modities to her.

The following tables show the trends of our agricultural imports
and exports with our major trading partners.



TABLE IV.-U.S. IMPORTS, CALENDAR YEARS 194-70

in millions of dollars

Agricultural
Agricultural fmperts as percent

Year and area Total Imports Imports of total imports

1964- - - - - - - - - -19,600 4, 02 22
1965 ------------- - - 21,23 4,87 19
1966 ---------R------------ - - - 25,360 4,491 18
1967 - - - - - - - - - 26, 733 4, 452 17
1968 ------------------------- 33, 066 5,024 15
1969 ----------------------------------- 35,963 4,957 14
1970 -------------------------------------- - - - - - - - - - 39,76 5,667 14
From EEC:

1964 -------------------------------------------- 2,31 258 9
t65 ---------------------------------------- 3, 316 27"0
96. . . . . . . . . . . . . 4,099 306

1967 ------------------------------------------- 4,441 331 7
9969--------- -5,:849 362
1969 ------------------------------.------ 5.797 363
1970 ---- ....---------- 6,574 419

From United Kingdom:
1964 .- - - - -- 1:132 23
1965 ---------------------------- - 1,403 24 2
1965- ------------- -1,761 39
1967 ---------------------- - 1,710 28 2
1968 --------------------------- --- 2,016 32 2
1969 -...........---------- 2,19 35 2
1970 ------------------------------------------ 2,186 37 2

From Japan:
1969- - - -_- 1,763 40 2
1965 -- - - - - - - 2,401 37 2
1966 --.-------------. 2948 37 1
1967 ---------------------- - 2,994 32 1
1968 --------------------------- 4,044 37 1
1969 ... -------- - 4,849 37 1
1970 .............................................- 5, 852 37 1

From Canada:
1964 ---------- 4,227 176 4
1965 ----------------- ....------- 4, 813 234 5
1966 ------ - - - - 6,106 240 4
1967 ---------- 7,099 201 3
196 ................... .918 226 3
1969 -------------------------- 1 0,345 244 2
1970 -........---------- 11. 025 305 3

Source: Economic Research Serice, U.S. Department of Agriculture.
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TABLE V.-U.S. EXPORTS, CALENDAR YEARS 1964-70

Eln millions of dollars)

Agricultural exports
Agricultural as percent of

Year and area Total exports I exports total exports

1964-----------26,156 6,348 24
1965 . . .. .. .. .27,135 6.229 23
1966 ------ --- 29. 884 6, 881 23
6967- ......... 31.142 6, 38 20
1 9 6 8 . -- - - _- ._- - _-- - --- 3 4 . 1 9 9 6 , 2 2 8 t
1969 -------------------------- -""." "."" 37,462 5, 936 16
1970 :.........----------- 42,1593 7,174 17
To EEC:

1964 ------------------------------------------ - 4,481 1,416 32
1965 -------------------------------------------- 4.904 1,476 30
1966 ---------- 5,264 1, 564 30
1967-----------5,562 1,460 26
1968 --------- 5,994 1,367 23
1969- ......... 6,875 1,269 181970.. . . . . . . . . . . . . . . . . . . . . ., 251 5 99

To United Kingdom: --------- 9,325 1.559 19

1964 ----------- ,445 448 31696:5---------- 1,537 394 25
1966 -------------------------..-- - - - - - - 6,645 471 29
1967 -----------------------.--------- 6 ,929 424 2Z
1968 .------------------------------------------- 2.32 374 19
1969 -------------------------------------------- 2.278 361 16
1970 ----------------------------------------- - 2,478 402 16Ta Japan:
164 ----------- 1--------------------. 894 720 39
1965 ------------------------------------- ----- 2,042 876 43
1966 -------------------------------------------- 2.312 942 41
6967 -------- - 2, 665 864 32
1968 ......... 2,924 93 32
1969 - ------....----------------- ......-------- - 3,462 934 27
1970 ------------------------------------------- 4.610 1,214 26

To Canada:
1964 -------------------------------------------- 4.653 -615 13
1969 9------------------------------------------- 5,486 '620 11
1966 -------------------------------------------- 6,487 -626 10
1967 ---------- 7,053 *556 8
1968: ..............................------------ 936 595 71969 ----- --- 9 ,956 *710 8
1970 -------------------------------------------- 8,806 810 9

1 Including Department of Defense shipments.
I Preliminary.

Includes $160,000,000 in transit shipments.
Includes $176.06000 in transit shipments.

C Includes $140.050.4A5 in transit shipments.
Includes $70.732,000 in transit shipments.
Includes $I11.166,000 in transit shipments.
a includes $201, 099.000 in transit shipments.

Ilctudes $283,50,000 in transit shipments.
Source: Economic Research Service, U.S. Department of Agriculture.

While we are concerned with the trade policies of some of our
trading partners, we must also make sure that our own policies con-
tribute to establishment of trade peace rather than trade war. We
have consistently pointed out that trade is not and cannot be a one-
way street-and this is true whether it is into or out of the United
States. Trade among nations can make a contribution to a more or-
derly and peaceful world, but we must also not lose sight of the fact
that policies to accomplish these objectives will not be meaningful and
will not be supported by public opinion unless they deal with the facts
of life. Thus, in our view, all countries of the world should work to-
gether to help solve some of our trade problems. Each country must
shoulder its own responsibilities and not try to shift them to others.
We strongly believe that future trade negotiations must vigorously
cope with all types of trade barriers-tariff as well as non-tariff-and
with all types of commodities-agricultural as well as nonagricultural,
on a balanced basis.



AGmCULTURE AND ENVIRONMENTAL QUALITY

The need to preserve and restore environmental quality to our life
style has surfaced as a major concern of this generation. Unfortu-
nately, accompanying this concern has been a tendency to believe that
there are instant solutions to the problem when, in fact, the solutions
will take time, money, professional and skilled manpower, and a great
amount of patience and understanding. Indeed, those who have recog-
nized expertise caution that it will take years to slow down and level
off the downward trend in the quality of our environment as our
population continues to expand.

Like all other sectors of industry, agriculture has its share of en-
vironmental problems-siltation, pesticides, fertilizers, animal wastes,
agricultural processing plant wastes, smoke from the burning of forest
slash, and field residues. However, fairness demands that we point out
that for many years, and long before the recent surge of environ-
mental concern, soil conservation has been a major activity of both
government and individual farmers.

In meeting the problems, value judgments must be made and, there-
fore, we foresee considerable controversy. The use of pesticides and
other agri-chemicals has contributed greatly to the efficiency of pro-
duction and to the relatively low cost of food to the American con-
sumer. Harmful effects from this use must be weighed against the
benefits, and there are aesthetic, health and ecological as well as eco-
nomic considerations involved. The controversy will be severe enough
without aggravating it by failing to carry out the research and obtain
the hard evidence needed as a basis for value judgments.

We note that the USDA estimates the cost of controlling pests at
over $3 billion annually, with nearly one-fourth of agricultural pro-
duction still lost as a result of pests. Even with substantial pesticide
treatment of corn land, for example, soil insects are estimated to cause
losses of $100 million annually to our corn crop. If we had not begun
developing the use of modern pesticides back in 1945, the great increase
in quality and output-per-acre of agricultural production, with its
accompanying consumer benefits could not have taken place--even
with advances in more productive seed and plant varieties. It has been
estimated by USDA that if all pesticides were withdrawn from farm
use, crop and livestock production would drop by 25 to 30 percent,
resulting in a boost in prices of 50 to 75 percent. And, of course, there
would be an accompanying deficiency in the diet of our people--
especially among the poor and lower income groups.

Not to be overlooked are the international trade effects of any in-
creases in cost of our agricultural production. Over and over, our
foreign agricultural attaches have repeated that we must be price
competitive in foreign markets if we are to m ai n, let alone increase,
our exports. Restrictions on the use of pesticides could, as the USDA
estimates clearly show, substantially increase costs of production and
reduce our competitive position unless our trading partners enforce
similar restrictions in the case of their own production. We hope that
international agreements on the use of pesticides will parallel
developments in our own country.
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GOvERNMENT REoRGAwIIZATIOw AND THE DEPArTMENT OF

AoaicurTuR

In his March 1 address to a joint session of the Iowa Legislature,
the President took note of the changes that have occurred in agricul-
ture while we have had essentially the same Department of Agriculture
since 1862. He observed:

"You've changed and we havent'--this could become the
epitaph for rural America, for the countryside where the
Nation's roots are. But to be able to say that you have changed
and so have we-that could be the keynote for a new surge of
vitality and progress on the farms, on the ranches, and in
the towns and the open lands across this Nation.

