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INTRODUCTION

On February 20, 1946, one saw the of fapring of the
marriage between American pragmatism and the economlc doc-
trinss of the not-sc-rcaring thirties. On thls day the
Congress of the United States peassed the BEmployment Act of
19486, The purpose of this leglslation wes "to declare &
national policy on employment, production and purchasing
power, and for other purposes.” The Federal Government in
pagsing this bill commltted 1tself to the task of maintain-
ing the level of employment in the economy at or near full
employment. Varlous groups, according to thelr interests,
have defined "full employment™ as being st this level or
that level. Dilsregsrding these more or legs subjective
definitions, the more lmportant aspect of the Act was estab-
lished at the time of its ratification: the committal of
the Federal Government to the goal of maintaining full employ-
ment .

Underlying this bill, and of conslderable significance,
was the introduction of & new body of economic thought asome
ten years previous, specifically, John Maynard Xeynes' book,

The Generasl Theory of Employment, Interest, and Money. Prior

to this, orthodox economlic doctrine had assumed the constancy

of full employment in the economy. The responsibllity for
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disproving this fallaclous thought fell to Keynes. In the

development of his General Theory he arrived at the conclusion

that full employment was not & natural phenomenon which, due
to unimpeachablse natural lawg, occurred automatically. On
the contrary, he found that the level of employment could be
at various positions which were determined by the interaction
of varlous forcesg operating within the ecanemy.l

Another important factor in the ratification of the
mEmployment Act of 1946 was the stagnationist thaorya which
was present in the years immediately preceding the war and
during the conflict,  There was a widespread feellng among
many economlists thet the United States had become a mature
economy, and with the cessation of hostilities the economy
would once sgain experlence the depression which had plagued
the Unlted States durlng the thirtles; that is, unless the
Federal Government through fiscal polley alded in the pre~
vention of ﬂueh;h The stagnationist argument based on, and
combined with, the ldeas developed by Keynes in his General
Theory appearsto have furnished much of the impetus for the
passage of the Employment Act of 1946,

A guestion might be ralsed as to the extent of the in-

fluence of Keynes on the grounds that governmenl programs

1Budley Dillard, The Economics of John Maynard Keynes
(New York, 1948).

zﬂlvin He Hansen, Full Recovery or Stagnation? (New York,
1938).
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embodylng flscal pollcy were being used prior to the time he
wrote hls book. Admittedly, this 1z true; however, it seems
that Keynes, in supplying a thecoretical framework and/or
rationale for the participation of government in economic
matters, alded considerably to the implementatlion of legls-
lation of which ths Employment Act of 1946 is a prime sxample.
A theoretical fremework providss four services. In turn, each
of these facllitetes pollicy decisions. First, by providing
& general description of the cause-and-effect relationships
in the economy, it gilves policymakers a method of predicting
the consequences of the actlons their rules dictate. Second,
the description of the determinants of econumic events makes
possible a larger varilety of rules than might othsrwise be
available., Third, theoretical rigor demands specificlty in
question, This helps to clarify the precise nature of the
goals sought snd to clear up inconsistenclaes among them.
Finally, theory providss policymakers with a standard of
meagurement for the objectives of pollecy. Without such stend-
ards and the resulilng measurements, pollcymakers would not
be able to evaluate their work.®

This thesls was underteken as a regult of a study of the
current policles belng pursued in conjunction with the Employ-

ment Act of 1946, There appears to be a vaclllation from the

3Earry N, Slegel, Aggregate Hconomics and Public Polley
(Homewood, Illinois, 1960), p. 289,




original intent of the Act, At this time, whether this shift
1s thought to be advantageous or dismdvantageous, recognition
should be gilven to this modiflcation,

It 1s contended herein that the Employment Act of 1846
was originally intended to serve as a tool whereby the smooth~-
ing and the easing of cyclical fluctustions of the business
¢yvcle oould be facllitated, However, 1t now seems as though
this tool has become one which ls beling used to correct those \\w
structural wesknesses (such as income distribution, tax equity,
elimination of monopoly, and related l1tems) which exist in the
8CoNony,

It should be mentioned that an assumption underlylng the
problem as presented is thaet it is possible to separate long-
run policies and short-run policies. Whlle secular trends
are to a considerable extent dependent on short-run fluctuations,.
this does not necessarily imply that there should not be dis-
tinct policies devised with which tov meet the difficulties
encountered Iin short-run fluctuations. To the contrary, it
would seem that due regard must be glven to combating cyclical
fluctuations before long-run policles can be expected to have
substantlal effect.

Indeed, it is probably not far from the truth to say

that a poliey of growth must come after stabllization

needs sre taken care of; unless this is done, economic

Inatabllity will negete the effect of any given long-
term policy.4

41vid., p. 297.
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Before the Employment Act 1s discussed, it ls necsssary
that cyclical {luctuation and structural weaknesses be defined
in order to avold any difficulties due to a misunderstanding.
Wesley C. Mitchell and Arthur F. Burns made the following
observatlion in regard to cyclical fluctuationa:

When we speak of observing business cycles
éfcyelical fluctuations_/ we use figurative language.
for, like other concepts{ busliness cycles can be seen
only "in the mind's eye." What we literally observe
is not a congerles of economic amctivities rising and
falling in unison, but changes in readings tseken from
many recording Instruments of varying raliability.b

The term structural weaknesses encompasses the following
itemss national security, income equnallity, eliminatlons of
monopoly, better ccnservation of resources, tax equity, and

other related itama.5

Sarthur F. Burns ana Wesley C. Mltchell, lMeasuring
Buginaess Cycles (New York, 1946}, p. 3.

Gaiegel, Aggrezate Zconomics, p. 297.
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CHAPTER I
THE ORIGINAL INTHENT OF THE EMPLOYMENT ACT OF 1946

In the lnitial analysis of the Employment Act of 1946,
In order to avold needless repetition only its major aspects
will be considered. I1f more specific information is desired,
raeference 1s made to Appendix A, which is 8 verbatim copy of
the Act.

"To declarse a natlonal policy on employment, production
and purchasing, and for other purposes™" 1s the specific pur-
pose stated In Publle Law 304. Contalned therein, for all
intents and purposes, is the first commitment by the Federal
Government to sustain the economy at a level of "maximum
employment, production, and purchasing power."™ During the
1930's similar legislation had been paassed. However, 1t was
for the most part directed at speclfic sectors of the economy
(especially asgriculture). Of course, 1t was hoped that by
buoying up = pasrticular area such action would also add to
the general stability of the sconomy in its entirety. Even
in the light of thils, 1t seems a justifieble presumption that
the Employment Act of 1946 was the first such leglslation of
major consequences. A slmlilar opinion is expressed in the
following excerpt taken from an artlcle written at the time

of the passage of the blll:



The act declarea that it is the responsibllity of

the Federal Government to use all of its plans, functions,

and resources toward cresting and malntalning . . .

useful employment opportunities. This 1s a comprehen-

sive commitment, the most comprehensive ever made by

the Government on this quastion.l

In the Introduction, mention was mede that, since the
pessage of the Hmployment Act of 1946, there has been a gradual
exodus from the original intent contalined within the Act.
Brief mention was also given concerning the orlginal meaning;
at this time, a more exhaustive analysis of the Iinitlal intent
will be undertaken. Our snalysis will also take Ilnto consider-
ation those forces which motlvated the passsegs of the Act;
1.8., the economic philosophy upon which it 1ls based, and
the iImplications of this philosophy which tend to indlcate
that the Act was intended as & device whereby the fluctuations
of the business cycle might be mitigated and/or mollified.

Nowhere in the Act can one find specific reference to
the buslness cycle, or even less forceful words such as
depregsion and prosperity. After a careful and thoughtful
reading, however, this intent makes ltself known. @

For 1f, through constructive policles, the Nation
were enabled to come closer to the attainment of maxlmum

smployment, produection, and purchasling power, buslness
depressions would to that extent have been filled up

lprancis E. McMahon, "Plain Spesking," as cited in Con-
gressional Record, Vol. XC1l, Part X, 79th Congress, 2nd
Session, ps ALSB7.

Eﬂagort of the Joint Heonomic Commlittee on the Economic
Report of the President (Washington, 1847), p. 8.




and turns of the cycle would have lost thelr former
power to work hardshlips upon the people.3

One of the most important factors exerting itself iIn

regard to the passage of the Act 1s the marriage between the

economic doctrines of the thirties and American pragmatism.

The reasult of this union menifests ltself in the form of &

process of mutusl adjustment. This process represents a sub-

stantial portion of the phllosophy underlying the Employment

Act.

This

The agents of government must dillgently stwdy and
vigorously use a democratic and statesmanlike control
of the purse to put s brake at certasin polints where boom
forces develop dangerous trends, and to stimulate employ-
ment and production and support purchasing power when and
where 1t becomes unduly depressed. Here Government
must constaently face the same dilemma that every doctore-
and every parente-faces. Calm adjustment must be exer-
cigsed not to rush in fussily, minlstering to small and
temporary disturbances that would right themselves sooner
and better if left to themselves. On the other hand,
carelessneas or ignorance musat not keep Government from
detecting serious symptoms promptly and initiating
corrective memsures with skill and decisivenesa.4

quotation serves well to demonstrate the position taken

by the Federal Government in the passage of the Act. It also

unfurls the Employment Act of 1946 intec a broader and clearer

perspective, adding substantlal authentication teo the premise

thet

ment

the Act was originelly a decree to furnish the govern-

& tool for the mitigation of and/or the modulation of

the cyclical fluctuations of the business cycle.

®Ibid., p. 9.
41p1a., p. 18.



A plethora of material exlsts concerning the Employment
Act of 1946, Although many of the statements and articles
are concerned with the constitutionallty of the Act, or with
the moral question, l.e., government interventlon, evidence
can be found which tends to re-enforce our postulate concern~
ing the original intentions embodied In the Act. The follow-
ing is an excerpt taken from an editorlial wrltten at ths time
of the passage of the bmployment Act in the Nashville

Tennesseeans

They / the American people_/ belileve that the
economic cycle can be forestalled, that millions are

not foreordalned and predesiined to unemployment and

insecurity, that the commltments of sclence and re~

ligion promise & real economy of abundance.

Additional indicatlon 1s gained from the followlng state-
ment by Chester Bowles, who at the time of the pessage of the
Act was Chief Administrator of the 0fflce of Price Adminis-
tration. He said, "I bellieve that these boom and bust eycles,
1f permitted to continue, will eventually destroy our free
enterprise system in spite of 1lts achievements in the past
and the unlimited contribution it can make to our future."®

Aivin H. Hansen, then a professor at Harvard, had the follow-

ing comment to make in relation to the Employment Act:

5hdit0r1al Nashville Tennesseean, as cited in Con-
gressional Raaord Vol. XCII, Part I, 79th Congress, 2nd
Session, p. A760.

ﬁchaster Bowles, as cited in Congressional Hecord,
Vol. XCI, Part XII, 79th Congress, lst Session, p. A4006,




The important step forward i1s that the Employment

Act of 1946 proceeds on the general assumption that the

Federal Government has the ultimete responsibility for

creating and maintalning a general framework for econocmic

activity conducive to the achievement of meximum employ-
ment, The law assumes that the way to deal with de-
pression is not to walt until it has progressed beyond
control, but to be forearmed with megsures that will
prevent it from becoming disastrous.’
Although business cylces and cyclical fluctuations are not
mentioned per se, the implication of such is evident in Han-
gsen's reference to the relationship between the law and a
period of depression. Thus far, only the opinions of 1ndi-
viduuls have been cited in our attempt to verify the original
intent of the Aect. At this time, an illustration will be
given which gives indication that the feelling concerning the
Employment Act being & countercyclical device was widespread
in 1ts scope.

During the period after Congress had ratified the bill
and before President Truman had slgned 1t, the President re-
celved a letter signed by twenty-one natlonal civic, labor,
and veteran groups.s A paragraph from this letter reads as

follows:

7plvin H. Hansen, Boonomic Policy and Full Employment,
as clted in the Congressional Record, Vol. XCIV, Part I1I,
80th Congress, 2nd Seasion, p. 2024.

&7 partial list of these groups is as follows: Veterans
of Poreign Wars, National Planning Assoclatlon, American Fed-
eration of Labor, Congress of Industrial Organlzations,
National Education Association, and American Assoclatlon of
University Women. The complete list may be found in the
source clted in the followlng footnote.



We are substantially convinced, and our opinion
is substentiated by all public opinion polls, that the
overwhelming majority of the Amerlican people are pre-
pared to support the strongest posslible legislation
designed to assure the objectives of full employment
and to avoid the periods of boom and bust which have
harstofore merked the course of American history and
which, if continued in the postwar perlod, can lead
only to & national and international dlsaster.

Perhaps the most conclusive evidence of the original
intent of the Employment Act of 1946 is the followlng remark
made by Senator James E. Murray of Montana. It was Senator
Murray who had sponsored the blll in the Senate. He sald,
"Mr. President, the Employment Act of 1946 was & long step
forward toward snabling the Federal Government to meet its
responsibility in preventing booms and busts that threaten

our private enterprise ecanomy.“lo

From the remark itsself,
it appears that our contention in regard to the Lmployment
Act originally being intended as a countercyclical device
to ease and smooth the cycllical fluctuations of the buslness
cycle is, indeed, a plausible one.

The foregoing copinions all seem to point to the Employ-
ment Act of 1946 as being a countercyclical tool. Thls
fact combined with the implied implications of the Act, l.e.,
the necessity of diminishing the effecta of cyclical fluc-

tuations if meximum employment, production,and purchasing

QCangrassional Record, Vol. IX, Part IX, 79th Congress,
2nd Session, pe A770.

1000ngraasiona1 Record, Vol. XCIV, Part IV, BOth Congress,
2nd 3ession, p. 5103,




power ars to be attalned, appears to furnish ample foundation
for the postulation that the Hmployment Act of 1946 was
originally intended, and conceived, to serve the purpose of
placing at the disposal of the Federal Government a tool with
which to combat cyclical fluctuatlons.

In the introduction 1t was stated that there appears to
be a vacillation from the origlnal intent of the Act. Thils
comment was the culmination of a study of the policy proposals
submitted in pursuance to the Hmployment Act of 1846. Included
in the study were all of the policy proposals submitted for
the years 1955 through 1859, At this point, the purpose for
mentioning the shift is to give an indicatlon of nature.

The modification which has taken place in the interpretation
of the Bmployment Act of 1946 is that it now serves the pur-
poas of correcting the structural weaknesses whilch exist in
the economy. &Bvidence of this shift will not be given at
this time. In subsequent chapters, asnalysis will be made

of the forces perpetusting the shift, the policles which are
a result of these forces, end the implications of the shift

in regard to the attainment of economic stablility.



CHAPTER II
THE MBECHANICS OF THE BMPLOYMENT ACT

Before analysis is undertaken to determine the forces
undsrlying the shift in the lnterpretation of the Employment
Act of 1946, consldsration will be gilven to the machinery
created by the Act to mssure its perpetuation. The following
explanation consists of only the major components involved
in the workings of the Act. If mors detalled information is
desired, 1t may be found in Appendix A.

To aid in the executlon of the policies outlined in the
declaration of poliecy of the hct, there was created (1) the
Boonomic HReport of the President; (2) the Council of Hoonomie
Advisers, an sdministrative body to assist and advise the
President and ald him in fthe preparation of his report; and
(3) the Joint Economic Commlittee, s Congressionsl Committee
whose purpose 1t ls to hold hearings on the report of the
President, and after such, issue the Joint Economic Keport
which consists of a brief summary of the hearings and the
presentation of any additional and/or supplementary policy
proposals which the Committee deems necessary in the light

of information acquired in the hearings.