It comes to a question of whether farmers and others in
rural America want an Agriculture Department for its own
sake or whether what they really want are things like better
farm prices, better technical assistance for agricultural prob-
lems, wider development opportunities in rural communities,
better schools, better roads, and so on. I think, of course, they
want the latter-the results.

Under the present setup, only one Cabinet department
represents the farmer in what he wants. And under my pro-
posed reorganization, four Cabinet secretaries-half the Cabi-
net-will be speaking up for the farmer when his diverse
interests are at stake. I submit this is not less representation,
but more-and it's more effective representation, because the
rural interest of America will be represented wherever deci-
sions are being made that affect that interest.

These are laudable thoughts. If this proposed reorganization
would, indeed, help bring about better farm prices and better services
and opportunities for rural America-results not achieved under the
present organizational structure, then few, and certainly not the
farmer, should object. It would be admirable if, by a stroke of the
pen or a simple act of Congress, the agricultural segment of our nation
would once more be able to share in the economic progress which too
frequently has been denied it. But, unfortunately, it isn't that easy,
nor that simple.

Our concern is that reorganization legislation be so drafted as not
to create another layer of bureaucracy in Washington which would
tend to prevent prompt action in the interests of agriculture. As the
President remarked, "the patronizing notion that a bureaucratic elite
in Washington knows best what is best for people everywhere is com-
pletely alien to the American experience." In other words, we are not
for a Department of Agriculture for its own sake, but we are opposed
to any reorganization proposal that would downgrade our nation's
agriculture. While we are confident that there is no intention to do so
in the case of the President's reorganization proposal, this is a point
that must be tested out during the course of the bearings on the pro-
posal and the subsequent debate in the halls of the Congress.

With the decline in our farming population that has occurred over
the past decade, the various segments of agribusiness must join to-

58-676 0-71-9
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gether if farmers and all of rural America are to share fairly in our
national development. The President's reorganization proposal ap-
pears to have the potential for facilitating this combination through
unified and coordinated federal plans and programs affecting not
only the producers of food and fiber, but agricultural labor, trans-
portation, marketing, and manufacturing. In the present organization
of the federal government and the Congress, too many things have
been done without considering the impact on our basic industry of
agriculture.

FARMER BARGAINING POWER

One of the major areas of agribusiness concern continues to be the
problem of how farmers can obtain better prices for their products
through improved bargaining power. We do not take a position on
the various proposals which have been advanced, but we do believe
this subject merits thorough consideration by the Congress.

A basic question involved is the proper role of the federal govern-
ment. Whatever the answer, it would be well to understand that any
increased farmer bargaining power could be completely undercut by
unsound fiscal, monetary, and foreign-trade policies of the federal
government.

As a general principle, the government should seek to bring about
conditions under which the marketing of agricultural products can
be conducted in the mutual best interests of both agricultural pro-
ducers and the consuming public. Government can help by providing
information, research and regulatory services that will allow the
marketing system to function honestly and responsively.

There are many different ways in which bargaining power for farm-
ers can be improved. The marketing order system could be extended
to cover products not now included, although we doubt that *this
approach would be feasible in the case of the major crops and
livestock. Another approach would be to strengthen the legal founda-
tion on which farmers can build their own bargaining associations.
Vertically integrated farmer-owned production-processing-marketing
organizations already are operating rather successfully. There is prob-
ably no simplistic solution to the problem.

RURAL DEVELOPMENT

At the time of the American Revolution almost 90 percent of the
people were farmers. Today, less than 5 percent of all Americans earn
their living from the soil. This reversal of the farm population ratio
tns been accompanied by a decline in the proportion of people living
in the smaller towns and cities outside the metropolitan centers.

Seventy percent of our people now live on one percent of the land.
Thirty-five percent live in only 25 metropolitan areas. Eighteen per-
cent are concentrated in the 450 mile strip between Boston and Wash-
ington. And, if _present trends continue, at least three-fifths will be
concentrated in but four such giant metropolitan strips by the year
2000.

These patterns of population distribution are a reflection of eco-
nomic growth trends. The rate of economic growth (as measured by
newly created jobs) generally has been the highest in the metropolitan
areas. The agricultural technological revolution has drastically re-
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duced farm manpower needs. And in many smaller towns and cities
the creation of new jobs has not kept pace with the new additions to
the work force.

The economic and technological forces which have fueled this great
gathering in of people and industry represent . form of progress.
But the festering slums, the stultifying and sprawling suburbs, the
abandoned farms, and stagnating rural towns are damning testimony
of our failure to diversify this progress throughout the entire
poplation.

rlereasingly during the 1960's we have come to recognize that this

mal-distribution of our population is attended with economic ineffi-
ciencies and social liabilities at each end of the population distribution
scale.

Thus, in 1970, the Congress committed itself to achieving "a sound
balance between rural and urban America" (Pub. Law 91-524, Title
IX).

Achieving the goal of balanced economic and population growth in
the decades ahead will not be easily or quickly realized and the policy
components will be varied and complex.

Although there is much that we do not know about the development
process, we do know that it occurs only over a long period of time and
that the more economically depressed the area, the more difficult and
costly is the redevelopment task. Thus we will save time and money by
seeking to stimulate the economies of underdeveloped areas before
they are allowed to sink into paralyzing poverty.

We also know that two basic components of the development process
are (1) new jobs and (2) improved community infrastructure. There
is a "chicken and the egg" relationship here. It is difficult for a com-
munity to attract new job-creating industries unless it has an ade-
quate infrastructure. But improvements in the infrastructure can-
not be readily financed and maintained unless accompanied or preceded
by increased economic activity.

Finally, it is evident that because the development process is so
complex and multi-faceted, successful rural area development cannot
occur without comprehensive administrative structures for planning
and coordination. The devlopment process must involve the individ-
ual citizen, private enterprise, local, state, and federal governments.
Thus an organizational structure capable of energizing these various
components, assuring their coordination, and maximizing the value of
their representative inputs is essential. We applaud theligh priority
given by the Administration to rural area development.

CONCLUSIONS AND REcoMMENDATIoNs

1. More than ever before, bipartisanship is needed to help resolve
the problems facing the agricultural sector of our nation. The political
parties should ask, "is this good for agriculture," not "is this good for
the Party."

2. The future of agriculture is tied to the improvement of net farm
income. Commercial farmers ought to be able to earn sufficient income
from their farming operations without having to turn to off-farm jobs
to make a decent living for their families. Consumers must become
more aware of the inadequate returns farmers are receiving from their
labor and investment.



128

3. Inflation aggravates the cost-price squeeze on farmers, and those
in control of the Congress should cooperate with the Administration
in action to slow it down and stop it.

4. The Department of Agriculture should administer farm programs
to maximize the net return to farmers. The Department should be
especially careful to avoid new surpluses of farm products.

5. Improvement of our agricultural balance of trade is vital to the
well-being of our farmers. The Administration should continue and
increase its efforts to persuade our trading partners, such as the Com-
mon Market bloc, to modify their internal policies to permit greater
access for our competitive agricultural commodities and to, thereby,
lower the costs of their own consumers.

6. Our own foreign trade policies should be so constituted as to
contribute to the expansion of world trade. Our Food-for-Peace pro-
gram should be continued at or near current levels, with careful
scrutiny given to assure that the purposes and objectives of the pro-
gram are carried out in the manner the law intended.

7. In future trade negotiations, efforts should be made to cope
with all types of trade barriers-tariff as well as nontariff-and
any agreement so negotiated should be fairly balanced between agri-
cultural and nonagricultural products.

8. No reorganization of the Executive Branch affecting the Depart-
ment of Agriculture should be approved unless it is clearly demon-
strated that it will have a beneficial effect on the agricultural sector
of our economy.

9. It is in the interests of both the farmer and the consumer that
great care be taken in making value judgments involved in barring or
restricting the use of pesticides and other farm chemicals which have
contributed so greatly to the productivity of our agriculture. These
value judgments should be based on hard evidence derived from
adequate research.

10. Farm programs and other policies of the federal government
should be harmonious with the goal of improved farmer bargaining
power.

11. We must move rapidly in our goal of rural development in
order to achieve a more balanced economic and population growth.
To accomplish these objectives:

a. Special economic inducements should be used to encourage
the location of job-creating industries in rural areas;

b. Greater urgency and funding is needed for programs de-
signed to strengthen the infrastructure of rural areas (water and
sewer systems, health services, housing, transportation, utilities,
etc.) to provide a base for economic growth;

c. Wherever practicable, the awarding of federal government
contracts and the establishment of federal installations should
favor rural areas and communities in order to reverse the trend
towards greater congestion in our metropolitan areas;

d. Manpower training programs in rural areas should be
strengthened and employment and counseling services to rural
residents should be improved;

e. Steps should be taken to expand and improve rural area
planning and development administrative structures. Existing
structures should be strengthened and where they are lacking,
special inducements to bring them into being should be devised.



NATIONAL GOALS AND PRIORITIES

Political rhetoric throughout our country's history has focused
from time to time on the nature of our national goals and priorities.
Usually the debate has sharpened during periods of national crisis or
self-examination, such as war-time, or at some other major historical
event. One such time is the present. For the past five years, the Minor-
ity of this Committee has consistently referred to the need to reorder
our priorities; in so doing we have reflected the voice not only of po-
litical leaders but of our constituents as well.

Although the experience of Vietnam has intensified the debate on
goals and priorities, other factors have generated interest in the sub-
ject as well. Our affluence-once a goal in itself-has undoubtedly
been a major factor in the current debate. For the first time in our his-
tory, many Americans see us capable of achieving the kind of goals
that require large commitments of our resources. Our success at plac-
ing a man on the moon prompts the question whether we could not have
similar success at eradicating poverty in America. Our affluence also
puts in sharper contrast the conditions of those who have been denied
the economic benefits of American society.

Perhaps the most useful by-product of the current debate, and an-
other factor stimulating it, is the scholarship generated by the national
interest in goals and priorities analysis. For example, the attempts by
the Council of Economic Advisers in the last two Annual Reports to
describe our future national output and the potential claims on it are
a significant addition to our knowledge about national goals and our
ability to reach them.

This chapter is an attempt to carry the analysis one step further,
and to relate it to the issues discussed in our Minority Views. Although
it is mainly descriptive, one cannot help but conclude-as this chapter
does-that Congress needs better tools with which to engage in the
priorities allocation process.

What are our national goals? One concise response to the ques-
tion is given in the Preamble to the United States Constitution, which
states in part, "to form a more perfect union, establish justice, insure
domestic tranquility and to provide for the common defense." How-
ever, conflicts arise within these goals. Governments must often bal-
ance considerations of common defense against individual justice. The
broad decree of the Constitution thus gives rise to the problem of what
is the best way to go about fulfilling our national goals, and points out
the relationship between defining goals, on the one hand, and setting
national priorities, on the other.

The priorities problem is a matter of deciding which are the most
valuable uses to make of our total resources, which are limited and
therefore insufficient to meet all of the possible claims that may be
made upon them. A comprehensive approach to the problem does not
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distinguish between public and private or Federal and non-Federal sec-
tors, even though the Federal budget provides the framework for pri-
orities decisions and significantly affects non-Federal sectors of the
economy. This is because our resources include not only the budget but
all national output.

The interactions of the various sectors of the economy-and, by im-
plication, the commanding role of the Federal budget-were explained
by Council of Economic Advisers member Herbert Stein in testimony
before the Joint Economic Committee last June:

1. Federal transfer payments to individuals affect the vol-
ume of private consumption and its distribution by income
groups and other categories of persons.

2. Federal grants-in-aid affect the amount and composi-
tion of State and local expenditures.

3. Federal provision of services or facilities, such as high-
ways, compete with and discourage some non-Federal ex-
penditures while they complement and encourage other non-
Federal expenditures.

4. Federal taxes profoundly affect the character of private
resource use.

5. The relation between total taxes and expenditures-the
size of the surplus or deficit-affects the volume of funds
available to private, state and local borrowers, and conse-
quently affects their investment.

6. Loans by the Federal Government, or by federally-
sponsored agencies, and interest subsidies and guarantees af-
fect the direction and possibly also the total amount of pri-
vate investment.

7. Laws and regulations of the Federal Government re-
quire private expenditure of certain types. For example, air
pollution regulations require private businesses to invest in
certain purification equipment.

In this context government expenditures, taxes, loans, subsidies,
guarantees and regulations should be considered the means through
which we allocate the national output in the pursuit of our goals.

Attempts to point out our important national goals have been made
in the past. In 1960 a program of action for the sixties was outlined in
a report entitled Goals for Americans written by President Eisen-
hower's Commission on National Goals. A decade later, in July of
1970, President Nixon's National Goals Research staff published To-
ward Balanced Growth: Quantity, with Quality. Both of these reports
were predominately efforts to outline what priorities should have been
in the sixties and what they should be during the 1970's, and as such,
described areas of national interest which need improvement and
upon which attention should be focused. However, they made no at-
tempt to compare the costs of our goals and their long-range effect
on our available resources.



One excellent feature of the CEA Report the past two years has
been a section which projects the nation s output in the future and
those claims which have been and will be nade upon it.

According to this year's Report, with the assumptions being made
that our tax structure will not be changed and no new programs will
be inaugurated, the Federal government should have a surplus of $32
billion (1969 dollars) on a national income basis, five years hence in
1976. During that year federal expenditures would approximate $217
billion and revenues $249 billion.

However, these figures do not imply that we will have $32 billion of
"free" funds with which to develop new programs to meet the needs
of the American people, for we must take a look at the overall picture.
Gross national product in 1976, making the assumption that by that
time we will be following the path of full employment, is projected at
$1251 billion. An estimated $1232 billion of that total will be pre-
empted by government purchases already committed and by the claims
of the private sector, which implies "slack" of $19 billion in what the
economy is capable of putting out at full employment during that year.
This compels the conclusion that, using a balanced full employment
budget as a gauge for prudent policy decisions, there probably could
well be an excess of potential claims on the GNP over the next 5 years,
not all of which would be met. These excess claims could be reduced
in a number of different ways, possibly by a lighter monetary policy
or possibly by inflation, but all with the same effect of reducing the
claims to potential output.'

We feel it imperative to discuss these long-range implications. As the
President said in his 1971 Budget Message:

A budget must be a blueprint for the future. In the 1971
budget, I seek not only to address today's needs, but also to
anticipate tomorrow's challenges. Only with a plan that looks
to the years ahead can we gain control over the long range
use of our resources, and mark a clear course for meeting na-
tional goals. (See p. 7, 1971 Budget Message.)

The blueprint which our best estimates picture is that between now
and 1976 we will have $44 billion which may be allocated for new pro-
grams to meet the needs of the nation. That, is, this $44 billion is a
rough measure of what we have to expand existing programs, to create
new ones, to retire the national debt or to decrease taxes and put more
money into the hands of the consumer. This figure of $44 billion (in
1969 prices) is arrived at by subtracting the claims against the GNP
each year projected over the next five years against the dollar figures
given for what gross national product is estimated to be during each of
those years and combining these figures. This table below summarizes
this estimate.

'It should be recognized that the budgetary costs of a program do not translate
dollar for dollar into claims on the GNP. In some cases, such as loan subsidies,
the dollar impact on GNP claims is greater than budgetary impact. In other cases,
such as repayment of the national debt, the dollar impact on GNP claims is
probably smaller than the budgetary impact.