The President's Hconomic Report

Originally, the Act declared that the President should
submit his Economle Report on January 20 of each year. This
provision of the Act was amended in 18566, Currently, the
President ls compelled to present his report at the bsginning
of each regular session of Coungress. To be included in the
Economic Report of the President asre (1) the current level
of employment, and that level of employment needed to par-
petuate the policles stated in the dgclaration of policy;
(2) current and foreseeable trends in the level of employment;
prnduation)and purchasing power; (3) a review of the Federal
Government;.and (4) & program including recommendastions for
legislation which will enable the execution of those principles
laid down in the initial declaration of policy. In addition
to the required annual report of the President, he is permitted
to submit at hils discretion any additional reports during the
year. Hxpllicit directions concerning the ILconomic Report of
the Preslident are relatively few. The Report for the most
part consists of work done by the Councll of Hconomlc Advisers,
with only a short introductory section set aside for the
President's views. Of course, the views of the Council

reflect to & great extent the views of the President.

The Councll of Heconomic Advisers
Sectlon 1083 of the Employment Act is concerned with the

Council of Economlc Advisers, its composlition, its
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qualificetions, and the selectlon of the chairman.l The
Councll is appointed by the Preslident with the advice and
consent of the Senate., As & criterion for the selection of
each of its three members, the Presldent 1ls directed to cone
slder thelr training, thelr atteinments in the sconomic pro=-
fesslion, and thelr experlence in analyzing and interpreting
economic developments., The Councll upon appointment is, in
turn, allowed to employ such experts and speclsliats as
deemed necessary for the purposes of carrying out those terms
as gset forth in the Act.

The dutles of the Council of Economic Advisers entall
(1) assisting the President in the preparation of his Eco-
nomic Report; (2) gathering information pertinent to the
current and prospective poslition of the sconomy in the light
of the goals stated in the Act; (3) appraising the programs
and activities of the Federal Government in the light of the
policy declared in the declaration of policy; (4) developing
and recommending to the President national economic peliciles
to foster and promote free competitive enterprise, to avoid

economic fluctuations or to diminlsh the sffect thereof, and

1Originally, the Act prescribed thet a chalirmen and a
vice~chalrman should be appointed. In a subsequent amend-
ment the vice-chairmenship was eliminated, leaving only the
position of chairmen to be fillled from among the three mem-
bers meking up the Council.
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to maintain employment, production, and purchasing power;2
(5) making such reports regarding current and prospective
Federal Government pollicies as the President may request;
and (6) submitting an ennual report to the President in
December of each year.

As a means of achleving the ends envisaged in the Employ-
ment Act of 1946, provisions are made which permit the Council
use of the facllitles of governmental agencies and private
prganizations which are Involved in gathering facts pertinent

to the economic plcture,

The Joint Economic Committee

Another important plece of machinery created by the Act
1s the Jolint Hconomiec Committes, which is composed of fourteen
members, seven from sach branch of Congress. They are
appointed bty the respective leaders in the Senate and in
the House of Repressentatives, according to the relative
membership ¢f the majority and minority parties.

The ma jor function of the Committee is to hold hearings
on the Kconomic Report bf the President and, ms a result of
the information attained from these hearings, to issue the

Joint Economic Report. 1In this report they are tc include

zﬂpacial recognition should be given to this particular
duty In that i1t adds creditablility to the premilse that the
Employment Act was orlginally intended to serve as a tool to
mitigate or lessen the cyclical fluctuastions of the business
cycle.
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any supplementary and/or any additlonal policy proposals they

feel are necessary.

The Joint Beonomic Committee is authorized to hold any
hearings which they deem to be necessary to the pursual of
the objectives envisaged by the Employment Act of 1946,9
Of course, this must be dons within the limits of their
budget, which is §125,000,

5Ths reports which result from these hearings give an
indication of the dirsction the shift in the interpretation
of the Act has teken. Following is a brief list of some
of the studies pursued in the hearings:
1. "Automation and Technological Change"
2. “"Characteristlcs of the Low-income Population
and Related Problems"
3. "Soviet Economic Growth: A Comparison with the
United States"
4. "Policy for Commercial Agriculture: Its Relation
to Heonomle Growth and Stability”
5. "Energy Resources and Technology"
6. "A Program for the Low-Iincome Population at Sub-
standard Levels of Living"
7. "Pension in the United States"
As will be noted, these studlies ere directed at structural
weaknesses Iin the sconomy.



CHAPTER III

THE INFLUENCE OF THE DISFARLITY OF POLITICAL THOUGHT

BETWEEN THE REPUBLICAN AND LEMOCRATIC PARTIES

The purposs of this chapter is to examine one of the
forces which has caused the propused shift In the interpre-
tation of the Employment Act of 1946. This force finds its
origin in the disparity of political thought which exlsts
between the Kepubllcan and Democratic parties. The ramifil-
cations of theae divergent views have, at least 1ln part,
motivated the shift in thinking in respect to the Employment
Act.

The Republican Party

The Republican party has traditionally adhered to the
philosophy that government's role should be one of minimum
interference in the workings of private sectors of the
economy. Of course, during a period of severe recessgion or
depression, this view is tempered to some degree or other.
Generally, however, the Republicans do held to thla phllog-
ophy. They bellieve that the private sector of the economy
opsrates best when there 1ls a minimum amount of government
intervention. The followling quotation serves the purpose of

indicating the foregolng belisf: "Moreover, market forces

13
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themselves tend to correct many msladjustments / in the
sconamy;7, and governmentsl pollicy must take into account
the direction of these foroee.“l Further indication of the
bellef in minimum activity by the Government may be attained
from the view expressed by Representatives Curtlss and Kill=
burn (Republican members of the Joint Economic Committee) in
a supplementary view to the Joint Economic Report:
Certaln overtones remain in the committee report

though we have been gratified to have many that were

in the original draft eliminated or muted, which carry

the thought that somehow or other the Federal Govern-

ment can plen and direct our economy., We are convinced
that the best the PFederal Government can do today is

to serve the climate under which our private enterprise

system can thrive. FPerhaps someday men will be wise

enough to move iInto the unknown through e system othsr
than an enlightened trisl-snd-error system. But this
day has not yet arrived. In essence, the private
snterprise system 1ls no more than a trisl-and-error
system, although many people seem not to appreciate

it.

An implication arlising from the belief in minimum govern-
ment interference is that, toc a degree, cyclical fluctuations
should be allowed to tske plece. There is evident an indl-
cation that the Hepublican party views some cyclical fluo-
tuations as natursl and necessary.

The Hepublicans' opinion In respect to netural fluctustions
is evident in the followlng excerpt from a supplementary view

to the Joint Economic Report. Concurring in this opinlon were

1Econ0mic Report of the President (Washington, 1956),
Ps 29,

2Joint Economic Report (Washington, 1957}, p. 32.
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Senators Waékins, Goldwater, and Flenders, and Kepresentative
Wollocott (all Republican):
and 1t is a characteristic of & healthy private
enterprise economy that, simultaneously, we find as

some Industries experience negatlve cumulative move-

ments, othars experience positive cumulative movements,

making for over-all stability and expansion.®

Addltional evidence exhibiting this belisf in natursl
fluctuations 1s found in the following quotation: ". . .

a lessened rate of expsnsion does not imply stagnation;
rather & mixture of cmmulative movements up and down as
required by the needs of individual industries." Because
the Republicens view these fluctuations as more or less
natursl, it re-enforces thelr bellef that government should
keep their "tinkerings® to a miniwmum.

It was also noted that the Republicans seem to feel that
the fluctuastlions referred to in the preceding paragraph sre
necessary. Thils view stems from what they conslder to be the
prime "evil" with which the economy 1ls faced. It is based
on the fact that at high levels of employment and production
inflation can become a serious threat to the economy. This
"hair-curling” fear of inflation ls evident in the Xconomic
Reports of President Blsenhower and in the views expressed

by the Republican members of the Jolnt Economic Commlittese.
An excellant example of this fear is found in the 1988

SJoint Economic Report (Washington, 19865), p. 45.

4701int Economic Heport (Washington, 1958), p. 57.
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Economic Report. At the time 1t wes submitted the economy
was experisencing a sharp curtallment in production. Presl-
dent Elssnhower commented:

The change in economic conditions called for
adjustments in economic policles. During much of the
year, the task of restralning inflationary pressures
was paramount and policles were directed at this end.
In the closing months and currently, the task has been
to faclliitate reedjustments in the economy essential
to the redemption of sustalnable economic growth, but
to do so without reviving inflationary pressures.

Another opinion stated in the 1958 Economic Report expressed
the fear of Inflatlions:

When Teasources are close to belng fully used, even
though there may be slack in some sectors of the economy,
expansion normally proceeds at & slowsr pace. EBfforts
to accelerate growth in these conditions may succeed
only in gensrating inflationary pressures.®

& prime example of the Hepublican view on Inflation is
offered in the followlng quotation taken from a supplementary
view to the Jolnt Economic Report. Republican Representative
Curtiss had the followlng comment to make in regard to the
"pressing® problem of inflation.

I believe 1t is lmportant to emphasize that
inflation is a form of taxatlion, indirect and hidden.

« « o continued deficlt flnancing means a continuation

of this form of taxation which I believe proper study
will reveal is the form gatantially most dangerous and

damaging to Aany socletly.

Steonomic Report of the President (Washington, 1958),
p. 1117 The underscoring hasg been added for emphasis.

8Ibid., p. 3.

7Joint Economic Report (Washington, 1955), p. 76. The
underscoring has been added for emphasils.
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féacause of the beliefl of the Kepublican party in respect
to the role of government and thelr fesr of the affects of
infiation, they have favored the use of monetary policy as
a means of attalning eccnomlc stablillity. This idea is ex-
pressed, in part, Iin the following remarks "Republicans
usually lean more tovwsrd the use of monetsry policy bscause
of their inherent distrust In the intervention into such
matters by the governm&nt.“a The two following quotations
ive further support to the thesis that Republlicans place
extreme emphasis on the use of monstary policy to attein
economic stabllization:

Although conditions in the latter part of 198564
did not csall for a policy of restraint, & mild change
in the degree of crealt ease seemed deslirable in the
light of the unfoldling economic sltuastion. Accordingly,
the Federal Reserve System restricted the purchases of
Government gecurities in 18564, This actlon made it
necessary for commerclel banks to Increase thelr
borrowlngs to meet the unusually large increase in
year-end currency and credit demands. It alsc placed
the monetary suthorities In a bstter positlon to move
toward a policy of restreint if ecunomic conditlons
should warrant 1t. TIhils move exemplifisd one of the
advantages of gensral monetary and credit pclicies;
they can be adjusted gradually and, if nesd be,
promptly reserved to mest changing economic conditions.?

In contrast to large-scale public works, monetary
end credlt policy, used vigorocusly, ¢an produce a
prompt and significaently helpful result. Although the

BLouia Shere, Hesrings before the Joint Xconomic Come
mittee on the Hconomlc heport of the e PresiGent (Wwashington,

10577, De 477,

94¢onomio Report of the President (Washington, 1956),
Pe 29.
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easing of credit doess not affect all parts of the

economy to the same degree, 1t works broadly, is

promptly reversible, and makes 1ts impact felt wilthout

entailing direct governmental Intervention in affalrs

of business concerns and individuals.lO

At this point further discusslon of the Republican party
will be delayed. Attention will now be directed at the Demo-
eratic party and the philosophy which underlies 1lts bLellefs
ard mctlons. Upon completion of this examinatlion, our attention
will be focused upon the conflict which has srizen dus to the
difference of political thought between the two parties, and

its impact on the Employment Act of 1946.

~

The Democratic Party

The Demeératic party, in contrsat to the Republican
party, had consistently adhered to the philosophy that govern-
ment should take an sctive role in those matters which con-
cern the general welfare of the natlion. One of the main
reasons underlying, and related to, this bellef in active
government intervention appears to stem from the view that
the absence of full employment in economy is highly undesirable
and should be dealt with accordlingly. This feelling can be
geen by the following opinions expressed by the Lemocratic
members of the Joint Economic Committes.

In a supplementary view to the 1955 Jolnt Zconomic

Report, the Democratlic members had the followlng comments

0gconomic Report of the President (Washington, 1959),
P 2
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to meke in regard to the problem of unemployment: "First,
we note that recent increases Iin almost all cases have not
returned economlc activlity to prerecession levels, The
first task is to galn back the remaining lost grnunﬁ.“ll
Although they do not refer specifically to unemployment, it
is evident that the impllication is there. Just a few sen-
tences after the preceding remark was made, they sald:

It 1s 8 ceuse of deep concern that unemployment

~in February, 1955, was only about 300,000 below Feb-
ruary, 1954, a reduction of 8 per cent only. « « .
the reduction in unemployment is not commensurate
with the recovery in proﬂuction.l
In the 1959 Jolnt Economic Keport the followling view
was expressed:
On the baasis of the present economlic ocutlook,
principal emphasis in public policy this year should
be pleced on prompt and full recovery from the 19567-~58
recession. Achleving maximum employment and production,
therefore, should be glven the highest priarity.13
Again, the view is expressed that unemployment is some sort
of "evil" of which the economy must rid itself.

The most explicit opinion on employment and its import-
ance 1s found In the following excerpt taken from a supple=-
mentary view to the Joint Economic Keport and submitted by

Senstors Douglas, Sparkman, and O'Mshonsy, and Representa-

tives Patmen, Bolling, Mills, and Kelley (all Democrats):

llsoint Zconomic Report (Washington, 1985), p. 10.

1250int Roconomlic Report (Washington, 1955), p. 1l.

13701int Economic Report (Washington, 1959), p. 3.
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"Emphasis upon fighting an inflatlion 'atraw man' at the
expense of what should be the primary objectives of economie
§uticy~~maximum employment and purchasing powser--accounts
for the dlsturbing level of unemployment."l4
Resulting from the fear of unemployment, exhibited by
the Democrats, 1s the means whereby this problem may be allevi-
ated, This 1s the use of fiscal policy as a means to promote
sconomic stabllity and, in turn, enhence full employment.
This relliance upon fiscal policy can be seen in the following
quotation taken from a supplementary view to the 19565 Joint
Economic Report. It was submitted by seven of the eight
Democratic members on the Joint HEconomic Committee.
The lmportance of flexible tax policy to meet
the needs of economic stability end growth cannot be
overemphasized, While present indications point toward
recovery from the reduced levels of activity of 1953-54,
Tiscal policy must recognize that this upturn has yet
to demonstrate Its strength. If the Heonomic Report's
expectations fall to materialize, or if sconomic activity
turns down, we must be pragared to turn quickly to
irmmediate tax relief ., . .16
A flexlble tax policy represents only one of the tools
of fiscal policy. The Democrats also propose other tools to
be used as & means of implementing full employment., This
can be seen in the following criticlasm directed at the Xisen~

hower administration by the Democratic members of the Committee:

141p14. (1955), p. 10.
B 1b14., p. 29.
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The administration's clsim that 1t extended the
automatic countercyclical workings of the flscal aystem
ls grossly exeggerated. It 1s true that some improve=
monts were made in the varlious State employment insur-
ance progrsms. Jhese are welcome. DBut the major needed
improvements~~inecreasin:, the amount snd durstion of
weekly beneflts~--have not been energeticaelly promoted
by the administration, 18
Once again, the Democrats are ssen leaning toward the

vigorous use of figcal policy. In this instance, the Demoe
eratic preference for flscal pollicy as a means for achleving
goonomic stabllity was evident in their c¢ritlicism of what
they viewed as sluggishness on the part of the adminisirstlon

in meaeting its flacal obligatlons.

The Conflict

In the preceding analysis, the Democratlic party's views
in respect to unemployment and fiscal pelicy have been noted
briefly. These views do, indeed, furnish a contrast to those
sxpressed earlier by the hepublican party. It is this disge
parity of thought which hes been one of iLhe factours contrib-
ublng to the shift Iin the interpretation of the Employment
Act of 1946,

It should be noted thet the sources which have supplied
the various opinions expressed by the Republlicans and Demo=
crats huve been the Hconomic Reports of the Preasident (1955-569)

and the Joint Economie Reports (19F7-:0). “hig in itself

6 1hia, (1956), p. 3l.
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tends to suggest that the disparity of thought existing
between the two parties has had some influence on the shift
in the interpretatlon of the Act in that the differences are
pregsent in the machinery created for 1lts implementation.

it was noted in the examination of the Lemocratic and
Republican parties that each favors s different means for
attaining economic stabllity. The Democrats favor the use
of vigorous, flscal policy. In contrast, the Republicans
favor the use of monstary policy. Arising from this bias
on the part cf each has been s conflict on how to use the
Employment Act as a countercyclical device. This conflict

1s evident in much of the preceding meterial,

Conflict within the Joint Economic Committee

Mentlion has just been made that much of the preceding
material in this chapter ig indlcative of tha confllct
arlsing between the Republicans and Democrats. As a means
for re-~emphasis, a reiteration will be made in regerd to
the quotations which best demonstrate this difference.

In a supplemental view to the Committee report, Republican
Representative Curtiss expressed the following opinion:
I believe it is importent to empheslze that in~

flation is a form of taxation, indirect and hidden .

« «» continued deficit financling means a continuation

of this form of taxation which I believe proper study

will reveal 1s the form most pot?ntially most danger-
ous and demaglng to any soclety.l?

Y1p1da. (1955), p. 76.
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In the same report the following opinion was volced in a
supplemental view submitted by seven Democratic Committee
members: "Emphasis upon fighting an inflation 'astrew men' at
the expense of what should be the primary objectlves of eco-~
nomic policy--maximum employment and purchasing powerew
accounts for the disturbing level of unemployment.”la
Bepecially significant 1s the fact that the conflict
Just elted, and as exhibited by other opinions noted earlier,
hes been confined to the supplemental views rather than the
report submitted by the Committee as a whole. This tends to
suggest that thoge policlies recommended in the unanimous
report have resulted, iIn part, from en attempt to find a
common ground upon which both the Democrats and the Republi-
cans could reach agreement. Thls ildea of reconciliation
and/or compromise is indicated in & quotation from one of
the unanimous reports submitted by the Commitiee:
Extenslive dligcussion of the President's Economic
Report suggests a myriad of detail on which we dis-
sgree. Supplementary statements of committes members
discuss those differences. But our delliberation indie
cates lmportant sreas upon which we agree both to
interpretation of past, present, and foreseeable
economic conditions, end as to appropriate economic
policy for the future, 19
This view 1s expressed again in 1956 and in 1957:

In spite of the ineviteble differences of opinion
a8 to detalls, timing and emphasis, we find important

lalbid., Pe 10.
lglbido, P 1.
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points upon which members of the committee agree as

to current economic condition and appropriate polloy

for the future.20

The committee Ifinds important points upon which

it agrees with respect to problems end policles suggested

by economic prospects for the months ahesd, despite

differences in viewpolnt as to details timlng and em-

phasgisa 121

Before cognizance ls taken of the common ground found
by the Hepublican and Democratic members, another confllct
of significance might be mentloned.

Conflict betwsen the Democratic Majority
and the President

The confllct between the Republlican President and the
Democratic majority has also Leen indicated by material
sarlier in this chapter. It will be recelled that President
Eisenhower shared the fear of infletion exhlbited by the
Republican members of the Joint fZconomic Committes. He also
placed a great deal of reliance upon monetary policy as
a tool for sconomlc atability.ag These views expressed by
Fresident Elsenhower have not gone unncoticed by the Democratlc
members of the Committee. In a supplemental view by the DLemo~

crats the following criticism was volced. "The fear of

anticipated price rises and the fear of anticipated inflation

201p34. (1986), p. 2.
2lipid. (1957), p. 2.
22300 pp. 15~16 and pp. L7-18.
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have obviously had greater welght in the minds of authoritles
/"the Administration 7 than sctual facts."@® By actual facts
they were referrinz to the famct that unemployment was only
about 300,000 below what it had been in February of the pre-
ceding year.®? 1In the same yoar (1955) in a supplemental
view of Democratic Representstives Patman, Bolling, Mills,
and Kelley the following opinion (fear) was expressed:
"General measures of monetary restraint run the risk of
choking off full recovery from the low levels of the 1954
recession."2d

Another polnt of disagreement between the President and
Democratic members of the Commlttee resulted from the absence
of specificlty in the President's estimates of the levels
of employment, production, end purchaslng power. Prompting
this criticlsm have been statements by the Presldsnt which
are as follows:

If &1l live up to these responsibllities, the

capacity of our economy to provide the high levels

of employment, production, and purchasing powsr

envisaged by the Employment Act, and broaélgeattainad

in the past year, will bse further enhanced.

Teking recent developments all together, it 1s
ressonable to expect that high levels of production,

23J0int Beonomie Keport (Washington, 1965), p. 24.

24546 P« L9,
28350int Hoonomic Report (Washington, 1955), p. 42.

26gconomic Report of the President (Weshington, 1967),
p. vii,
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employment and income will be brosdly sustained during

the coming year, and that underlying conditions will

remain favorable to further eccnomic growth.27

In ecriticlem of this vegueness the lemocratic members of the

Joint Hconomic Committee stated the following feelings on

the matter in a supplemental view:

How can this committee and the public intelligently

avaluate the Prssident's Economic Report if the report

does not contain numerical estimastes of the levels of
employment production and purchasing power needed to

carry out the act's cbjectives, together with fore-

sesable trende in the economlic activity as contemplated

in the act.28

Since first tsking office this administration has

conslstently lgnored the expllcit directive of the

Employment Act to set forth the levels of employment,

production and purchasing Bower needed to carry out
the objectives of the act.<P

Although the foregolng coriticlisms do not explicitly

refer to full employment and the use of flscel policy to

attain this goal, it would seem thest proper Inference would

yield such idess in the light of the views consistently held

by the Demceratic members of ths Committee. Agaln, that

these opinions were expressed in supplemental views thus

tending to suggest tonat the unanimous opinion emanating from

the Joint Hconomic Committee iz a common ground upon which

the conflicting views of the Democrats and Republicans may

be reconciled.

27 1p1d. (1956), p. vi.
281pia. (1955), p. 13.
291pid. (1956), p. 39.
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The coumon ground Just referred to, and also mentioned
in respect to the conflict within the Committee, is a means
whereby the economy might attain economic stebility in the
long run. Rather than attempt to achlieve thls goal through
countercyclical tools such as monetary and fiscel polilcey,
the Commlittee hes sugyrested policles by which the structural
weakness 1n the economy may be removed and, in turn, bring
about ithe desired stability. Although speciflic propossals
will not be mentioned at this polnt, soms of the areas at
which these measures are dlrected might be noted. They sre:
national defense, ald to depressed aress, elimination of
monopoly, income equality, and related polleiea.50 The
important aspect of these pollcy proposals is that they are
not congruous to the original intent of the sct, 1.e., they
are not countercyclical tocls. They are the result of one
of the factors perpetuating the shlft of which they are, in
turn, representative; namely, the existence of the disparity

of thought between the Hepublican and Democratic partles.

30poy specific citation of some of these proposals, ses
Chapter VI, pp. 77-78,



CHAPT=R IV
THE EFF=CT OF THE TIME LAG ON MONETARY AND FISCAL POLICY

The purpose of this chapter will be to analyze a second
force exerting an influence on the shift in interpretation
of the Employment Act of 1948, The force to be discussed
ls directly related Lo monetary poliey and fiscal policy,
and the comparative advanteges and disadvantages of esach as
a countercyclical device. However, due to its effect on
both types of poliey, it warrents special attention. This
force is the time lag. It will be digcussed in the light of
1ts influence on the retardation of monetary policy and fis~
cal pollecy as countercyclical tools.

In an article entitled "The Limitations of Monetary
Policy," Warren L, Smith suggests there are in existence
three distinct time 1aga.l These are (1) the recognition
lag, (2) the administrative lag, and (3) the operational
lag. These three affect both monetary and fiscal polioy
and, in turn, the effectiveness of the Employment Act as

a countercyclical tool.

lWar?an L. 8mith, "The Limitatlons of Monetary Policy,"

Americen Zconomic Review (September, 1956), p. 60S5.

28
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The Recognltion Lag
First 1s the recognition lag, i.e., the time that
elapses between the need for action and recognitlion of the
need. It 1s quite obvious this particular time lag ls the
sams for both monetary and fiscal policy.

For many yesars 1t has been the modus operandl for

businessmen to attempt to predict future economic conditions.
Some have based thelr predictions on sunspots, tihe hog market,
and other so~-called economic barometers. However, their
iorscasts have been anything but successful. With the

advent of the thirties, emphasis began to be placed on a
sgolentific approach to economlc forecasting. It was hoped
that through the collection of data, and through the sub-
sequent analysis and interpretatlion of the data, that some
inglight into the workings of the business cycle might be
acquired. Studles of this type are stlll belng undertaken
in order to lessen the problem of the recognition lag.

There are numerous difficultles which arise when attempt-
ing to forecast future movements of the business cycle (and
thereby decrease the time of the recognition lag). One of
the first problems to arise ls the difficulty of placing
oneself in the proper perspective of what ls actually beling
obaarved.

fihen we speak of observing business cycles we use
figurative language. For, llke other concepts, business
cycles can be seen cnly "in the mind's eye." What we
literally observe is not & congeriles of economlc activi-

ties rising and falling in unison, but chsnges in read-
ings teken from many recording instruments of varying
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rellabllity. 4“hese voalings heve to be decomposed for
our purposes; then one set of components must be put
together in & noew fasniecn. The whole procedurs seems
far removed from what actually happens in the world
where men strive for thelr living. 7Whethsr its results
will be worth having is not assured in advance; thsat
cen be determined caly by pgagmatic tasts after the
results have been attained.
The preceding statement was mede by Arthur F. Burns end
Wesleay C., Mitchell while they were attempting to compile
a set of atatistical Indicators which would 2id in the pre-
diction of approsching economic conditions. The method used
by PBurns and Mitchell and by others has been to try to find
speclfic economic activities which either lead, coincide
roughly with, or lag in relation to the economic upswings
and downswings for the econcmy &8s & whole. The search for
such indicetors has been neither easy nor fully successful.
Geoffrey . Hoore, in & paper entitled "Statistical Indi~
cators of Cyclical Revivals and Receasion," suggests five
gualities which would be present in the 1deal indicsator.
These are: (1) it / the statlstical indicator_/ would cover
& century or longer, thus showlng its relatlon to business
cycles under a variety of conditions; (2) it would lead the
month around which ¢yclical revival centsrs Ly an lnvarisble
interval~--say, thres months, or better, slx months; 1t would

also lead the central month of every cyclical recession by an

invarlaebls interval, which might differ from the lead at

QArthur F. burns and Wesley C. Mitchell, Measuring Busl-
ness Cycles (New York, 1956), p. l4.
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revival; (3) it would show no erratic movements; that ls,
it would sweep smoothly up from each cyclical trough to the
next cyclical pesk and then sweep smoothly down to the next
trough, so that every change in the dirsction would herald
the coming of & revival or recession in general business;
{4) 1ts cyeclical movement would be pronounced enough to be
readily recognized, and give some indication of the relative
amplitude of the coming change; and (5) 1t would be so related
to genersl business activity as to establish as much confi-
dence &8 the nature of such things allowg that its future
behavior in regard to business cycles will be like its past
behavior.®

In all of the studies undertaken, no indlecator has been
found which exhibits the five qualities mentioned ebovs. It
18 unlikely that such sn indicator exists. However, through
the use of & set of indicators, there is a possibllity that
such a group might exhibit these qualities, thereby enabling
a more accurate prediction of trends which are developlng Iin
the economy. And as our understanding of statistlcal indi-
cators increases, it might afford a greater reslstance to
the hardships imposed by the business cycle.

Most of the work thus fer completed Iin selecting a set

of statistical indicators has been done by the Natlonal Bureau

3Gecffrey H. Moore, Statistical Indicators of Cyclical
Revivals and Recessions (New York, 1950}, p. 20.
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of Bconomlc Hesearch. In the latter part of the thirtles,
the Buresu was authorized by the Government to begin research
to find some indicators which would foretell future turns

of the buslness cycle. Burns and Mitchell, cited earlier,
were in charge of the project. As a result of thelr work
they compiled some eighty indlcators that enabled them to
approximate roughly an approaching change in the direction

of the business ocycle.

More recent work in regard tu the problem of statistical
indicators has also been done under the ausplces of the
National Buresau of Economic Research., Flguring most promi-
nently in this research is Geoffrey H. Moore.% He began
where the previous studles had ended. As a result of his
efforts, he developed a new sot of statistical indicators,
consisting of twenty-one indicators.

Moore divided this group into three categories: the
leaders, the colnciders, and the laggers.

The leaders' function 1s to glve notice when the
economy is about to chenge directlon; the coinciders?,
to indicate a turning point; & turn in the laggers

confirms that the cycle is In its new phase and glveg
a sign to waeteh for harbingsrs of the next reversal.b

4see preceding footnote.

5Henry M. Platt, "Hconomic Indicators: Thelr Use in
Business Forecasting," Tuck Bulletin 21, Hanover, Amos Tuck
School of Business Aduinistration, p. 6.
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Of the twenty-one speciflc cycles, eight of the indicetors
are leaders, eight are coinclders, and five are laggarﬂ.ﬁ
The leaders are:
Number of new corporations
llew order, manufacturers' dursble goods
Industrisl--stock prices
Wholesale prices--baslc commoditles
Commercisl-~and Industrial construction contracts
(floor space)
Average work week, manufacturing
Business failures (total liabilities).
The colnclders are:
Production (Federal Reserve Board Index)
Nonegricultural employment
Unemployment
Bank debits (outside Hew York City)
Freight carloadings
Wholesale prices (except for farm and food products)
Gorporate profits
Unemployment
Bank debite (ocutside New York City)
Freight carloadings
Wholesale prices (except for farm and food products)
Corporate profits

The (ross HNationsl Product.

€1b1d.
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The laggers are:

Porasonal income

Consumer installment debt

Bank rates on business loans

Menufacturer inventorles

Retail salas.

Hach of the three categories has several traits. Most
of the indicators in the category of leaders are some form
of investment. Thess are alsoc based to a largse degree on
expectations. The expsctations may be wrong, but if they
are widely accepted they tend to insure their own fulfill-
ment.”

In the case of those indlcators which coincide roughly
with the movements of economic activity in general, they do
so because they either (1) directly measure brosd phases of
economic activity (for example, industrisl production and
nonagricultural employment) or (2) have to do with transport-
ing goods or flnancing goods and producticn.8

The laggers sre a result of the general attitude of
business and consumers. In the case of personal income there
ia & lag because its components (such as wages and salaries)
are usually not cut until a definite downward trend has been

aatablished.g Retail sales are alaso influenced by the lag

7To1d., p. 7. 81p1a.
¥1p1d., p. 8.
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in the reduction of wages and salaries. In addition to this
fact, the public tries to meintain its former level of spend-
ing for as long as possible; in many instances, even to the
point of disaaving.lo In respect to interest (bank rates on
business loans), another lagger, banks are usually hesltant to
embark upon new policles until a falrly definite trend can be
observed.