132

AVAILABLE GNP AND CLAIMS ON AVAILABLE GNP, 1971-76

IBillions of 1969 dollars]

1971 1972 1973 1974 1975 1976

GNP Available ------------------- 971 1040 1102 1150 1199 1251
Total Demand ..........-- - -.. 971 1039 1099 1142 1198 1232

Federal Purchases --------------------------- 85 85 85 84 83 93
State & Local Purchases -----_------------ 120 128 133 136 140 144
Consvmpti 621 665 708 740 769 902
Gross Private rest . . . 142 157 170 179 192 199

Business Fixed Investment ---------- - 97 106 115 121 129 134
Residential Construction ------ 38 43 45 47 52 52
Change in Inventories _----- 7 8 10 11 12 13

Net Exports -------------------------- 3 4 4 4 5 5
Unallocated Resovrces ...... . - -- - 0 2 4 9 11 19

Source: Council of Economic Advisers
This Table was provided by the Council of Economic Advisers with the following explanation:

The attached table lists GNP and its components by calendar years. These projections are made on the
basis of two sets of information: (1) the near-term outlook is based on the policy path with a $1065 B
nominel GNP; (21 the long-term outlook (1975-1976) is basad on a long-run average behavior for the
private sector, the achievement of certain goals such as the housing goat, and a projection of current levels
of existing programs and new programs in the FT 1972 budget. The intervening years, 1972, 1973 and
1974, are bated on a simple interpolation of the 1971 and 1975 years for all GNP aompoent not
controltad by Federal Government policies.

The shape of the real GNP path in these projections should not be interpreted as a policy path or as a
forecast. The principal reason toe this is that very little is known about the behavior of private demand
is any two to four year forecast. A two to four year time span is too long for any reasonable statements
about the cyclical characteristics of GNP and its components while this time span is too short to rely on
long-run average behavior of GNP and its components.
Consequently, the projections for 1972-1974 should be regarded as a convenient link between the

short-run and the long-run average behavior and not as a forecast or policy target of the Administration.

Previously, the budget messages of former Presidents never pre-
sented any type of 5-year projections for fiscal revenues and expend-
itures, nor projections on the long term use of national resources such
as we have seen in the CEA reports and the Budget Messages since
President Nixon came into office. What this means, apparently, is that
when programs were formulated during the early 60's little or no
thought was given to their implications in later years.

In 1964 when the poverty program was chartered under President
Johnson's "Great Society", for example, few planners could have real-
ized what a largepercentage of the budget in 1969-five years later-
this project would involve. Coupled with spending for the Vietnam
War, which obviously was not an item which forecasters took into
account early in the 1960's, the gigantic full employment defiicit was
created which led us into the serious inflationary spiral the economy
encountered after 1968.

In estimating that we will have approximately $44 billion to utilize
in new programs over the next five years, what is obvious to us is that
those funds cannot begin to cover the costs of the many programs
which Congress has already proposed, much less any others that may
be espoused in the course of the next five years.

In the area of defense spending alone, one could find proposals
which would involve expenditures of over $80 billion dollars if the
projects were to be completed within the five-year time frame.

Since the largest single category of expenditure the federal govern-
ment makes is defense, it is imperative that we examine the implica-
tions of the dollars spent on this category versuts money poured into



other areas, recognizing that over half this spending is for salaries
and manpower. Our major concern must be that the money we are
planning to spend on defense yields us sufficient benefits in terms of a
necessary level of national security. In examining these implications
CEA Chairman Paul McCracken has said that "decisions about na-
tional priorities should result from comparisons of all the alternatives,
not from comparisons of an arbitrarily selected class of alternatives.
Thus, it is not sufficient or even helpful to ask only whether a billion
dollars of expenditures for defense is more or less valuable than a
billion dollars of expenditures for, say, urban programs. The answer
to this question would not tell us whether one of these programs should
be increased and the other decreased unless we also know the value of
still other expenditures that are also alternatives to both. Basically the
priorities problem is to allocate the national output among all its uses,
not to allocate some smaller amount of money between national defense
on the one hand and urban-poverty programs on the other." What this
statement means is that we must, in our Federal and private budgets,
choose the best combination, or "mix" of programs we can to utilize
the resources which are available to us.

If Congress appropriated funds for all feasible military projects
it is easy to see that there would be no money left for the many human
resource projects that are being advocated. Selecting only a few non-
military programs which some Senators and Congressmen have pro-
posed, a conservative figure of $19 billion would be the total cost for
such new items as a supersonic transport, adequate child-care centers
for only one-third of our low-income families, a public sector job
program that could make a significant contribution toward alleviating
our unemployment problem and fully appropriating the funds that
have already been authorized by Congress for grants-in-aid for states
and cities.

In the Economic Report the Council has named nine basic segments
of the economy which absorb our Federal outlays. They are: basic
necessities (food, clothing, etc.), education and manpower, health,
transportation, government expenses, defense, and new housing. The
Report gives us a breakdown of the percentage of Government ex-
penditures which each of these categories represented in 1955, 1966,
and 1969.

What is evident from this table in the Report and the budgets for
Fiscal years 1970, 1971 and 1972 is that the budget has, through the
last decade and a half, changed the "mix" of claims on the GNP to
which the Federal Government is responding. More and more we are
picking up a larger percentage of the costs of education, manpower
and health programs. Defense claims have declined as a total percent-
age of GNP over the decade. Moreover, for fiscal year 1971-the first
time in twenty years-the Administration's budget requested more
outlays for human resources programs than for defense, and the rela-
tive percentage for human resources is projected to increase for fiscal
year 1972. We believe that the greater amount of Federal expenditures
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that are being channeled more and more towards fulfilling human
needs is a significant accomplishment of this Administration.

The exact portion of expenditures the Government should make
between the various items of federal expenditures is an unanswerable
query. Honest differences inevitably exist as to which need is the
most pressing.

Therefore, the single most important economic concept to under-
stand in a discussion of national priorities goals is that of opportunity
costing. Giving priority to one goal rather than another is a way
of saying the benefits of that goal exceed those of another. If we commit
huge funds to the health area, that leaves less to be divided among edu-
cation, welfare, environment, housing, transportation and the like.
In determining which programs to implement towards reaching a
specific goal, we must ask whether these benefits are better than those
which might be derived by pursuing another program. For example,
what would be the trade off between committing a large number of
dollars to a manpower training project, compared to committing the
same amount to an education program? Both programs would con-
tribute to the effective productivity of future members of the labor
force. But assuming we haven't the funds to implement both, we must
decide which of the two proposals will make the greater contribution
to the ultimate goal-improving the work force; or whether some
funds should go to each.

All goals must be evaluated in terms of the nation's total require-
ments, and ultimately, all proposed Federal commitments of resources
must be analyzed and decided by Congress. Senator Percy recently
stated that "Congress is ill-equipped now, however, to set overall
priorities due to the way the legislative process is set up. Each bill
and appropriation is handled separately with no real attention given
as to how each piece of legislation fits into an overall framework of
needs and resources available."

The problem of budget-making is compounded into the priorities
problems. Congress has always been reluctant to fund fully a new
project or program. In appropriating money for any one project to
commence operations. Congress leaves open the amount that will be
poured into the project in future years. According to the CEA pro-
jections of the 1976 level of unallocated resources, we will have $19
billion available-assuming a full employment GNP of $1251 billion,
no change in present and programmed tax legislation, and no new pro-
grams aside from outstanding proposals of the Administration being
inaugurated between now and 1976. Of course, this is a theoretical as-
sumption since many new programs will probably be enacted during
this five-year period. But the important thing for priorities planners
to remember is that each new program that is begun is likely to reduce
both the 32 billion budget surplus and 19 billion level of unallocated
resources.

Congress historically has followed the pattern of enacting legis-
lation and then partially funding at the time of its adoption. It then
continues to fund the 'legislation during subsequent years making
appropriations decisions yearly on an ad hoc basis. The problem is
easy to see: How can we estimate the impact of prior legislation on
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fiscal estimates of revenues and expenditures that are projected five
years in advance when the incidence of the legislative decree may
fall entirely within a one-year period, or may be amortized at un-
known amounts throughout the five year period. In correcting
this procedure, by committing funds several years in advance,
the planning procedure would be both more facile and more efficient
Such commitments would apply to both military and non-military pro-
grams. Public Law 86-801 clearly states that each substantial new
piece of legislation proposed by the Administration be accompanied
by a statement of its budgetary costs over a 5-year period, so that
Congress could indeed approve and appropriate these long-range
costs; but this act has not been followed in practice.

These arguments all point up the need for a planning organization
that would be responsive to the Congress and can advise it in making
these difficult decisions. An Office of National Goals and Priorities
Analysis, as proposed by Senator Javits, would be responsible to the
Congress, would attempt to cope with problems of diffusion that plague
priorities planners, and would do away with the piecemeal ap-
proach that has heretofore been taken. It has been suggested that a
five-year projection of domestic program decisions should be inau-
gurated comparable to the five-year defense posture statement put out
by the Defense Department. Such a program would serve only to
further the lack of integration which exists between defense and non-
defense planning. But an Office of National Goals and Priorities Anal-
ysis could also estimate a five-year plan assimilating the total plan-
ningissue.

There are several other planning measures which could be adopted
that would expedite the long-run efficiency in the use of our resources.
One such consideration would be the adaption of an appropriations
session of the Congress to replace the piecemeal and inefficient way in
which appropriations are now considered. This problem is also com-
plicated by the present system of offering the budget on a fiscal rather
than a calendar year basis. When the Administration presents its
Budget to Congress in January, it refers to a fiscal year beginning that
July, and Congress has only 51/ months to appropriate the funds it
deems reasonable. The Executive branch cannot effectively and eco-
nomically allocate resources if it does not know what those resources
will be. And until Congress has completed its appropriations calendar,
this is the situation that prevails.

Finally, a program budget should be drawn up to show not only
direct budget outlays, but also revenues foregone by the Treasury as
a result of special provisions in the Internal Revenue Code and Gov-
ernment-assisted credit programs. A recent estimate by Assistant Sec-
retary of the Treasury Wiedenbaum concluded that selected special tax
provisions will cost the Federal Government more than $45 billion in
Fiscal Year 1971. These outlays and subsidies should be matched
against the estimated economic and social benefits that flow from them
for, as Senator Miller has pointed out: "many tax savings provisions in
the Internal Revenue Code were put there deliberately by the Con-
gress for economic and social reasons-for example the deductions for
real estate taxes and mortgage interest payments to encourage home
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ownership, the deduction for medical expenses to relieve hardship,
percentage depletion to encourage development of mineral resources
and lower cost products for the public and lower rates on capital gains
to encourage capital investment needed to provide jobs."

Conclusion.-What the preceding portion of this chapter attempts
to point out is this: If we want to make substantial inroads into solv-
ing some of our problems and needs, we must make the necessary, and
difficult decisions that sacrifice short term goals for long term bene-
fits. With $44 billion to spare, we cannot concurrently combat pol-
lution, put our cities and states into good liquid position, improve
public transportation to facilitate travel for all Americans,
provide ourselves with a fool-proof and indestructible defen-
sive weapons system, eliminate poverty, and improve labor mar-
kets through expanded manpower programs within the next five years.
Clearly we cannot achieve all we would like to on the resources which
we will have to work with during this time frame within the realm of
our current tax structure. But we can improve the mechanism within
nhich we make choices and thus achieve our goals more quickly in the
longer run.
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JACK MILLER BARBER B. CONABLE, Jr.
CniARLES H. PERCY CLARENCE J. BROWN, Jr.
JAMES B. PEARSON BEN B. BLACKBURN



SUPPLEMENTAL VIEWS OF SENATOR JAVITS

DomxSTIc EcoNoMic IssuEs

(a) Income8 Policy

To me the prime practical action now is pursuing an effective in-
comes policy to restrain inflationary price and wage increases. In its
testimony, the CEA described the efforts of the Administration in
this area, concluding that it was presently considering ways to make
its efforts "more systematic and comprehensive, and to provide more
adequately for their management."

I believe that a high level Wage and Price Board, such as has been
proposed by many economists including some Government officials,
would provide the "systematic and comprehensive" approach which
the Administration seeks. Such a Board consisting of three Presi-
dential appointees chosen from private life, should be mandated with
developing the ad hoc steps which the Administration has already
taken into an across-the-board (and, therefore, more equitable) set
of policies for keeping price and wage increases within acceptable
limits. As such, its primary ftinction would be to recommend action
to the President, but the Board should also be given the power to
hold hearings and conduct investigations with respect to significant
price/wage actions as well as structural market inefficiencies. Obvi-
ously, a considerable amount of such a Board's power would be its
ability to inform the public about inflationary price/wage actions. I
also believe that the establishment of such a Board would lend weight
to the Administration's determination to cool inflation. Because the
emergency of price inflation is hopefully of a temporary nature, the
Board itself could be made temporary.

(b) Fiocal and Monetary Policies

The Minority Views contain many fine recommendations for policy
in 1971, and I support these Views except where noted by footnote.
The other parts of the Minority Views contain excellent analyses and
recommendations with regard to productivity, corporate liquidity,
transportation, agriculture, rural development, etc. However, they do
not give enough emphasis to the overriding issue for economic policy
this year: relieving our unacceptably high levels of unemployment
while dampening down serious inflation.

The President's 1971 Economic Message stated it well, that "Our
first task now must be to assure more rapid expansion and so to reduce
the unemployment rate." This task will require more emphasis on
policies to stimulate the economy that has been given in the Minority
Views.

For example, in describing a target of $1065 billion GNP for 1971,
or a rise of 9 percent over 1970, the Administration has set an appro-
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priately ambitious goal. With productivity gains, growth in the labor
force and inflation accounting for at least 8%A percent of GNP rise
this year, the 9 percent figure appears in fact to be the lowest goal
consistent with a policy of reducing unemployment.

But the implications of this state of affairs for fiscal policy are
clear: fiscal policy should be stimulative, and also expansionary enough
to generate confidence about the Administration's commitment to a
substantially higher economic growth rate this year.

In this setting, the President's budget proposals for fiscal year
1972 cannot be criticized as overly expansionary; indeed, I seriously
question whether they are expansionary enough.

Federal expenditures on the National Income Account (NIA)
basis are expected to rise less in fiscal year 1972 than in the present
year. Federal sector purchases of goods and services, which add di-
rectly to GNP, are not expected to vary significantly from the past
fiscal year (although it is only fair to point out that this is attribut-
able chiefly to cutbacks in the defense budget, a trend which I approve
and which can be achieved without any diminution of national se-
curity). More important, the NIA full employment budget surplus as
originally proposed is not expected to change from 1971 to 1972, ac-
cording to testimony from the Committee on Economic Development,
which developed the full employment budget concept. This compares
with the Council of Economic Advisors' own analysis in the Eco-
nomic Report that "Changes in the full employment surplus from
period to period are much more important indicators of how
fiscal policy is moving toward contraction or expansion."

For these reasons, I regard the fiscal policy proposals in the Presi-
dent's budget as tentative. Fiscal policy must remain flexible and be
able to respond immediately if the goal of a more rapid rate of
economic expansion-with all this implies for lowering the unem-
ployment rate-appears to be getting out of reach. Consequently the
arguments for advancing the date for tax reductions under the 1969
Tax Reform Act, or postponing action on raising the base for Social
Security taxes may well prove to be persuasive; for the same reasons,
I believe the Congress acted wisely in recently raising Social Security
benefits.

With regard to monetary policy, I am confident that the Federal
Reserve Board, to paraphrase Chairman Burns' testimony, will not
become the architect of a new round of inflation. This is the proper
approach for the Fed. The question must be asked, however, whether
this approach will result in a monetary policy which is stimulative
enough to accomplish the goals of economic growth and reduced un-
employment. Obviously we cannot expect much stimulus to come
from the Fed if the danger of renewed inflation is too great; on the
other hand, the testimony of the Council of Economic Advisors be-
fore the Committee implied that monetary policy would have to be
relatively expansive if the Administration's economic policy goals
are to be met.

(e) Revenue Sharing

With regard, to revenue sharing, I believe that the degree of the
present crisis in state-local government finances requires a vastly



expanded revenue sharing program. I recently submitted an amend-
ment to the President's General Revenue Sharing bill which would
double the amount of money to be shared, and would advance the
starting date. This would yield a $10 billion Revenue Sharing Pro-
gram during its first year of operation, a figure which the Committee
has heard will provide only half the additional revenues needed by
states and localities to maintain the inadequate service which they
are now providing.

(d) Public Sector Jobs

Manpower policies to complement this order of economic priorities
should place increased emphasis on job creation measures. A Federally
funded public sector jobs program for state and local governments
would be a logical response to America's joblessness problem; for in
addition to making a dent in unemployment, it would provide state-
local government with sorely needed manpower in essential fields
such as health, teaching, law enforcement and environment. Since
unemployment, as well as the condition of state-local government
services, have become crises of national proportions, it is essential
that the Federal Government specify funds and provide guidance to
ensure the effective establishment of public sector jobs programs,
rather than to assume that these problems will take care of themselves.