The development of the preceding set of statistical indl-
cators is, indeed, a step in the right direction. £Even though
its ability to see coming changes in business activity la
l1imited, it can help in reducing the recognition lag. Moore
gives some indication of its usefulness in the following

quotation:

While the study has, we hope, contrlbuted something
to rendar guesses about the future course of business
less hazardous, we find little to justify more optimism
than Mitchell end Burns expressed. Our impression la
thet forecasts of revivels and recessions by means of
materials and approaches described in this paper will
be subjeet to ., + » difficultiss. . . . Nevertheless,
there 1a some ground for confidence that objective use
of these methods will at least reduce lag in recognizing
revivals or recessions that have already begun. If after
an expansion in a group of roughly coincldent serles
several begin to decline, careful study of recent be~-
havior of a group of leading series may yleld convincing
evidence that the decline is not cyclical and that a
recession 1s or is not underway. True, this is forecaste
ing of a sort. But it 1s forecasting with a highly
important element of confirmation, which works in two
directions. The behavior of the roughly coincident

10F0r g theoretical explanation of this ldea, see James

S. Duessgenberry, Income, Savings, and the Theory of Consumer
Behavior (New York, 1949).
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serles confirms or fails to confirm that of the leading

series, and vice versa. ©Some clue to the prospect that

the emerging expansion or contraction will be comparable

in magnitude to previous cyclical movements may be glven

to the extent to which it ls already diffused among the

processes belng examined.

The Administrative Lag

The second time lag suggested by Smith 1Is the adminis-
trative lag, i1.e., "the time that elapses betwesn the recog-
nition of a need for actlon and the taking of action."}2
Unlike the recognition lag, it does not have an identical
effect on monetary policy and on fiscal policy. Dbue to the
nature of the two bodles which administer each, there arises
a difference in the periocd of time needed to take actlon in
regard to inflationary or deflationary forces. In the case

of the administrative lag, monetary policy asnd flscal pollicy

must be consldered separately.

The Administretive Lag sand Monetary FPollocy

Monetary policy 1s usually regarded as belng less affected
by the edministrative lag. For the most part, this opinlon
results from the nature of the body which directs monetary
policy, i.8., the Federal Reserve System.

The Pederal Reserve waz set into motlon with passage of
the Federal Reserve Act on December 23, 1913, under the Wilson

Administration.

Ilyoore, Statistical Indicators, p. 77.
12

Smith, "Monstary Policy," p. 605.
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Its originsl purposes, a» expressed by its founders,
were to give the country an slastlic currency, to pro-
vide facilitlies for discounting commercial paper, and

to improve the supervision of banking. From the out-

set, there was recognition that these original purposes

were in fact integral parts of a broeder objective;
namely, to help counteract inflatlionary and deflationary
movements, and to share in creeting condltions favorable
to sustained high employment, stable values, growth of
the country, and a rising level of consumption.
With these goals in mind, the structure of the Federal Reserve
System will be observed and compared to the administration of
fiscal policy. A clearer picture will thus evolve of the
relative time required in the initietion of actlions by these
two agencies.

The two gpecific parts of the structure of the Federal
Reserve System at which study will be directed are the Doard
of Governors and the Open Market Committee. Others, such as
districting, service functions, and advisory boards, will be
omi tted.l4

The Board of Governors consists of seven mewbsrs appointed
by the President and confirmed by the Senate. Thelr tenure
of office is fourteen years. The terms of the members are

set up so that one expires every two yaara.l5 In addltion

Bpoard of Governors, The Federal Reserve Yystem: Pur-
poses and Functlon (Washington, 1954}, p. 1.

141¢ guch information is desired, sttentlion is directed
to the booklet, published by the Board of Governors, clted
in the preceding footnote.

1530ard of Governors, Federal Reserve System, p. 78.
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to the mechanical functions of directing the Federal Heserve
System, the Board has two major functions: (1) the asuthority
to change reserve requlrements within the limits specifled

by Congrees, and (2) the asuthority to approve, or dilsapprove,
the redlscount rates established by the twelve Federal Reserve
Banka.

The Open Market Committee is comprised of the seven mem=-
bers of the Board of Governors and five representatlves
elected by the Federal Reserve Banks, Its function 1s the
management of the System's portfollo of Government securities.
It has final suthority in such matters, and the Heserve Banks
are required by lew to pursue the open market operations

initiated by the Committee.l®

The effect of the administrative lag on the Board and on

the Commlttes.~~The Board of Governors davotes full time to

the duties prescribed by the Fedseral Reserve Act, thus being
ready to meske adjustments in pollocy as soon as the need to do
50 is recognized. Thls, combined with the autonomous nsature
of the Board of Governors, tends to minimlze the time lost
as a result of administrative procedure.

The Open Market Committee msets sbout every three wseks,
or ofteners This fect mlso reduces the amount of time lost
to administrative procedure, and thereby tends to lessen the

administrative lag.

181p14,, p. 80.
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To demonstrate the effects of the edministrative lag
on monetary policy, courses of action during the 1957-58
recession will be observed. Throughout the first two quarters
of 1957, most sectors of the economy were either expanding
or exhibiting a relative degree of stablility. In the latter
part of the thlrd quarter (September), signs began to come to
the surface which indicated a slackening in economic activity
for some parts of the economy. Stock-sales ratios were higher
in September than ln preceding years. Purchases of major
appliances such as refrigerators began to decline. By Cetober,
the first month of the fourth quarter, employment had decllned
to 52.5 million (seasonally adjusted). This was 300,000 below
the August laval.lv As this decline became more evident,
monetary authoritiee began to adjust the controls at their
disposal. On November 14, the Board of Governors approved
actions by four of the Federal Reserve Banks 1ln decreasing
the rediscount rate in their districts. Similar action by
the elght remsining Reserve Banks was approved by the Board
in the ensulng two weeks. This decrease in the rediscount
rate was followed by actions of the Upen Market Committee in
mid-liecembaer. The Committee at that time authorized the
purchase of Government securitles from the open market.

As the outlook for economic activity grew progressively

worse, the Board of Governore took further sction. In

1 nederal Reserve bulletin (Washington, November, 1957),
Po 1228,
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February, 1958, they lowered the reserve requirement. This
was followed by similar sction in April and Hay.

At this point, the effectliveness of the sctions taken
by the Board of Governors and by the Open Market Committes
will not be questioned. The foregoing description of their
actlions ls used only to demonstrate the minimum time necsessary
for the Board and the Committee to put thelr policlea into

action.

The Administrative Lag and Flscal Pollcy

Flscal policy 1s more affected by the administrative lag
than monetary policy. It does not have the advantage of
being adminlstered by one centrsl body, Rather, it is dls-
seminated through various channels of the administrative and
legislative branches of the Government. This fact alone
tends to suggest that flscsl policy will be mors susceptible
to the administrative lag, l.e., "the time that elapses ba-
tween the recognition of a need for action and the taking of

asction.”

The legislative process.~~Adding intensity to the effect

of the sdminlstratlve lag on flscal policy 1s the leglslative
process. Many of the measures intended to counteract cyeclical
pressure 1in the economy are subject to this process. They
musgt run the time-consuming gauntlet of disgension which

rises from the various factions present in Congress. An
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example of this difficulty 1s shown in the following illus-
tration, typifying the procedure through which a bill must go.

The bill under consideration iz H,R. 12060 or the Tem-
porary Unsmployment Compensation Act of 1958, The purpose
of the lew was to suthorize temporasry unewployment benefits
for individuals who had exhausted their unemployment lnsurance
and alsc to extend coverage to those who were employed in
noncoversd employment. It provided up to sixteen additlional
weeks of employment compensation to the sbove-mentioned
groups. The steps this b1ll underwent are more or less
typical of the legislative process.

The bill was first Introduced on Aprill 22, 1958. At
this time it was referred to the proper committee; in this
case, the Committee on Ways snd Means. In many instances
s bill 1s stopped at this point 1f the oppositlion hes enough
strength in the Commlttes to ksep it from coming before
Congress for a vote, In the case of the Temporary Unemploy=-
ment Act, this pitfall was avolded because the proponents
wers in the majority; and, to some degres, because of 1ts
noaipartisan nature. It was not, however, complstely free
from bipartisanship.

Gnce on the floor of the House the effects of partisan-
ship on the bill become more evident, Much of the resulting
debate, rether than being directed at the strengths and/or

weaknesges of the bill, was the result of party affilistlions.
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The followlng quotations reflect this element of partisan-
ship. Republican Representative Allen from Illinois volced
this opinion: "I was against school construction or Federal
Ald to education for the same remson that I am opposed to
this measure. I feel thet both are the responsibllity of
the several States."'® His Republican colleague Charles
Halleck (Indisna} took the following position in regerd to
H.E. 12065: ™after all, the ultimete solution to any problem
like this / a recession_/ that confronts us 1s not a dole,
but is & matter of real jobs for the people who sesk employ-
maﬂt."lg Pregenting the opposite side of the picturs is
Democratic Representative MoCormack:

Mr. Speaker, my mind goes back thirty years in
this body, back to the time when I was one of the
members of the Committee on Ways and Means who helped
freme the Hocial Security Act. My mind goes back to
the tlime when thet bill came up. Some of the same
members who apoke today in opposltion to the pending
bill, talking about & dole and scclalism, advanced the
same srgument then. They repressnt the forces of
gtatus quo; honest, but if our Government was ever in
thelr control, God help it,

It is the old battle of the forces of progressive
outlook agalnst those of atatus quo, the old battle
of service to the people in view of changed conditions.
I can remember the same forces opposing the mlinimum
wage bill, even elliminstion of the exploltatlion of
child labors. The faces mlight be different to some
extent, although some are stlll here. %They talked
about socialism then; they talked about s dole.20

lgCQngreasional Record, Vol. CIV, Part VI, 85th Congress,
2nd Session, p. 7746.

191p1a., p. 7749. 201big., p. 7751.
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Alsc adding to the delay in the pasasage of the Temporary
Unemployment Compensation Act was an attempt--and, it might
be added, a successful one--to amend the Act whereby tha
States particlipating in the program would be required to pay
back a portion of the money over an extended period of time.
Following this, the bill was ready for a {lnal vote, It was
passed 372 to 17, with forty members not voting.

Further tracing of the passage of H.R. 12065 will not
be pursued. The next step would be the forwarding cf the
Aot to the Senate. There, 1t probably encountered many of
the same difficulties as 1t dld in the House of Hspresenta-
tivea. If the Senate gives 1ts approval, the bill 1is then
sent on to the President. If the President gives his approvsal,
the bill then becomes law. This waa the case In regard to
the Temporery Unemployment Compensatlon Act of 1958. It
became Public Law 441 on June 4, 1958, However, six weeks
(April 22, 1958, to June 4, 1958) had passed since it waa
first introduced. This Interlude represents the limitation
which the administrative lag can, and does, place on fiscal
policy in respect to its effectlveness as a countercyclical
tool,

The administrative lag in respect to flscal policy and
in respect to monetary policy has been discusged at some
length. As has been demonstrated, the time lag between the

recognition of the need for actlon and the taking of actlon
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ls somewhat longsr for fiscal policy than for monetary
policy. The maln reason for this difference emanates from
the nature of the agencles which have the responsibility for
enacting the policies of each; specifically, monstary policy
as administered by the Federal Heserve System, and fiscal

policy as administered by the Congress and the Fresldent,

The Operational Lag

The third time leg suggested by Smith 1s the operational
lag, 1.e8., "the time elapsing between the taking of action
and the effective impact of that action on the economic
situatian.“zl Both monetary and fiscal policy sre vulnerable
to the operationel lag. 7Thls is true in varylng degrees for
each. The nature of the speclfic actlion has a considerable
amount of slgnificance if the effect of the operatlional lag
on 1t Is to be determined. For example, the effesct of the
operational lag on a government expenditure for public works
would be determined by the size of the expenditure and by
the method of its apportlomment. UGenerally speaking, this
would also hold true in respect to monetary poliecy. This
topic will be developed further as the analysis of the oper-

ational lasg ls undertaken.

2lgmith, "Monetary Pollcy," p. 605.
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The Impact of the Operational Lag on Monetary FPolicy

In determining the impact of the operatlional lag on
monetary policy, consideration must be given the manner in
which monetary policy affects economic activity. "Monetary
policy's first impact 1s on the asset structure and only
through this structure does it . . . affect the income stream, "2
This is to say that 1ts first effects come in the form of an
increase in loanable funds., This does not, however, guarantee
the usse of these funds in sn income and employment generating
capacity. In February of 1958, for example, the Board of
Governors decreamsed the reserve requirement. As a result of
this action, 500 million dollars were released from required
reserves and became loanable funds.®® Business loans for the
month of February were 30.4 billlion dollars.2% This was a
decrease of .2 billion dollars from the preceding month,29
This gives some indicatlon of the ineffectiveness of monetary
policy in stimulating investment. To try to determine the
affectiveness of the Federal Reserve during a period of
inflation, observation will be made of the actions of the

Open Market Committee during the first six months of 1957.

221pid,, p. 606.

23Annugi Report of the Board of Governors (Washington,
1958), p. 83.

2400uncil of Economic Advisers, Economic Indicators
(Washington, December, 19568), p. 27.

2%por further information along this line, see Table II
in the following chapter.
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Open market operations for the first six months of 1956
consisted of the reduction of the System's holdings in Govern-
ment sgecurities by about 1.8 billion dollars.26 Among other
things, this was done to limit credit expansion. During this
period of slix months, business loans lncreased from 30,3
billion dollars to 32.5 billion dollsrs, a total increase of
2.2 billion dollars,2?7 This tends to svuggest that monetary
policy also suffers from the operational lag when pursuing
a policy of credit restraint. Some indication has been galned
concerning the impact of the operetional lag on monetary
policy. Consideration will now be given tc the impact of

the operational lag on fiscal policy.

The Impasct of the Operational Lag on Fiscal Policy

"'he great advantage of fiscal policy is that it has
e direct and powerful impsct on the income stream."e8
Citatlon of the Temporary Unemployment Compensation Act of
1968, mentioned earlier in another connection, might help in
explaining the foregoing quoctation. Once the blill becams
law, it probably had an immediate effect on the Income of
the recipients of the additional compensation. The main fac~

tor retarding its effect would be the time necessary to set

26poard of Governors, Annual Report of the Board of
Governors (Washington, 1957}, p. 32.

275conomic Indicators (Washington, Jesnuary, 1958), p. 27.

283mith, "Monetary Poliey," p. 606.
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up the machinery whereby the funds could be dispersed,
Relatlvely speakling, this would be of short duration.

Another sltuation which might be concsived to illustrate
the impact of the operational lag on fiscal pollcy is one
where a tax reduction (increase) is used to counteract
deflationary (inflationary) pressures. Such tax manipulation
would have a direct impact on the income stresm. Of course,
this impact would depend a great deal on the size of the tax
reduction (increase).29

Prom the foregoing examination of the operational lag,
it appears that the monetary policy 1s more subject to the
restrictions imposed by the operational lag than 1g flscal
policy. Direct issue with this question will not be taken
at this time. MNore important at this juncture is the fact
that monetary and fiscal policy are affected by the operational
lag. This, In turn, suggests a limitation to their effective-
ness as countercycllical tools. This fact also furnishes a
broader perapective of the shift from the origlinal intent

of the Employment Act of 1946 to its current interpretation.

29%or further discussion of taxatlon as & countercycllcal
tool, see p. 63,



CHAPTER V

THE LIMITATIONS OF HMONETARY AND FISCAL POLICY
AS COUNTERCYCLICAL TOOLE

The significance of time lags for the effective imple~
mentation of monetary and filscal policy has been examined
in order to illustrate one important influence which has led
to the modification of the original intent of the Employment
Act of 1946, The factor of the time lag is, however, only
one of the forces which impair the effective utilization of
monetary and fiscael policy as deterrents to cyclical fluc-
tuations. It will be the purpose of this chapter to analyze

other weaknesses of these two tools.

The Tools of Monetary Policy
It was noted in Chapter IV that the Federal Reserve Sys-

tem is the chief administrator of monetary policy.l From

lplthough this is technically correct, the Federal in
many instances is handicapped by monetary influences not
within its control. Some of these are the volume of monetary
gold and silver stocks, the volume of Treasury currency, and
the volume of Treasury balsnces with the Federal Heserve
Benks. For further explanaetion, see Leland J. Pritcherd,
Money asnd Banking (Boston, 1958), pp. 138-140,

For further information along this line of thought, see
Donald A. Fergusson, "A Suggested Reorganlzation of Monetary
Policy,"® Journal of Business (January, 1951), pp. 25-42.
Fergusson reiterates the sugpeation, first given in the Hoover
Reports (1949), that "there be establlished a Natlional Monetary
and Credit Council of domestic financial agencles in connectlion

48
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this it follows that the tools used by the Federal Reserve
are the major means of monetary control. Only those of major
consequence to the sconomy in general wlill be examined.

The major controls of the Federal Reserve System are
changes in the reserve requilrements, the redlscount rate, and
open market operations. T1he reserve requirement and the
rediscount rate are administered by the Boaerd of (Governors.
The Open Market Committee has the responsibility of transact-

ing the System's open market operations.

The Redlascount Rate

The rediscount rate has been mentioned previously in an
examination of the time lag. The mechanics of the rediscount
rate operate in the following manner. If & member benk is in
need of additional reserves, it may apply to the Federal Re-
serve Bank of lts district. It scquires the needed funds by
rediscounting a customer's note at the current rediscount rate.
This rate 1s determined by and large by the prevalling busl-
ness conditions. If there are inflationary pressures evident,
the rate 1s usually raised to discourage borrowing which might

Intensify exlsting pressures. If there are recessionary

with the Treasury to advise on policles and coordination

of the operatlons of domestlc lending and Government financial
guarantees.” The purpose would be to better coordinate mone~
tary and fiscal pollicy., Agencies which would come under the
control would be the Reconstruction Finance Corporation, the
Bxport~-Import Bank, the Federal Deposit Insurance Corporastion,
and related agencles.
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tendencies evident, then it would be lowered to stimulate new
borrowing. In April of 1956, when inflationary forces were
becoming apparent, the rediscount rate was raised in all the
Reserve Eanka.z In November of 1957, when a recessionary
trend was becoming apperent the rediscount rate was lowered
in all the Reserve Banks.®

Generally speaking, the rediscount rate has not been
very successful in its influence on credit conditions. This
has been due to the reluctance of banks to use the facllitles
of the redilscount window exoept "in coping with emergency
banking develcpments."4 This reluctance has come about
because of two factors. The flrst is the member banks'
hesitancy in borrowing because of the "disposition of deposi-
tors, especlally business and financial deposltors, to be
eritical of borrowing on the part of individual banks. "0
The second is that

it is a well-established prudence for member bank

operations that, under normal condlitions borrowlng from

the Federal Reserve Banks should be to replenish re-

serves when, in meeting temporary banking needs, they
have fallen below current legel requirements.®

EBoard of Governors, Annual Report (Washington, 1958),
P 48,

SIbla. (1957), p. 68.

ona———

4poard of Governors, Federal Reserve System, p. 54.

5Iptd., p. 35.

61014,
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These two factors have exerted conslderable influence in
lessening the effectiveness of the rediscount rate as a tool
to meet the needs of current credit conditions.

Because of thils reluctance, the redlscount rate now
serves the purpose of ennouncing the policy which the Open
Market Commlttee is planning to pursuﬁ,v l.6., an increase
in the rediscount rate usually indicates a "tight money"
pelicy, while & decreasse in the rediscount rate usually
indicates an "easy money" policy. To illustrate this, ref-
erence is made to the reduction of the rediscount rate in
November of 1957. Shortly thereafter, the Open Market Come

mittes stepped up thelr purchases of Government sacurities.s

73ee Warren L. Smith, "The Discount Rate as a Credit-
control Weapon," Journal of Political Economy (April, 1958),
ppe 171-177. 1In this article Smith argues that discretionary
changes in the rediscount rate should be abolished. This
view is based on the fact that the rediscount rate has not
been very effective in controlling credit. And, not only
has it been Ineffective, but 1t also has provided an escape
hatch whereby member banks can temporarily lessen the effect
of other monetary pressures., "Discretionary discount-rate
changes have ambiguous and unpredictable effects and, as &
result, are likely to do more harm than good." Smith recom-
mends that the redliscount rate be set at one percentage
point (or more) sbove the current Treasury Bill rate. The
rediscount rate would then be allowed to fluctuate in unison
with the Treasury Bill rate, maintaining, of course, the
percentage dlfferential.

It has been suggested by some that rediscount operastions
should be done away with completely. See Milton Friedmen,
"A Monetary and Fiscal Framework for Beonomic Stability,®
American Economic Review (June, 1948), p. 247.

8Board of Governors, Annual Report (Washington, 1957),
Pe 60
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The Eoserve Reguirement

A second major control at the disposal of the Federal
Regerve System 1ls the reserve requlrement. By changes ln
the reserve requirement the Board of Governocrs 1ls able to
Iinfluence the liquidity poslition of the mewmber banks. In
doing so they affect the amount c¢f money available for
lending or Investment. Technically, the only limitation to
the use of changes in the reserve requlrement iIs that imposed
by Congress. It conslsts of the sstablishment of a specific
range of rates within which the Hoard must confine 1ts activie
ties In decrsasing or increasing the reserve requirement.
However, because frequent changes in th® reserve requirement
have a destabiligzing effect on the credit market, it has not
been used extensively. It ls "usually employed only when
large~scale changes in the country's avallable bank reserves
are desired."®

To demcnstrate the ugs of the reassrve requiremsnt, and
to examine 1ts ilmpect on credit conditions, attention is
directed to the months of February, March, and April, 1988,
During easch of the thres months, the reserve requlrement
was reduced by 1/2 per cent. This released from required
reserves approximately 1.5 blllion dellars. In turn, this
1.5 blllion dollars became available for the member banks

to loan and/or to invest. In order tc Getermine what was

gﬁoard of Governors, Federal Reserve System, p. 52.
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the effect of the new funds on investment, the amount of
business 1oanslo created during the period will be examlned.

During the three-month periocd under consideration there
was a net decrease of .6 billion dollsrs 1n the level of
business loans. Table I shows this decrease and also takes
into account the possgiblility of a seasonal fluctuation.

In 1956 the level of business loans showed an increase
from Februasry to March, and then remalned stable for the
months of March, April, and May. In June the level increased
by one billion dollars. In 1957 an increase in busineas losns
from February to March was also in evidence. However, during
the next three months there was & moderate declines Once
again, the June level increased. For 1857 this increasse was
1.4 billion dollars. In 1958 the incresse in business loana
from February to March occurred once more. In this instance
the increasse was .6 billion dollars, as compared to l.5
billion dollars in 1956 and .2 blllion dollars in 19567. As
was the case in 1957, the level of business loans in 1968
declined from March to May and sxhiblted an increase in June,

Emanating from the foregolng comperison 1ls an indication
that a seasonal factor does enter the plcture. In each of
the three years the level of business loans moved, more or

less, in the same direction. The intenslty of the decline

10rncluded in the category of business loans are com-
mercial, industrial, end sgricultural loans. Such loans by
weskly reporting banks, member banks, represent approximetely
70 per cent of mull business lcoans by commercliel banks.



54

‘uoqfuussp) SJL018OTPUT OTWOUOOY ‘SJISEBTAPY OJWOUCOH JO TTOUNCH

+22 +d ‘(gga1 ‘uo3Burussy) puw ‘42 *d ‘(L4961 ‘Jequency

1904N0G

-ogBag0ep Moys geseyjuessd ul sednBTis

8°0 02 1 g°3e 0*1 g8*ed sung
(%°0) €°63 (270} 1°1¢ 00 8* L3 Lay
(8°0) g°o0g #(1°0) evie 0°0 8° L3 Trady
8°0 orige 1°1 AR g*1 8*La Yo I8H
LR ﬁiom - m.om - w w.wm h-HQMw&HAN@—._N
yauoy Yjuoy YIUOH
Buipeosad BUBOT Fuipeoveayd suBory Buipeose.ag suwvo]
WOJIT sgeusng wWoLJ gsgoulsng WoJII gseulIsng
gfusyn 36N eBusyn 108 e3usyn 1N yjuol

8861

4961

93861

(8IBTIOP JO SUOTTTTW UT)

. . 8981 J40 TNNP ONY ‘XVH
ITHAY ‘HOMYE SAMYNHGY S J0 SHINOK SHI MOJ SNYOT SSENISNH J0 NOSIHVINOD

I §14YL



55

in 1958 also serves to show the limitatlons of the reserve
requirement in stimulating new 1nvaatment.11 This decline
not only appears to indicate a seasonal fluctuation, but also
reflects the faltering business conditlions prevailing in the
1967-58 recesslon.

The foregoing analysis has not been Intended to imply
the monstary poliey, vie changes In the reserve requlrement,
is completely inadequate in combating cyclical fluctuatlons.
Perhaps, had the monstary authorities not taken action, the
decline would have been & great deal more severe. However,
the limitations of this tool in promoting economic stabllity

should be given careful consideration.

Qpen Market Cperatlon

The monetary tool used most frequently ln combating
cyclical fluctuations is open market operations. This 1s
the most effective tool at the System's disposal for con-
trolling credit conditlions. The purpose of the operations
is to increase, or decrease, credlt avallabllity in response
to prevailing economic conditions and, In this way, counter-
act dangerous forces present Iin the economy.

Before further examination is made concernling open market
operations and the effect thereof on the stimulation or cur-

talilment of investment, & brief digression in respect to the

117t was during this period that the Bosrd of Governors
hed reduced the reserve requirement and made 1.5 billion
dollars available for loans or investments.
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relationship between ths rate of interest and investment
will be injected.

The main sssumption underlying the action of the Federal
Reserve System in incressing the quantity of money during a
period of recession or depression is that in doling so it
leads to an incremse in excess reserves and thus mekes posalble
new lending, which may be at a lower rate of interest. The
affectiveness of an increase iIn the quantity of money depends
on how much the rate of interest falls in response to an in-
crease in the money supply, and how responsive lnvestment ls
to a fall in the rate of 1ntereat.lg In the first case, 1t
is somewhat doubtful thet an increase in the money supply
will necessarily bring about a decremse Iin the rate of inter-
est. In a time of severe depression 1t ls llkely that an
increasse in the quantlty of money would, due to the liquidity
prefersnce of the public, be absorbed for purposes other than
investment (e.g., the public might hold the newly acquired as
idle bmlances due to characteristic pessimism present during
a depression), thereby preventing a decresse in the rate of

interest,15

12pudley Dillard, The Economics of John Maynard Xeynes
(New York, 1948), p. 178,

133ge William J. Fellner, Monetary Policy and Full

Employment (Los Angeles, 1946) for a theoretical explanation
of the above idea.
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In the second cuse, sericus doubts arise in respect to
the regponsiveness of investment to & fall 1n the rate of
interest.

& number of studlies have shown that businessmen
do not take interest rates into account in their in-
vestment decisions. Rather, factors such seg the level
of unused plant cepacity, the growth of merkets, the
cost and availabillty of labor, new technicues cof
production, and_the avallebllity of funds seem to play
a greater role,

Since the effectiveness cf &n increase in the quantlty
of money is limited, other than in crestlng new loanable
funds, by the two fectors sxaminsd above, the coperations of
the Open lMerket Committee may be severely handicepped in
generating new investment.

To 1llustrate the effectiveness (ineffectiveness) of
open market operstions as a tool to counteract cyclical
fluctuationa, the reader's attenticn will once agein be
directed to the perilcd of the 1857-58 recesslon.

In 2 meeting of the Open Market Committee In October,
1857, the Committee took 1is first action In view of the
impending decrease in buslness activity.15 At this meeting,

however, llttle more was asccomplished than recognition of

the fact that the economy might be heading for a ﬁownturn,16

14

81¢ might be noted in pessing that indications of this

decline In economic activity had become apparent in the pre-
ced ing month.

16
Pe 4.

Siegel, Agzregate Hconomics, p. 198,

Board of Jovernors, Annual Report (Washington, 1957),




68

and that the Committes should not add additional restraint to
the money supply. In subsequent meetings held during November
end early December, the Commlittee began to take a more asctive
role in trying to arrest the decline. On December 17, committee
members mede thelr first definite policy statement. In thils
meeting they decided that their transactions "were to be with

a view, smong other things, to cushloning adjustments and miti-
gating recessionary tendencies in the acanamy.“l?

Luring this perlod from October to December the Committee
hed been graduslly purchasling Government securities in the
open market to the amount of one billion dollars. As e result
of these purchases an almost equal amount of new loanable
funds was pleced at the disposal of the member banks. To
measure the effectivensess of this action, the level of busi-
ness loans made by weekly reportling member banks durlng this
period will serve es & yardstlck.

Business loans showed s net increase of four billion
dollers during the last quarter of 1957.18 The extent of
this increase resulting from the operations of the Open Mar-
ket Commlttee is difficult to determine. This is due in

large part to the seasonal fluctuations characteristic of

the last part of the year (especially Decembsr). Perhaps

Y 1v1d., p. 60.

IBCnuncil of Beonomlc Advigers, Zconomic Indicators
(Washington, 1958), p. 27.
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a large portion of the increcase was due to the seasonal
factor, for in January business loans decreased by 1.6
billion dollers (from 32.2 to 30.6).19 At the same tine
excess reserves of the member banks remained at the December
level of .6 billion dollara,ac thus tending to imply the
effect of & seasonal fluctuatlon. Further evidence indicating
the influence of & seasonal fluctuation mlight be gained from
Table I1.

it can be seen that in each of the three years included
in Table II there has been an increase in business loans for
the month of December. In 1965 it wes .7 billion dollers,
and in 1956 it was .9 billion dollars. In January of 1956
and 1957 there was a decrease of .5 billion dollars and 1
billion dollars, respectively. This fact appesrs to indicate
a seasonal fluctuation. If this be the case, then & portion
of the increaese in December of 19858 is also & result of this
influence. This, in turn, seems to indicate that the oper-
ations of the OUpen HMarket Committee were not too effective in

stimulating new investment.

191p14.
201p44.
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Examination has been made Iin some detall of the effect
of open market operations on the stimulation of investment
during & period of recessiocn. The analysis will now proceed to
include open market operations during an inflationsry periocd.

There are several factors which impose limitations on the
effectiveness of open market operation in depressing inflationary
forces., Some of these are (1) the effects of monetary policy
on the supply of loesnable funds, (2) the rationing of credit
by commercial banks, (&) the effects of difficultles in market~
ing new issues of securities, and (4) the effect of financial
intermediaries, 2l

The first refers to the ablility of commerclsl banks and
other large financlal instltutions to avold the restralnt
placed on thelr lending abllity by high interest rates, if
their portfolio contains & large amount of short~term United
States government securities. 7The second factor (credit
rationing) concerns the practice of commerclal banks' ration-
ing credit in order to avold restraints imposed by open market
operations. "Commerciel banks want to meet the credit demands
of their customers and are under pressure to do 50."2%  Tne
third escape hstch suggested by Smith is the supposed 4iffi-

culty of marketing new lssues of securities when interest

2lpor a detailed explanation of these factors, see
W. L. Smith, "On the Effectiveness of Monetary Pollcy,"
Amer ican Hcoconomlc Review (Septembsr, 1958), pp. 588-806.

zszidn, P 594.
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rates are high. There is some validity to this supposition,
but as Smith points out, the difficulty does not come as a
result of a high interest rate, but rather as a result of
rapldly rising interest rates. Once the Iinterest rate has
become stable, it is possible that the issuance of new securi-
ties would be resumed.2® The fourth factor which places a
limitation on the effectiveness of open market operations in
curtalling inflation 1ls the effect of financlal intermediaries
(e.g., insurance companies, savings and loan assocliatlions, and
mutual savings banks)., Such financlal institutions may be
able to hinder considerably the attempts of the Open Market
Committes to restrain lending. The combined effect of these
four factors may place a serious handicap on open market
operations in restraining inflationary pressure.