INTERNATIONAL EcoNomnc IssuEs

It is perhaps symbolic of our times that the section dealing with
international economic issues mentions only in passing the development
assistance programs of the United States.

Nor, does it mention at all the remarkable achievement of the nations
of the world during the 25th Anniversary Session of the United
Nations in hammering out an international strategy for development
acceptable to all nations of the world.

In turn this section also fails to mention that the United States has
joined with the other developed nations of the world in support of a
scheme to extend non-reciprocal, non-discriminatory generalized tariff
preferences to the developing countries of the world. Legislation giv-
Ing the Administration the authority to participate in this preferences
scheme will be before the 92nd Congress.

Finally, this section accords scant treatment to the important role
of U.S. private investment in the world. The rapid growth in private
U.S. foreign investments and the importance of these investments to
the continuing health of our economy increasingly demands the
attention of the Adminstration and Congress.

(a) The Second Development Decade

One of the most serious problems facing mankind is the growing
economic gap between the vast multitudes in the developing countries
of the world and the minority of people living in the nations of the
developed world.

The growing numbers of "have not" peoples in the world who now,
because of the miracles of modern communications, are fully aware



of their disadvantaged position is a matter to which we cannot re-
main indifferent. We must continue in our attempts to bridge this ga ,
because of humanitarian reasons, but also because the long term we]
being and security of our nation may depend on this. It is clear that
squa or in refugee camps in Asia and the Middle East makes more
difficult the search for peace in these areas of the world. It is equally
clear that economic grievances and misery must be ameliorated if
future generations of Americans are to live in peace and harmony
with their neighbors in the developing world. It is also clear that over
the long run, the United States will become increasignly dependent
on the natural resources located in the developing world as the pace
of our industrial society depletes the resources found on our continent.
And most important of all-the world is increasingly interrelated and
interdependent with the result that a world order condemning two
thirds of the human race to misery is not likely to long endure.

The 25th Anniversary Session of the United Nations came to grips
with this problem. At a special meeting held on October 24, 1970 to
commemorate the twenty-fifth Anniversary of the United Nations, the
General Assembly adopted a document on the International Develop-
ment Strategy for the 1970s-the Second Development Decade. This
strategy document sets forth a comprehensive and integrated program
of national and international action toward the end of promoting eco-
nomic and social development.

An important element of the strategy was the affirmation by the
governments of the developed countries to transfer more real resources
to the developing nations. I had the privilege as the United States
Representative to the United Nations to announce that the U.S. Gov-
ernment would make its best effort to achieve an aid target of the
transfer of resources, public and private, equal to one percent of our
Gross National Product. When we spend approximately 7 percent of
our GNP to fuel the engines of our machinery of war, is it too much to
hope that we will someday spend 1 percent of our GNP to help build
a better and more stable world order?

The Congress must also make a commitment in the days ahead, un-
less we have indeed turned nee-isolationist-which I do not believe.
Additional funds will have to be authorized for the Inter-American
Development Bank and the Asian Development Bank; and a Third
Replenishment of the International Development Association is com-
ing due. In all these institutions, burden sharing is the name of the
game, and the U.S. is being asked to join with other developed nations
in promoting economic development. It would be indeed ironic if just
at the time when other nations are increasingly willing to pick up their
fair share of the burden, that the United States falters. I believe that
our people and particularly our young people will respond positively
if they realize most of the other developed countries of the world
now transfer more per capita assistance to the developing world than
does the United States-even though these countries are not as rich
in production as the United States.



(b) Reorganization of U.S. A.I.D. Programs

The 92nd Congress will soon have before it proposals of the Admin-
istration to reorganize our domestic development assistance (AID)
programs. Under the distinguished leadership of Rudolph Peterson, a
Presidential Task Force reviewed the AID programs and made its
recommendations to the President and the Congress. These carefully
thought out recommendations include the separation of development
assistance security assistance, a greater channeling of assistance
through multilateral institutions and greater cooperation with the
multilateral institutions in the programming and channeling of our
bilateral assistance, and an organizational restructuring of the AID.
The President's legislative proposals for the implementation of these
programs will soon be before the Congress. They are deserving of the
Congress' earnest and sympathetic consideration.

(c) Generalized Preferences Scheme

On October 13, 1970, over 120 nations, members of the United Na-
tions Conference on Trade and Development (UNCTAD), approved
the proposals of 18 developed nations including the United States as
providing the basis for a mutually acceptable system of non-reciprocal,
non-discriminatory generalized tariff preferences of benefit to the de-
veloping countries. At that time, the intention of the developed coun-
tries to seek the necessary legislative actions as rapidly as possible was
noted. President Nixon announced on October 31, 1970 that the United
States would press for the establishment of a liberal system that would
confer maximum benefits on all LDCs.

The U.S. proposal, which will soon be submitted in legislation, calls
for a generalized preference of duty-free treatment on most manu-
factuers and semi-manufacturers produced in the developing countries
(excepting textiles, shoes and petroleum products) and on a selected
list of agricultural and primary products. Other proposals by de-
veloped countries also call for the elimination of duties on a broad
range of products; thus while the proposals of the different developed
countries differ somewhat in form, they are designed to achieve com-
parable results.

In an attempt to halt the proliferation of preferential arrangements
and to end some of the discrimination that now exists in world trade,
the U.S. proposal requires developing countries now granting reverse
preferences (i.e. the trade preferences some developing countries grant
to some develop countries), to give adequate assurances that those pref-
erences will be phased out in a reasonable time before the developing
countries concerned can benefit from the new U.S. preferences. In
addition, the implementation of generalized preferences will go a long
wav toward reducing the discrimination among developing countries
that now exists because of special preferences that favor some develop-
ing countries at the expense of other developing countries. i.e. Latin
American countries that presently do not enjoy preferential access to
any developed country market.

58-676 0-71- 10
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As the Congress considers this legislative proposal, we should be
aware of the stakes. This may be the last chance for an open trading
world-and an open trading world is very important for our ex-
ports-particularly our agricultural exports. If the generalized pref-
erences scheme fails of Congressional passage or if European nations
kill such a scheme by failing to phase out over a suitable period of
time the reverse preferences being accorded them, the world will go
regional-and protectionist. I would ask our European friends to re-
flect carefully on the implications of the United States moving into
a closer regional association in this hemisphere and in the Pacific as
they make their decisions on reverse preferences. In turn, the Congress
should be aware that there is a link between the generalized preference
legislation which will soon be before it and the possibility of effecting
changes in the Common Agricultural Policy of the EEC and the
proliferating preferential tariff arrangements which are discussed in
detail in the section of this report on Agriculture and Rural develop-
ment.

JAcoB K. JAvrrs.



COMMITTEE AND SUBCOMMITTEE ACTIVITIES IN THE
PAST YEAR

The Employment Act of 1946 (Public Law 304,79th Cong.) requires
that the Joint Economic Committee file a report each year with the
Senate and House of Representatives setting forth its findings and
recommendations with respect to each of the main recommendations
made by the President in the Economic Report. The statute requires
filing by March 1, but in view of the late convening of the Congress
this year and the fact that the President's Economic Report was
submitted later than usual, the filing date was extended to April 1.
This report is submitted in accordance with that requirement. It is
intended to serve as a guide to the several committees of the Congress
dealing with legislation relating to economic issues.

The terms of the Act require the President to set forth in his report
to the Congress, among other things, current and foreseeable trends
in the levels of employment, production, and purchasing power; a
review of the economic program of the Federal Government; a review
of economic conditions affecting employment in the United States;
and a program for carrying out the policies of the Act, together with
such recommendations for legislation as he may deem necessary or
desirable.