The influence of several forces at both extremes of the
business cycle agaln erphaslzes the limitations of open
market operations as a countercyclical tool. This fact,
coupled with limltations mentioned earlier in respect to the
effectiveness of the rediscount rate and changes in reserve
requirements, raised serious questions concerning the abllity
of monstary polley in the role of a countercyclical tool,.
This, in turn, demonstrates one of the forces influencing
the shift from the origlinal intent of the Employment Act of
1946,

237p1d., p. 597.
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The Tools of Fiscal Pollcy
The term fiscael policy refers to those actlons of the

Federal Government aimed at supplsmenting and adding to
general economic stability. The tools of fiscal pollicy are
taxation, expenditures, and related measures (debt menage-
ment, appropriation, and government funds). ZHach of these
represents & method by which the Federal Government attempts
to fulfill those duties imposed upon it by the pessage of the
Employment Act of 1956. Each of the tools encounters dlffi-

culties and barriers in an attempt to realize those end&.84

Taxation as & Tool for EKconomic Stability

Tax policy offers an effective means of combsting cyclical
fluctuationa~~1f its use ls permitted. During a period of
inflationary pressures the Federal Government could raise
taxes, thereby causing iuvmediate wlthdrawal of money from
circulation and, in turn, diminishing consumer and investment
spending. If the economy 1s experiencing deflationary pres-
sures, taxes could be lowersd to aupply consumers with additional
income and purchasing power. It 1ls difficult to determine how
much of this additional lncome would be usgd for consumptlion
purposes. However, due to the pressures exerted on the con-
sumer during a perlod of depression or recesslon, and the

consumer's {(the public) desire to maintaln his present

240ne of these difficulties, the administrative lag, has
been discussed previously. See pp. 40-44,
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standard of living, a justifiable hypothesis may be offered
that, indeed, & large portion of the additilonel income
received by the consumer as a result of the tax reductlion
would be used for consumption purposes.?s

In the beglnning of the current discussion it was stated
that tax pollecy of the Federal (overnment could have an
important effect on economic stablility if lts use 1ls per-
mitted. Currently, an increasse or & reduction in the tax
rate must go through the channels of congressional approval
befors 1t csn be enacted. Thls imposes a serious limitation
on such sction because of the time needed to secure ratifi-
cation. Much of this is due to the political element involved,
i.8., the possible repercussions which might occur from an
increase or & decrease in the tax rate. Polliticlans are
somewhat reluctant to pass leglslation which (as is the case
with tax policy) has & great deal of emotlonal appeal. The
passage of such legislation can have a signlificant bearing on
whether or not they will be re-slected to office. A great

deal of discussicn has taken place in regasrd to taxation
as a countercyclical tool. However, due to political con-

siderations there has been little action.ge

25366 James Dues senberry, lIncome, Savings, and the
Theory of Consumer Behavior (Cambridge, 1949).

260ne of the strongeat proponents of tax policy (as a
stabilizing tool) is Senator Paul Douglas. He has repeatedly
proposed such measures, but to no avall., Hvidence of the
inaction in regard to tax policy may be found in almost any
issue of the Hearing before the Joint Economic Committee or
in the Joint Hconomic Heport.
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Although the aforementloned fector has limited the use
of taxation as a means of promoting economic stability, it
does not necessarlly negate its potentiel. A4n alternative
presents itself which would probably edd considerable potency
to taxatlon as a countercyclical tool~-~if asccepted. This
alternative 1a the granting of dlscretlionary controls to the
Pregident in order that he meay change the tax rate within the
limits of a specified range if economic conditions warrant
such action. Such a policy was, in fact, recommended recently
by the Commission on Money and Creait.2?

The Commission proposed that "Congreass should grant to
the President limited conditlonal power to make temporary
countercyclical adjustments in the first bracket rate of the
personal income tax.1<8 Accompenying this proposal was the
stipulation that in passing such leglslation Congress should
impose certain gualifications and safeguards "upon the Presi-
dent's actions."2® Included in this category would be the
specifications limiting the extent of the sdjustment (the
Commission suggested a range of up to a 5 per cent increase

or decrease from the existing 20 per cent level) and the

27an independent resesrch and policy group supported by
grants from the Ford Foundetion, the Merrlll Foundation, and
the Committee for Economlc Development.

280 ommission on Money end Credit, "Money and Credit™
(a summary) (Washington, 1961}, p. B.

291p14.
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duration of the adjustment.®0 Whether or not Congress will

be receptive to this suggestion is rather difficult to deter=-
mine. Malnly so, because 1t involves releasing one of the
prerogatives which has traditionally belonged to the leglis~-
lative branch of government, Perhaps if the need became
acute, this prerogative would be shifted to the administrative
branchs Bxeluding such an occurrence, 1t 1s more or less a
speculation whether or nct Congress would pess the leglislatlon
suggested by ths Commission on Money and Credit.

Before passing on to the discussion of Federal Govern-
ment expendltures as a countercyclicel tool, one additional
comment might be made in regard to taxation. Because of the
nature of expenditure programs, it is sometimes difficult
(for reasons to be discussed latarsl) for them to cease theilr
operatlions during a periocd of inflation. Because of this,
the burden of curteiling inflation through the use of fiscal
policy falls heaviest on taxationg esnd unless legislation
simlilar to that suggested by the Commission on Money and
Credit 1s enacted, the effectiveness of fiscal policy in

restraining inflationary pressures will be seriously limited.

Expendltures as a8 Tool for Economic Stabllity

Another tool of fiscal policy for combating cyclical

fluctuations is the expenditures of the Federal Government.

S071p14.

5133 8 PP T4-75,
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Certainly, expendlitures can play a vital role in maintaining
economic stabllity. There are, however, certain limitetions
which exist and which dull the effectiveness of such expendi=-
tures. Because of the difficulties of tracing ths effects
of Government sesxpenditures, the discussion will have to be
more or less gensral in scope.
Many types of expenditures are available; however, all
do not meet the qualiflcations for belng considered short-run,
countercyclical tools. An example of these would be expendi-
tures on health, education, etc. At this point thsy will
only be mentioned. In the next chapter, which ls concerned
with the modiflcation of interpretation of the Employment Act
of 1946 because of the limitations of monstary end fiscal
policy, such expenditures wilill be discussed in greater detsil.
Recognition has been glven the limlitation of fiscal
policy in regerd to restrelnlng inflationary pressures. In
the case of expenditures during a period of recession or
depression, more reliabillity can be placed on their effective~-
ness to stimulate income and employment. BEven here, however,
thers is a barrler to the effectiveness of Federal expesndi-
tures. This barrier ls in relation to the operationsl lag
mentioned easrller, l.e., the length of time which exists
between the initiation of some expenditure and the impasct of
this expenditure on income, etc. Perhaps, the time needed

for an expenditure to exert a stimulating effect 1s such
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that it might occur after tihe period of receasion had
lessened, and thereby have an unstablilizlng effect on the
sconomy. The Commission on Money snd Credlt, mentloned
earlier in respect to tax policy, made the followlng recom-
mendations in regard to fiscal policy via public expendltures:

1. There should be more adequate planning for post-
ponable projects; sultable expenditure programs
should be enacted for s number of years so as to
permit greater executive flexibility and timing.

2, PFor countercyclical expenditures, projects and
programs should be initiated or expanded only 1f
these expenditures are essential and useful and if
the length of the project as well as its time
pattern are sppropriaste. To combat a recession
a high ratio of spending in the early period rela-
tive to subsequent periods would be favorable.

3. Changes in plenning and budgeting techniques would

" also help to maske expendlture policy more flexible.

The possibility of advanced appropriations for

public works programs should be considered.92
If the preceding proposals could be sdopted and applled to
Federal Uovernment expenditures, flscal policy as a counter-
cyclical tool would be strengthened conslderably. However,
in the absence of careful and thoughtful plamning it is un-
lilely that public sexpenditures will be able to furnish the
ingredients necessary to achieve economic stability.

Monetary and fiscal policy have been examined at some

length in regard to theilr effectiveness as countercycllical

tools. The separate discussion was not intended to imply

S2Commission on Money and Credit, "Money and Credit,"
Pe 8.
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that these two tools for economlc stabllity are independent
of one another. It is highly doubtful that monetary policy
could sufficiently create a healthy conditlion in the economy
without the support of flscal policy, or vice versa.>° What
is necessary ls the integration of monetary pollcy and fiscal
policy so as to achieve additlonal means for combating cyclicsal
fluctuations. And, even through the use of these two in a
complimentary fashion, the attainment of economic stabillity
is by no means assured. Thls lack of assurance, in turn,
indicates one of the main reasons for the shift from the
original intent of the Employment Act of 1846 to current

interpretation.

338@9 James Tobin, "Ligquidity Preference and Monetary
Policy," Review of HEconomic Statistics (May, 1947), pp. 124~
131,




CHAFPTER VI
THE CURRENT INTERPRETATION OF THE BMPLOYMENT ACT OF 1946

In Chapter I it was established that the Employment Act
of 1946 was originally Intended to serve as a countercyclical
device. It was noted in passing that this is no longer the
chief purpose of the Act. The ldea was sdvanced that the Act
is now interpreted to be & tool for the correction of those
structural weaknesses which exist in the sconomy (e.g.,
netional security, income equality, elimination of wmonopoly,
better conservation of our natural resources, tax equlty,
and various related measures). Attention was then directed
to the major forces perpetuating the supposed shift in inter-
pretation of the Act. For purpvses of re-emphasis, a brief
outline of these forces follows:

1. The effect of the dlsparity of poliﬁicaluthqught
which exists betwsen the Republican ?ért&héﬁd)tha
Democratic Party.

2« The effect of the time lag on the effectivensss of
monetary and flscal pollcy as countercyclical tools.

S« The effect of other limltations on the effective-
ness of monetary and fiscal policy ss countercyclical

tocls.

70
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The purpose of thls chapter is to demonstrate that
these three forces have, indeed, caused a vacillation from
the original intent of the Act. To accomplish this end, the
policy proposals contained within the Economlc Report of the
Proslident and the Joint Economic Report for the years 1955
through 1969 will be analyzed. This analysis will be based
on whether or not the polley proposals are countercyeclical

in nature,

The Bconomic Report of the President

Because of the multiplicity of proposals contained within
the reports of the President for the years 1055 through 1959,
all of them cennot be examined.r Those proposals which will
be examined have been chosen because they seem to glve the
clearest perspective of the current interpretation of the
Employment Act. It should be noted that all the policiss
proposed durlng the flve-year period under study have not
been dlrected solely toward correcting structursl weaknesses.
These, however, are relatively few in number, thus dlstract-
ing little from our thesls concerning the current interpre-
tation of the Act.

Tne ensulng summary cof proposals was developed to
demongtrate the nature of the policies now Leing suggested

by the President. They are taken directly from Appendix B,

lsee Appendix B for a complete list of these proposals.
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which is a verbatim llsting of all the poliey proposals of

the five-year periocd under study. This summary tends to

support the thesis that the Employment Act 18 now belng used

to rectify structurel wesknesses which exlst in the economy.

1.

2

Provisions for the aged: (a) extend coverage of

the PFederal 0ld-&ge and Survivors Insurance on perm=
anent and full contributery basls to Federasl personnel;
(b) give prefsrence to older persons and thelr
immediate familles in admission to public housing
projects; and (c) asuthorize mortgage insurance on
favorable terms for housing built for occupancy in
whole or in part by older persons buying a home

under a Federally insured mortgage.

Provisions for agriculture:s (a) eliminate screage
allotments for corn and provide dlscretionary
suthority to incrsase allotments for other crops;

(b) enlarge the Commodity Credit Corporation Advisory
Board and assign it the role of sdvising the Secre-
tary of Agriculture Iin the exercise of the wider
discretionary authority requested earlier; and (c)
take steps to speed surplus dlsposal, broaden outlets
for farm products, reduce farm production costs;
improve farm credit faclilities, and expand agri:
cultural research.

Provisions for the contlnuance of small business:

(a) extend the Small Business Administration beyond
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June 30, 19567; (b) give early conslderation to those
recommendations of the Cabinet Committee on Small
Business for tex rellef that would invelve only a
minimum loss of revenue; and (c) amend the tax laws
to extend accelerated depreciation formulas te pur-
chases of used property up to $50,000 in any cne
year, to permlt closely held corporations the optlion
of electing the tax statutes of partnerships, to
grant taxpeyers the option of paying eastate taxes
over a period of up to ten years where estates con=-
sist largely of investments in the stock of small
companies to be treated as ordinary loss deductions
rather than capital loss deductions,

Provisions for the slimination of monopoly: (a)
requirs advanced notice to the antitrust agencles of
proposed mergers by all flrms of significant sige
engaging in interstete commerce; (b) make expllcit
the application of the Clayton Act to business
mergers in which either party ls engaged In inter-
state commerce; (c¢) make Federal Irade Commisslon
cease-and~-desist orders under the Clayton Act finsl,
unless sppealed to the courts; and (&) authorize

the Federal Trade Commlsslon to seek preliminary

injunctions where violation may be likely.
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B. Provisions for health, education, and welfare:

(a) sxpand the Area Development Progrem of the
Lepartment of Commerce, whilch is designed to help
depressed communities; (b) increase the Federal
minimum wage to ninety cents an hour, consider
extending the coverage of a minimum age to substantlial
number of workers now excluded (Congressional and
State Kesponsibllity); (c¢) extend Federal funds for
fellowships, research, teacher treining, and related
sctivities; (d) taks early steps to relieve the
classroom shortage that now exists in our achools
(Congressional and State Responsibllity); and (3)
extend the Hospital and Medical Facilities Survey
and Construction Program for an additional two
years, amd provide Federal insursnce of mortgage
loans for the construction or improvement of private
health facillties.

To substantiate that the foregolng proposals are indeed
not countercyclical in nature, one sample has been selected
from each of the five categories and will be examlned in
soms detall.

The policy proposal chogen for analysis which extends
aid to the aged was submitted In the Presldent's Hconomic
Report for 1966, The President rescommended the following

policy:
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The National Housing Act should be amended to
authorlze under especielly favorable mortgage terma

for apartment projects bullt by nonprofit organi-

zationg for elderly persons. Favorable mortgage

insursnce terms should alsc be accorded for other
multiunit rental projects deslgned for at least

partial occupancy by elderly persons. Finally,

provision should be mede to permit third parties,

which could be sither orgenizetions or Individuals, to

guarantes monthly interest and amortization payments

in behalf of older persons buying & home under a Fed-

srally insured mortgage.

Assuming housing for the aged 1s & preasing problem, then it
probably should be dealt with as quickly as clrcumstance
permits. 3uch sction might be used to supplement other anti-
recession stimuli. However, 1t is ludiecrous to believe that
such a policy would, toc a substential degree, be directed at
& large senough portion of the economy to facilitate any wide-
spread recovery. For it is highly doubtful in the time of
economic recession or depression that the program suggested
by the Presildent would stimulate construction to ths extent
needed to induce recovery.

Another lmpediment limiting the program of housing for
the elderly as a countercyclical tool is the fact that it
would be politically impossible to shut such a program off
as an antli-inflationary measure. Becsuse of the social
nature of this program, it cannot bs expected to fulfill the

role of a countercyclical tool.

2Economic Report of the President (@Washington, 1956),
Pe 69,
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The second category in the list of proposals from the
Preslident's Economic Report contslned policies for the agri-
cultural sector of the sconomy. In 1957 the President pro=-
posed that steps should be taken "to speed surplus disposals,
broaden outlets for farm products, reduce farm production,
improve credlt facilities, end expand asgricultural research."d
This propossal leaves something to bs desired as a counter-~
cyclical tool, It could neither affect & largs enough portion
of the economy to offset recessionary pressure, nor could it
be withdrawn--due to political considerations~«~to curtail
infletionary pressures.

In 1968 Presidant Elsenhower recommended

that Congress extend accelerated depreclation formulas

to purchases of used property up to $50,000 in any one

year; grant closely held corporations the option to

elect the tax status of partnerships; grant taxpayers

the optlon of paying estate taxes over periods of up

to ten years where an estate consists largely of in-

vestments in closely held businesses; and to allow lossges

on orlginal investments in the stock of small companles
to be treated as ordinarz loss reductions rather than
capital loss deductions.
This policy is designed to ald small buslness. Perhaps this
tax rellef could, through its stimulation of Investment in
smell businesses, be an antirscessionary tool (in a supple-
mentary role). Once again, the major factor limiting its

effectiveness as a countercyclical tool is its substantive

®Ip1d., p. 59.

re————

41b1d. (1958), p. 63.
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naturse. It would be politically inexpedient to cease aid to
small business as a means for combating inflationary prsssures.
Samples from three of the categories in the summary of
the proposals of the President's Hconcmic Report, for the
years 1965 through 1859, have been examined In some detaill,
It has been demonstrated that these pollicy proposals leave
something to be desired as countercyclical tools. The fourth
and fifth categorles of the summary share this common bond of
ineffectiveness. The inabllity c¢f these policy propozals to
offset recessionary pressure varles with the specific policy.
The poliey proposal concerning housing for the slderly,
relatively speaking, would e more effective than the agri-
cultural policy. 7The one severely limiting factor to the
use of the programs, emanating from the pollcy proposals
ag countercyclical tools, is the fact that all are szocial
measures, substantive in nature, thus making it politlcally

inexpedlent to use them to counteract inflatlonary pressures.

The Jolnt Economic Report
The shift in the Interpretation of the Employment Act
of 1946 can alsoc be seen in the policy proposals submitted
by the Joint Heconomic Committes. The followlng list exempli-
fles some of the proposals which they have suggested:
1. The natlon has the economic capacity to meet our

national security requirements. With the advent
of thermonuclear energy and the intercontinental
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bombers and missiles, military and technologlcal
developments to improve our defenses must be
glven every posslbls support.

2, Ve should continually strive to improve the dig=-
tribution of tax burden in the intersst of economic
stability and growth end rising standards of living.5

5. We are very concerned with distressed conditions
which persist in certeln aresas and regions, even in
an expanding economy. Ve belleve that action is
required now and that much can be done, through
public works, to sssist these communlities. The
Federal Government should recognize its responsi-
bility to those areas and industries by promoting
research to discover new products and new processes.
Consideration should be given to the possibility
of modlfying the employment compensation programs
to mest the speclial problems to retralning end
read justment facing these arsas. Loans, technical
agslstance, and, as the President recommends, an
expanded ares development program should bs pro-
vided these areas to_help them adapt to changed
economic conditions.

4. Construction of schools, highways, and hospitals, as
the President observes, must move forward more rapidly
durlng the Immedlate years shead. The evidence
submitted to our Subcommitiee on Hoonomic Stabilie-
zation during its study on automation clearly
pointed out the need and documented the necessity
for lmproved sducational facilitles and improved
teaching.8

5. In the Interests of fostering free competitive enter-
prlae and preserving and Increasing opportunities
for small independent business, we espscially recom-
mend as a minimum program the Preslident's recommen-
dation for the strengthening of Federal Antli-trust
policy.g

5&enata, Report of the Jolnt Hcenomic Committee on the
Economle Report of the President (Washington, L95G), Pe Le

81p1d., p. 2. 7Ibid., p. .

Bibld. (1658), p. 4. 9;§;g., Pe O



79

The first policy proposal, directed at National Securlty,
ls an important consideration in the light of the prevailing
world situation., Due recognition should be given the need
arilsing here. An increase in defense spending could have
a favorable effect on employment and purchasing powsr, How-
sver, it is nalve to belleve that 1t could be used as a counter-
cyclical tool, Defense spending could not be stepped up during
8 perlod of recession unless there was an sctual need for it.
It can certalinly not be diminished or curtalled as a means
for depressing inflationsry pressures,

The addltional four policy proposals are similar to those
which have been discussed in reapect to the policy proposals
contained within the Hconomlc Report of the President. Fure
ther elucidation would involve needless repetition. However,
by way of re-emphasis, consideration will be gilven them. In
time of recession they mlight be used to supplement other pro-
grams, thus helping to speed recovery. The policy proposals
are not, however, countercycllical tools. They arse social
measures and, therefore, cannot be stopped merely to lessen
inflationary pressures which are in existence., This limitation
brings the present exemination to the polunt whers some general
remark can be made In regard to material contained in this
chapter.

All of the pollicy proposals discussed in this chapter

have besn almed at correcting structural weaknesses which are
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in existence, l.e., they have been directed at such arsas

as natlional security, elimination of monopoly, help for the
aged, and relsted ltems. The most significant quallty held

in common 18 their inebillity to serve as countercyclical tools,
for the policy proposals are soclasl measures which have & sube
stantive nature. Issue will not be tsken with their reliability
as such, but 1t is extremely important that these policiss are
recognized as such, for they cennot be turned on and/or turned
off to counteract cyclical fluctuatlons. By thelr intrinsic
nature they are not countercyclical tools. The lmplicatlons
which arise from this fact will be dlscussed in the next

chapter.



CHAPTER VII
CONCLUSION ARD IMPLICATIONS

In Chapter I it was demonstrated and established thet
the BEmployment Act of 1946 was originelly Intended to be a
countereyclical tools, In the succeeding chapters 1t was
demonstrated that this Act is no longer used in this manner.
Rather, there has been & modification in the interpretation
of the Act. The current interpretation of the Act 1s that
by the correction and removal of structural weaknesses which
exist in the economy, eccnomic stability in the long run
might be attained. That the policy proposals emanating from
the Employment Act are of this nature wss shown in the pre-
caeding chapter.

There heve been three major forces which have contributed
to the shift in thinking In respect to the Employment Act.
The first was the disparity of politicel thought which exlsts
betwesn the Republican and Democratic parties. Its effect
in regard to the Act has been to create & barrier between
the two partles in respect te the use of monetary and fiscal
policy to achieve short-run and, in turn, long-run economic
stability. In order to overcome this barrier, a common
ground was sought upon which the Hepublicans and the Democrats

could reach some degree of unanimity of opinion on how to

81
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promote long-run economic stabllity. Thls common ground has
baen the current interpretation of the Act. Future use of
the Act will probably continue in this manner; however, thers
are favorable indicetions that along with an attempt to cor=
rect structural weaknesses and thus to promote stablility.
There might be, at least, an attempt to use a more vigorous
application of monetary and fiscal policy. In Chapter III

it was revealed that much of the conflict betwesn the Repub~
licans and Democrats has come about due to a difference of
opinion ss to what ls the most dangerous problem facing our
economy. The Hepublicans viewed inflation as the paramount
lssue, while the Democrats exhibited a great dsal of uneasi-
ness toward the problem of unemployment. In the 1959 Joint
Economic Report there is some indication that this polnt of
disagreement might be lessensed. The members of the Joint
Economic Commitiee are aware of the effects of this difference
of bellef. In an attempt to reconcile this difference, they
stated the followlng llst of studles which they would make:

1. Historical and comparatlve rates of unemployment,
production, and prices.

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

S¢ The effect of monopolistlc snd quasi-monopolistile
practlces upon prices, profits, production, and
enmployment.,

4. The effect cof increases in wages, salariss, and the
prices of personal gservices, together with union
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and professional practlces, upon prices, profits,
production, and employment.

5. The effect of governmental expenditures, taxatlon,
and budgetary surpluses and defleits amd of mone-
tary and debt management policles upon price levels,
production, and employment.

6. International influences affectling prices, pro-
duction, trade, and employment.

7. Constructive suggestions for reconclling end
simuiltaneously attaining the three objsctives of
maximom employment, an adequate rate of growth,
and substantial stability of the price level,l

Porhaps these gtudies will come to naught in lessening the
conflict. They are, however, representative of a step in
the right direction.

The second force influencing the shift in the interpre-
tation of the Employment Act 1s the effect of the time lag on
monetary and fiscal policy.g The analysis doalt with thres
distinct time lags. The first, the recognitlion lag, as was
pointed out, had the same effect on the use of monetary and
fiscal poliey as ccuntercyclical tools.  Most of the work
done on thils problem has been in the direction of developing
a set of statistical Indlecators by which prediction of a
change of direction in the business cycle can be facllitated.

The success of these attempts has, however, been limited.o

In all probability, the recognition lag will lessen as better

lioint Economic Report (Washington, 1959), p. 2.

£Sae Chapter 1IV.
8566 Chapter IV, pp. 35-36.
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information on the workings of the business cycle is complled,
However, this lag willl probably remain the proverbial "thorn
in the side" for some time to cone.

The second time lag examined was that of the adminis-
trative lag.é As the snalysis has revealed, thils partlcular
lag has a greater effect on the administration of flscal poliey
then on the administration of monetary policy., This uneven
impact 1s a result of the nature of the two bodles which
administer monetary and fiscal policy. The Federal Reserve
System i1s the chief administrator of monetary policy and,
because of its autonomous nature, can quickly declde upon
policles which need to be enacted. Fiscal polley, on the
other hand, is administered by the Adminlstratlion and Congress
and le, therefore, plagued with many time-consuming procedures.
As can be seen, a great deal of the administrative lag's
effect on fiscal policy 1s a result of instltutlional arrenge-
ments (e.g., the legislative procedure and separation of
powers). To decrease the administrative lag for fiscal policy
will entail some changes in the institutional framework, which
is not an easy thing to sccomplish.

The third time lag consldered in Chapter IV was the

operational lag.5 This time lag also fell unevenly on

41p14.
53@8 Pe 44,




monetary and fiscal poliey. In the case of monetary pollcy
the effect of the operational lasg was greater. The maln
reason for this 1s that monetary policy's first influence ls
upon the assget structure of the economy, and the effect does
not necessarily continue thereafter and cause Ilncome, employ-
ment, and production toc lncrease. At the same time, fiscsl
policy hes a more or less direct lmpact on the income stream.
The main point to be atrsssed in relution to the operational
lag 1s that 1t does affect both monetary and fiscal policy

to some degree snd, therefore, inhibits their effectiveness
ag countercyclical tools.

In Chapter V the obJect of analysis was, once agsin,
monetary aend flscal policy. In this instance, they were
examined in respect to more general limitetions on the use
of both aa countercyclical tools. 1In respsct to monstary
policy and 1ts three major tools (the rediscount rate, changes
in reserve requirements, and open market coperations), the
exanination revealed a rather severe limitation to the use
of monetary policy in the role of & countercyclical device.
It was seen that monetary policy was not sufficlent to
stimulate recovery in a perlod of racassion;ﬁ Also noted

were factors which limit Its effect to restraln inflatlionary

8366 Table I, p. 54, and Table II, p. 60.
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pressures such as the rationing of eredit by commsrclal
banks and the effects of financial intarmﬁdiariea.v

Also examined in Chapter V were the limltations of flscal
pollicy in eliminating or lessening cyclical fluctustions.
in respect to taxation the examination revealed s potentially
effective weapon to be used as & countercyclical tool. How-
ever, 1t was &»lso noted that taxation was not belng used as
such, This was found to be the result of a reluctance on the
part of Congress to delegate to the Adnministrative branch any
powsr in effecting tax Increases or decreases. Without thisg
action on the part of Congreas, taxation will continue to play
an Insignificant role in mitigeting cyclical fluctuastions.

The examinstion of the effectiveness of Federal expendi-
tures as a countercyclicel tool alsc led to the conclusion
that such had several limltations to its use in lessgening
cyclical fluctuations. OSuch limitations would be the time
necegasary to start expenditure programs and the possliblllty
that the programs will not actually exert an effect until the
need for this effect is passed. This, in turn, might lead to
further Instabllity.

The future hopes of fiscal polliey as 8 countercyclical
tool depend a great deal upon the actlons of Congress and the

Administration. If they can have the foresight to enact

7see pp. 61-62.
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programs such as (1) granting to the President limited
discretionary control over texation, and (2) advanced develope-
ment of expenditure programs which can be placed into effect
at the first signs of receﬁaion,a then the use of fiscal pol-
icy to counteract cyclical fluctuations will be greatly
enhanced.

In Chapter VI the pollicles which have resulted from,
and are representatlive of, the shift in the interpretation of
the Employment Act of 1946 were examined. It was demonstrated
that the pelicy proposales now emenating from the machinery of
the Act (the Economic Report of the President and the Joint
Economic Report) are not countercyclical tools. Rather, they
are measures almed at correcting structural wesnknesses which
exlst in the economy. The fact that these policles are social
and/or substantive in nature enjoins thelr use s countsrcyclical
toolss Perhaps during a period of recessionary pressures,
programs such as ald to the elderly populstion, aid to de-
pressed sreas, or ald to small business can add to the
resiliency of the sconomy. However, becsause of the political
inexpediency of such asctions, these programs cannct be with-
drawn during an Inflationary perlod; thus, thelr use as
countercyclical tools is not eliminated. The resson for

this shift haes been dsmonsirated.

8$aa Recommendations of the Commlssion on Mcney and
Credit, Chapter V, pp., 65 and €8,
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One of the major caugses of our unsuccessful attempts to
attain economic stabllity in the manner originally conceived
in the Employment Act of 1946 has been the inadequacy of
monetary and fiscal policy to serve as effective countercyclical
tools. An implicaetion arising from the gshift from the original
intent of the Act to ths curreht intervretation suggests that
short- and long=-run sconomic stablility cannot be achleved

merely Dy the turning on and turning off of monetery and fisg-

¢cal policles. Through more judiclous use and thoughtful
pre-planning, these tools can be used more successfully to
mitigate cyclical fluctuatlions. Bven if this proved to be

the case, 1t is probeble that such actions would continus to

be used, wlith additional attempts to correct structural weak-
nesses, JIn this manner, the goal of long-run economic gtability
might be further reallized.

In the Introduction, remarks were made concerning the
Employment Act in respect to i1ts belng the first major com-
mittel by the Federal Government to promote and maintain
levels of "maximum employment, production, and purchasing
power" in the economy. It is lnteresting and important that,
even though the method of implementetion of the Act has been
modlfied, and debate continues concerning the extent of the
Government's role in the realization of these gosls, the
recognition of the necessity of particlpstion by the Federal

Govermment has remasined. In other words, desplte the



89

procedural difficulties encountered in respect to the function-
ing of the Employment Act of 1946, the basic ldea upon which
it is grounded has prevalled, l.e., the need for government

intervention in such economlc matters.