The work of the full committee and the subcommittees for the past
years is summarized below:

FULL COMMITTEE

January 1970 Economic Report of the President
On February 16, the Committee began 7 days of hearings on the

1970 Economic Report of the President. Testimony was received from
the Council of Economic Advisers, the Director of the Bureau of the
Budget, the Chairman of the Board of Governors of the Federal Re-
serve System, the Secretary of the Treasury, the Secretary of Labor,
academic experts, representatives of business and economic research
groups, and other experts. The printed record of the hearings, in three
parts, contains in the final volume invited comments from organiza-
tions representing bankers, business, labor, agriculture, and private
research groups.
The 1970 Joint Economic Report

The annual report of the Committee was filed with the Congress on
March 25, the March I deadline having been extended by P.L. 91-188.
The report also contains a statement of Committee agreement, minority,
supplementary, and dissenting views.
The 1970 Midyear Review of the State of the Economy

In July, the Committee undertook a broad-scale, in-depth review of
the state of the economy with 12 days of hearings. Testimony was
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received from the Chairman of the Securities and Exchange Commis-
sion, the Antitrust Division of the Department of Justice, the Chair-
man of the Federal Trade Commission, the Council of Economic
Advisers, the Director of the Office of Management and Budget, the
Secretary of the Treasury, the Secretary of Labor, the Chairman of
the Board of Governors of the Federal Reserve System, Members of
Congress, representatives of labor and industry, bankers, academic
experts, and private economic research consultants. The printed
record of the hearings is contained in three parts.
The Economy, Energy, and the Environment

On September 1, the Committee released a background study on
"The Economy, Energy, and the Environment." This study surveys
the major existing literature concerning the growth and composition
of energy conversion and its environmental impact, with primary
emphasis on electricity generation and the fuels for this industry. The
study was prepared for the Committee by the Environmental Policy
Division of the Legislative Reference Service under the direction of
Richard A. Carpenter.

SUBCOMMITTEE ON ECONOMIC PROGRESS

The Subcommittee continued its review of financing requirements
of communities and also conducted staff review of energy requirements
of the United States in relation to growth.

Members of the Subcommittee on Economic Progress were
Representative Wright Patman, Chairman; Representative
Martha W. Griffiths, William S. Moorhead, W. E. Brock 3d, and
Clarence J. Brown; and Senators William Proxmire, J. W. Ful-
bright, Herman E. Talmadge, Len B. Jordan, and Charles H.
Percy.

SUBCOMMITTEE ON ECONOMY IN GOVERNMENT

Economic Analysis and the Efficiency of Government
Resuming its hearings on economic analysis and government effi-

ciency, the Subcommittee held 6 days of hearings in May focusing on
direct Federal expenditure on different types of transportation. Three
days were devoted to an examination in detail of the highway pro-
gram, and three days concentrated on the supersonic transport. Testi-
mony was heard on the fundamental economic principles which should
underlie a rational approach to the allocation of Federal transporta-
tion investment and the adequacy of present Federal procedures for
making investment decisions. The influence of Federal expenditure
policies on the allocation of State and local, as well as private invest-
ment, was also explored, together with the adequacy of our procedures
for insuring that Federal decisions reflect the real wants and needs
of the affected communities. Witnesses were administration officials,
State government officials, Members of Congress, former government
officials, businessmen, academicians, and other experts. These hearings
are contained in two parts, entitled "Supersonic Transport Develop-
ment" and "Federal Transportation Policy."
Federal Transportation Expenditure

In August, the Subcommittee issued its report based on the above
hearings. The report makes recommendations concerning the super-
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sonic transport development program, the Federal-aid highway pro-
gram, and the general process by which transportation expenditure
decisions are reached.
The Acquisition of Weapons Systems

On May 20. 21, and 23, the Subcommittee held hearings to explore
the causes of and potential solutions to the problems of cost over-runs.
Testimony was received from official spokesmen for the Army, Navy,
and Air Force, the General Accounting Office, and former officials of
the Department of Defense. These hearings are Part 2 of the series on
"The Acquisition of Weapons Systems."
Changing National Priorities

The second set of hearings in the series of annual inquiries on the
topic of national priorities was held for 8 days in June. The focus of
these hearings was on shifting resource allocations to areas of greatest
need, the proper roles of the executive and legislative branches in the
decisionmaking process, and the feasibility of post-war planning. The
Subcommittee received testimony from government officials, academic
experts, and representatives of labor and economic research groups.
Economy in Government Property Management-Procurement of

Data Processing Equipment
As a follow-up to hearings held in 1966 and 1967, on July 1 the Sub-

committee held a hearing on government procurement of data process-
ing equipment. As a result of the previous hearings, millions of dollars
have been saved by bringing small manufacturers of data processing
components into the data processing procurement system. Witnesses
were the Comptroller General, representatives of the Bureau of the
Budget, General Services Administration, Department of Defense, and
private industry.
The Federal Criminal Justice System

Three days of hearings were held in September and October focus-
ing on ways in which the Nation's criminal justice resources might be
more effectively utilized to reduce the incidence of serious crime. This
examination of the criminal justice system represented part of the
Subcommittee's ongoing effort to apply principles of economic analy-
sis to questions of efficiency in Government. Witnesses were a Member
of Congress, a representative of the Law Enforcement Assistance Ad-
ministration, the New Haven Chief of Police, and academic experts.

Members of the Subcommittee on Economy in Government were
Senator William Proxmire, Chairman; Senators John Spark-
man, Stuart Symington, Len B. Jordan, and Charles H. Percy;
Representatives Wright Patman, Martha W. Griffiths, William S.
Moorhead, Barber B. Conable, Jr., and Clarence J. Brown.

SUBCOMMIrrEE ON URBAN AFFAIRS

Housing Development and Urban Planning: The Policies and Pro-
grams of Four Countries

In March the Subcommittee released its report based on the fact-
finding trip taken by members of the Subcommittee to Great Britain,
Finland, West Germany, and Israel to study policies and programs
relating to housing development and urban planning.



Regional Planning Issues
On October 13, 14, and 15 the Subcommittee held hearings on re-

gional planning issues in oraer to reach an understanding of how to
adapt our political structures to facilitate planning to solve economic
and social problems on whatever regional basis proves desirable in a
particular ease while at the same time retaining a maximum of local
and even neighborhood political power. The Subcommittee heard testi-
mony from experts in economics and political science.

Members of the Subcommittee on Urban Affairs were Repre-
sentative Richard Bolling, Chairman; Representatives Henry S.
Reuss, Martha W. Grifliths, William S. Moorhead, William B.
Widnall, W. E. Brock, 3d, and Clarence J. Brown; Senators
Abraham Ribicoff, William Proxmire, Jacob K. Javits, and.
Charles H. Percy.

SUBCOMMITTEE ON INTER-AMERICAN ECONOMIC RELATIONSHIPS

Thrift Institution Development in Latin America
In June the Subcommittee released a staff study on the develop-

ment of thrift institutions in Latin America. The study traces the
development of savings and loan institutions and credit unions in
Latin America since 1960, discusses the obstacles that have impeded
the growth of these organizations, and suggests reforms that would
encourage savings in the future. This study was prepared by Mrs.
Ellen 0. Wasfi, consultant to the Subcommittee, under the editorial
supervision of Dr. John Karlik, staff international economist.

Members of the Subcommittee on Inter-American Economic
Relationships were Senator John Sparkman, Chairman; Senators
J. W. Fulbright, Abraham Ribicoff, Jacob K. Javits, and Len B.
Jordan; Representatives Richard Bolling, Hale Boggs, Martha
W. Griffiths, Barber B. Conable, Jr., and Clarence J. Brown.

SUBCOMMITTEE ON FOREIGN ECONOMIC POLICY

A Foreign Economnic Policy for the 1970's
Continuing the investigation begun in December 1969 into the

formulation of a foreign economic policy for the 1970;s, the Subcom-
inittee held five sets of hearings during the past year. Four days of
hearings in March on the subject of "Trade Policy Toward Developed
Countries" concentrated on economic regionalism, suggested strategy
and agenda for future trade negotiations, the kind of trade policy the
United States should pursue in the 1970's according to its own na-
tioial interests, and problems of international trade in agriculture.

In May, the Subcommittee held four days of hearings on "U.S.
Policies Toward Developing Countries." These hearings were devoted
to a reexamination of U.S. policies to assist developing countries. Sub-
jects covered were alternative ways to help developing countries
through trade, investment, and aid policies; U.S. development policy
within the framework of our global foreign policy objectives; strate-
gies to accelerate the pace of development; and specific issues con-
fronting the developing countries.

Four days of hearings were held in July on "The Multinational
Corporation and International Investment." These hearings focused
on a general consideration of the problems raised by the activities of
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multinational firms both in the United States and abroad; implica-
tions of investment across national boundaries for productivity, tech-
nology, employment and real incomes; international payments and
other financial consequences of direct investment; legal and political
conflicts arising from the activities of multinational companies.

Three days of hearings were held in September and October on
"U.S. Foreign Trade: The Internal and External Adjustment Mecha-
nism." These hearings considered the competitive ability of the
United States to export and the reaction of domestic industries to the
expansion of imports; the mechanisms through which trading and in-
vesting nations adjust their external balances in accordance with
changing flows of goods, services, and capital; and the third day re-
viewed the ways in which events in the United States and abroad
might influence the further evolution of the international payments
system and how future reforms may affect the United States and mod-
ify the international role of the dollar.

In December three days of hearings were held on "East-West Eco-
nomic Relations." The subcommittee received testimony on the politi-
cal considerations that argue either for or against an expansion of
economic relationships between East and West and the economic feasi-
bility and desirability of additional forms of trade and investment
between East and West.

Testimony at the above hearings was received from government
officials, foreign experts, academicians, representatives of interna-
tional corporations, former government officials, and representatives
of economic research groups and labor.
Economic Developments in Countries of Eastern Europe

In May the Subcommittee released a compendium of invited papers
covering a broad range of topics dealing with the recent performance
of the Eastern European economies. Included among the topics are
economic development and policy, rates of growth, capital formation,
planning and management, the defense burden, transportation, agri-
culture, industry, population, employment, labor incentives, educa-
tion and research, international trade, and foreign economic aid.
Economic Performance and the Military Burden in the Soviet Union

The latest in a series of hearings and studies of the Soviet economy,
published periodically by the Subcommittee since 1955, was released in
September. This comprehensive research study is designed to be re-
sponsive to the continuing interest of the Committee and the Congress
in objective factual data and relevant interpretive comment on the
economic performance of the Soviet Union in comparison with other
industrially developed nations of the world.

Members of the Subcommittee on Foreign Economic Policy were
Representative Hale Boggs, Chairman; Representatives Henry S.
Reuss, William S. Moorhead, William B. Widnall, W. E. Brock
3d, and Barber B. Conable, Jr.; Senators John Sparkman, J. W.
Fulbright, Herman E. Talmadge, Stuart Symington. Abraham
Ribicoff, Jacob K. Javits, and Jack Miller.

SUBCOMMITTEE ON ECONOMIC STATISTICS

The Subcommittee continued its review of government statistics
programs and examined the degree to which its long-standing recom-
mendations for improvement of the system were being carried out.



Members of the Subcommittee on Economic Statistics were
Senator Herman E. Talmadge, Chairman; Senators J. W. Ful-
bright and Jack Miller; Representatives Richard Bolling, Martha
W. Griffiths, Barber B. Conable, Jr.; and Clarence J. Brown.

SUBCOMMITTEE ON INTERNATIONAL EXCHANGE AND PAYMENTS

The Subcommittee continued its review of developments in the field
of international finance, particularly with reference to the evolution
of the special drawing rights, as well as developments in respect to
gold.

Members of the Subcommittee on International Exchange and
Payments were Representative Henry S. Reuss, Chairman; Rep-
resentatives Richard Bolling, Hale Boggs, William S. Moorhead,
William B. Widnall, and W. E. Brock 3d; and Senators William
Proxmire, Stuart Symington, Jacob K. Javits, and Charles H.
Percy.

SUBCOMMITTEE ON FISCAL POLICY

Investment Policies of Pension Funds
Four days of hearings were held in April reflecting the continuing

interest of the Subcommittee on the problems of older people. The
Subcommittee took an over-all view of the investment activities of
pension fund managers, including how well they have invested the
funds which they control, and whether the funds have been used for
purposes other than those which pensioners-present and future-
have a right to expect. Witnesses were pension fund executives, aca-
demic experts, representatives of labor, and the Comptroller of the
State of New York.

Members of the Subcommittee on Fiscal Policy were Represent-
ative Martha W. Grifliths, Chairman; Representatives Hale
Boggs, William S. Moorhead, William B. Widnall, and Barber
B. Conable, Jr.; Senators William Proxmire, Herman E. Tal-
madge, Stuart Symington, Jacob K. Javits, Jack Miller, -and
Charles H. Percy.

STAFF PARTICIPATION IN MEETINGS WITH OUTSIDE GROUPS

In addition to conducting formal studies and arranging hearings
for the committee and subcommittees, the staff participated in dis-
cussions of economic problems and research techniques with outside
groups. The following list of meetings illustrates the nature of these
activities in which the staff took part in 1970.

Brookings Institution-Panel on Economic Activity.
Business Council-Technical Consultants.
Federal Reserve System--Conference on Price Determination.
McGraw-Hill-Informal Conference.
National Bureau of Economic Research--Conference on Incomes

and Productivity in Various Foreign Countries.
Washington Statistical Society.

The executive director and other professional staff members made
addresses or presented papers to the following groups:

The Conference Board-The Outlook for Government Spending.
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Congressional Conference on National Security Affairs--Seminar.
Department of Agriculture Graduate School.
Drug, Chemical and Allied Trades-Economic Outlook.
Federal Executive Seminar, Kings Point, N.Y.-Current,

Economic Policy Issues.
Financial Analysts-Economic Outlook.
Georgetown University-Symposium on Economic Policy.
George Washington University.
George Washington University Law School-Seminar.
Harvard University-Graduate Seminar.
Industrial Relations Research Association-Fiscal Policy.
Insurance Investment Officers Group-Outlook and Fiscal

Policy.
Macalester College-Economic Policymaking in Congress.
Multi-State Tax Commission-Tax Reform.
Princeton University, Woodrow Wilson School-U.S. Trade

Policies and Other Current Economic Issues.
Queens College-Current Economic Policy Issues.
Savings Bank Association of New York State.
Rensselaer Polytechnic Institute-Public Spending Priorities.
Stanford University-Symposium on Priorities.
U.S. Savings and Loan League-Conference on Credit Outlook

and 12th Annual Conference on Savings and Residential
Financing.

The Washington Journalism Center.
The executive director and other members of the professional staff

submitted papers for publication to the following:
George Washington University National Law Center.
Monthly Labor Review.
San Francisco Press, article in "National Priorities, 1970."
Survey of Current Business.

The executive director conducted a seminar on public law and
economic policy at the George Washington University Graduate
School of Law. The director of research was a member of the Board
of Governors and Chairman of the Membership Committee of the
Economists Club and Chairman of the Annual Meetings Szbcom-
mittee of the American Statistical Association. The senior economist
held official meetings with central bank officials of England and
Ireland. The committee's international economist taught a course in
international economics at the University of Maryland.

Conferences were held with Government officials or groups of
foreign visitors seeking information on the activities of the Joint Eco-
nomic Committee and the performance of the American economy
representing the following nations:

Belgium Hungary
France Japan
Germany

Student Interns

The committee participated in the student intern program by having
college students working in the committee offices during the past year.
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CHANGES IN COMMITTEE MEMBERSHIP

Senators Hubert H. Humphrey of Minnesota, Lloyd M. Bentsen,
Jr. of Texas, and James B. Pearson of Kansas were appointed to fi]l
the vacancies created by the resignations of Senators Herman E.
Talmadge, Stuart Symington, and Len B. Jordan. Representative
Ben B. Blackburn of Georgia was appointed to fill the vacancy cre-
ated by the election of William E. Brock 3d to the United States
Senate.

CHANGES IN COMMITTEE STAFF

After, more than 22 years of service with the Joint Economic Com-
mittee, Mrs. Hope G. Sham, Assistant to the Director of Research, re-
tired this past June. Mr. Douglas C. Frechtling, Minority Economist,
resigned to accept a position in the Office of the Secretary of the
Treasury; Miss Leslie J. Barr joined the staff as minority economist.
Miss Lucy A. Falcons and Mr. Jerry J. Jasinowski joined the staff
as research economists.

DISTRIBUTION OF COMMITTEE PUBLICATIONS

During 1970, the Joint Economic Committee and its subcommittees
issued 33 publications, including studies, hearings, and reports. Ap-
proximately 250,000 copies of current and previous years' publications
were distributed.

In addition, the Superintendent of Documents sold in excess of
100,000 copies of current and past years' publications. The figures
shown do not include the subscriptions to Economic Indicators that
amount to about 10,000 monthly and are sold by the Superintendent
of Documents.
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