APPENDIX A

THE EMPLOYMENT ACT OF 19461+

1021 Declaration of Policy

The Congress declares that it ls the continuing poliey
and responslbility of the Federal Government to use all prac-
ticable means conslistent with 1ts needs and obligatlons and
other essential consliderations of natlional policy, with the
agsistance and cooperstion of industry, agriculture, labor,
and state and local governments, to coordinate and utillize
all 1ts plans, functions, and resources for the purpose of
ereating and maintaining, in & manner calculated to foster
and promote free competitive enterprise and the general
welfare, conditions under which there will be afforded use~
ful employment opportunitiles, including self-employment, for
those able, willing, and seeking to work, and to promote
maximum employment, production, and purchasing powsr.

1022 Eeconomic Heport of the Fresident; coverage; supple-
mentary reports; reference to Congressional Jolnt Committee.

(a) The President shall transmit to Congress at not later
then January 20 of each year an economic report (herelnafter
called the "Economlc Report") setting forth (1) the lgvels of
employment, productlion, and purchasing power gggggginérin the
United States and auch levels needed to carry out the poliey
declared in section 1021 of this title; (2) current and fore-
seeable trends in the levels of employment, productlon, and
purchasing power; (%) a review of the economic program of the
Faderal Government and a review of economic conditions affect=-
ing employment in the United States or any considersble portion
thereof during the preceding year and of their effect on
employment, produetion and purchasing power; and (4) a program
for carryling out the policy declasred in section 1021 of this
title, together with such recommendatlions for leglslation as
he may deem necessary or deairable.

(b) The President may transmit from time to time to the
Congress reports supplementary to the economic report, esach
of which shall include such supplementary or revised recom-
mendetion as he may deem necessary or daesirable to achisve
the policy declared in sectlon 1021 of this title.

1ﬁousa of Représonsatives, United States Code, Titles
12-18 (Washingtof, lQSB)t)pp. 2650-2662.
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(¢) The Beonomic Report, and all supplementary reports
transmitted under subsection (b) of this section, shall, when
transmitted tu Congress, be referred to the jolnt committes
ereated by section 1024 of this title. (Feb., 20, 1946,
che 35, 3; 60 Stat. 24;

1023 Councll of Hconomlc Advisers

(a) Creation; composition; qualifications; sslection of
chalrman and vice chalrnal.

There 1s crested in the Executive 0ffice of the President
a Council of Economic Advisers (hersinafter called the "Council").
The Council shall be coumposed of three members who shall be
appointed by the President by and with the advice and consent
of the Senate, and each ol whom shall be & person who, as &
result of his training, experience, and attasinments, is ex~
ceptlonally qualifled tou analyze and interpret economic
developments, to appralise programs and sctivitles of the
government in the light of the pollcy declared in section
1021 of this title, and to formulate and recommend national
economic policy to promote employment, productlion, and pur-
chasing power under free competitive enterprise. The Fresi-
dent shall designate one of the members of the council as
chalrmen end one as vice chairman, who shall ect as chalrman
in the abssence of the chairman.

(o) Employment of aspsciallsts, experts, and other per-
sonnel.

The Couneil is authorized to esmploy, and filx the compenw
sation cof, such aspecialists and other experts as may be neces-
sary for the carrying out of its functions under thls chapter,
without regerd to the civil service laws, to employ such other
officers and employees as may be necessary for carrylng out
its functions under thils chapter.

(c) Duties

It shall be the duty end the function of the Council~-

(1) to assist and advise the President in the preparation
of the Hconomlc Report;

(2) to gather timely and suthoritative Information cone
cerning economic developments end economic trends, both current
and prospective, to analyze and interpret such information in
the light of the policy declered in sectlion 1021 of this title
for the purpose of determining whether such developments and
trends are interfering, or are likely to interfere, with the
achisvement of such policy, and tc compile and submit to the
President studies relating to such developments and trends;
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(3) to appraise the various progrems and activities of
the Federal Government in the light of the policy declared
in section 1021 of this title for the purpose of determining
the extent to which such programs and activitles eare con-
trivbuting and the extent to which they are not contributlng,
to the achievement of such pollcy, and to make recommendations
to the President with respect thereto;

{(4) to develop and recommend to the President national
sconomlc policies to foster and promote free competlitive
enterprise, to avold economic fluctuations or to diminlsh
the effects thereof, and to malntain employment, production
and purchasing power;

(5) to make and furnlsh such studies, reports thereon,
and recommendations with respect to matters of Federal economle
policy and legislation ss the President mey request.

(d) Annual report

The Council shall make an annual report to the President
in December of sach year.

() Consultation with other groups and agencles; utili-
zation of Governmental services and prilvate raeseasrch agencles.

In exercising lts powers, functions and duties under thls
chapter--

{1) the Council may constitute such advisory committees
and yavy consult with such representatives of industry, egri-
culture, labor, consumers, State and local governments, and
other groups, as 1t deema advisable;

(2) the Council shall, to the fullest extent possible,
utilize the services, facilities, and information (including
statistical informstion) of other Government Agencles as well
as of private research agencles, in order that duplication of
affort and expensze may be avolded.

(f) Appropriations

To enable the Councll to exercise its powers, functions
end dutles under this chapter, there are authorized to be
appropriated (except for the salaries of the members and the
salaries of officers and employees of the Council) such sums
ag may be necessary. IMor the salsries of the members and the
salaries of officers and employees of the Counclil, there ig
suthorized to be appropristed not exceeding $345,000 in the
aggregate for sach flscal year.
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1024 Joint Economic Committes

(a) Composition

There is established a Jolnt Economlc Committee, to be
composed of seven Members of the Senate, to be appointed by
the President of the Senate, and seven Members of the House
of Representatives, to be appointed by the Speaker of the
House of Representatives. The party representation on the
joint commlttee shall be nearly as may be feasible reflect
the relative maembership of the majority and minority parties
in the Senate and House of Representatives.

(b) Punctions

it shall be a function of the joint commlttee-~

(1) to make a continuing study of matters relating to
the economlc report;

(2) to study means of coordinating programs in order to
further the pollcy of this chapter; and

(3) as a gulde to the several committees of the Congress
dealing with legisletion releting to the sconomic report, not
laeter than Merch 1 of each yaarn?beginning with the year 1947)
to file a report with the Senate and iHouse of Representatives
contalning 1ts findings and recommendations with respect to
sach of the malin recommendations mads by the Preslident in the
Boonomle Report and from time to time to make such other re-
ports anl recommendations to the Senate and House of Hepresen-
tatives as 1t desms necsesgary.

(¢) Vacencies; selectlion of chairman and vice chalrman.

Vacancles 1n the membership of the jolnt committee shall
not affect the power of the remeining members to execute the
functlons of the Joint commlttes, and shall be filled in the
same manner as In the case of the original selsction. The
jolnt committee shall select a chairman and a vice chairman
from among its members.

(d) Hearings; employment and compensation of personnel;
cost of stenographlc service; utilization of Government serve
ices and private research ugencles.

The joint commlttee, or any duly authorlized subcommittee
thereof, 1s authorized to hold such hearings as it deems
advisable, and within the limitations of its appropriations,
the jolnt committee is empowered to appoint and fix the com=-
pensation of such experts, consultants, technicians, and
clerical and stenographic sssgistants, to procure such printing.
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(e) Appropriations

There is authorlzed to be appropriated for each flacal
year, the sum of 125,000, or so much thereof as may be
necessary to carry out the provisions of this section, to be
disbursed by the Secretary of the Senate on vouchers signed
by the chairmen or vice chairman.



APPENDIX B

SUMMARY OF RECOMWENDATIONS IN THE ECONOMIC
REPORT OF 1HE PRUSIDENT

19551

Taxes, Business Regulation, snd the Public Debt

1.

2.

Se

4.

Be

6.

7.

Postpone the lowering of the corporate incoms tax and of
excises, scheduled for April 1, 1965,

Reduce the tax rate on corporate income from all foreign
sources by 14 percentage points,

Permit corporations with foreign brenches to defer the tax
on branch income until it is withdrewn from the country in
which it was earned.

Allow a regulated investment company, holding the bulk of
its assets in the form of tax-exempt securities, to pass
through to its shareholders ths tax~exempt status of the
income from such securlties.

Strengthen the deterrent tc violstion of the Sherman
Antitrust Act by ralising substentlally the meximum fine
that may be Imposed under the Act.

Increase the present statutory debt 1limit to permit
greater flexibllity in the management of Federal finances.

Review State and local tax-rate and debt limliting statutes
with a vliew to removing or relaxing, where advisable, these
barrlers to local public investment.

Unemployment, Pensions, and Minimum Wage

8.

9.
10.

Amend the unemployment insurance law of the Diastrict of
Columbia to provide 26 weeks of benefits for all persons
who qualify and who remain unemployed that long, and
review disqualification provisions.

Strengtnen the Federal~3tate Employment Service.
Extend the coverage of Federal 0ld-Age and Survivors

Insurance, on e permanent and full contributory basis,
to Pederal personnsl.

?@gonomic Report of the President (Washington, 1985),
69" 1.

2]
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1l. Consider including under the unemployment Iinsurance
sys tem the employees of State and local governments,
and employees who work for flrms employing fewer than
four persons, to the sxtent thaet these workers are not
now covered,

12, Consider revising unemployment insurance benefits go that
{(a) the great majority of covered workers are eligible
for payments that at least squal half thelir rsgular
sarnings, and (b) the term of unemployment insurance
beneflits lis 26 weeks for every person who qualifies for
any benefit and who remains unemploysd that long.

13. Expand the Area Development Program of the Department
of Commsrce, which is designed to help depressed communi-
ties.

14. Increase the Federal minimum wage to 950 cents an hour;
consider extending the coverage of & minimum wage to sube
stantial numbers of workers now sxcluded.

dducetion and Public Improvements

15. Expend Federal programs for fellowshlps, research, teacher
treining, and related asctivities.

16, 7Take sarly steps to help relieve the classroom shortage
thet now exlsts in our schceools.

17+ HModernize over a ten-yoar perlod the presently-deaignated
National System of Interstate Highways.

18. Appropriste funds to set up an Office of Coordinator of
Public Works Planning within the Executlive 0ffice of the
President,

12, Enlarge the appropriatlon for planning advances to States
and minicipalities, and establish a revolving fund for
the purpose.

20, Study the problems of metropolitan areas, sc that area-
wide translt systems, sanitation systems, water supplles,
or educational facilities may be provided with maximun
returns from public funds expended.

Housing and Flnance

21, Increase the Insurance authorization of the Federal Hougw
ing Administration.



22.

2.

24,

25,

26.

27.

28,

Give the Presldent greater latitude in the exercise of
his power to vary, in the light of economlic conditlons,
the terme on which home mortgesges are underwritten by
the Federal Government.

Allow national banks to make conventlonsal real estate
morimge loans with maturitles up te 20 years, and to
extend the maximum duretion of construction loans,

Take steps to expedlie urban renewal plans, so as to
obtaln avallable Federal asslistance.

Consider, where necessary, senactlng leglslation tc permit
the writing of "open-end” mortgages.

Authorize the Publlic Housing Administration to enter into
contracts for 35,000 additional vnits of low-rental public
housing in each of the next two fiscal years.

Continue the program for helping business concerns of

small slze to obtaln access to adequate financing, to

a fair share of Government procurement contracts, and

to competent counsel; and extend the program's leading
authority.

Conslder the merits of share~sccount insurasnce and other
measures for protecting savings in credit unions.

International Hconomlic Relations

29.

30,

Sl.

S2.

O3 .

Extend the Trade Agreements Act, subject to present escape
and perll point provisions, for three years with amend-
ments to empower the President: (a) to resduce present
tarliff rates on individual commodities by ss much ss

5 per cent per year in sach of the three years; (b) to
reduce tarlff rates in greater degree in the case of
products now imported in negligible volume; and (c) to
reduce to 50 per cent any rate in excess of that level.

Estebllish standards for the valuation of imported goods
that sre simple, clear, and loglical in their application.

Increase the duty-free allowance of foreign goods brought
home by tourlsts during any slx-month period.

Authorize at ths proper time a contribution to the capital
of the proposed International Finance Corporstion.

Strengthen the program of technical and other mssistance
to econcmically underdeveloped countries.
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SUMMARY OF HECOMMEHDATIONS 1IN THE HCONOMIC
REPORT OF THE PRES IDENT

19562

I, Promoting Agricultural Readjustments

(a2) Inaugurate a twoe-part Soil Bank program dealgzned to
improve farm income, reduce surpluses of farm prod-
ucts, and shlft crop acreage to scll-conserving uses:
(1) An Acreage Reserve Program
(2) 4 Conservation Reserve Program

(b) Implement the Oreat Plains Program to promote sounder
land use Iin proportions of ten Western States betwesn
the Corn Belt and the Hocky Mountains,.

(c) Take other steps, such as to speed surplus dispossl,
broaden outlets for farm products, etc.

IT. Helping Local Communitlies Heduce Unemployment

(a) Eatablish sn Area Assistance Program for aiding com-
munities expsriencing substantial and persistent
unemployment, and mske technical assistence more
broadly svaileble to ald urban and rural commurities
in developing balanced and progressive sconomies.

(b) Authorize the Housling and Home Finance Agency to give
priority tov applications for ald, in financing needed
public facllities, from communitiss experiencing sub-
stantial and perslstent unemployment.

(c) Make benefits under the Urban Renewal Prosram availe-
able for industrial redevelopment of business sections
in such communitisa.

IITI. Lifting Income by Relsing Productivity

{(a) Provide the requested Federal support for the Rural
Development Program to help low-income farm families
improve their earnling power.

“Boonomic Report of the President (Washington, 1956),
PP 96-108.
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V.

99

(b) Expand State Programs of Vocational Rehabilitation
on the basis of evallable Federal financial sssist-
anceship,

{c) Proceed as far as 1g practicel to extend coverage of
minimum wage.

Improving the Economic Status of QOlder Persons

(a) Extend the coverage of Federal Old-~Age and Survivors
Insurance to self-employed groups and other workers
not yet covered, including Federsl psrsonnel.

(b) Require Fedsral registratlion and reports by private
pension and welfare funds.

(¢) Give preference to oldsr persons and their lmmediate
families in admisslon to public housling projectis.

(d) Authorize mortzage insurance on favorable terms bullt
for occupancy in whole or in part by older persons,
and permit third parties to guarantes monthly pay~
ments in behalf of older persons buying a home under
a Federally Ilnsured mortgage.

Coplng with Personasl Hardships

(a) Accelerate work on practical flood control projects.

(b) Provide reinsurance for private carriers offering
flood insurance and authorize a joint Fsderal-State
flood indemnity program.

(c) Encourage private insurance organizations to extend
health plans to cover catastrophic illness and to
cover persons not reached by usual group enrollment
methods. Permissive legislaetlion for private pooling
of risks or Fedsral relnsurance may e nesded.

(d) Strengthen workmen's compensation laws.

(s) Increase beneflts available under the Longshorsmen's
and Herbor Workers' Compensation Act.

(f) Provide nonoccupationasl temporary disability insur-
ance for workers in the District of Columbia. Con=
sider developing similar prograems in the States.

(g) Liberalize terms of Federally underwritten morigages
for perscons displaced by urban renewal or other
public projects.



VI.

Vi,

VIIii.
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Raserving Sound Pederal Finances

(a) Postpone scheduled reductions in excise and corporate
Income tax rates.

(b) Enact leglslation continuing a temporary incresse in
the Stetutory debt limit,

Fogstering Competitive Enterprise

(a) Require advanced notice to the antitrust sgencies of
proposed mergers by all firms of significant size
engaging in interstate commerce.

(b) Extend Federal regulation to all mergers of banking
institutions and require Federal approval of acqui-
altions of banks by holding companies.

(¢) iHake explicit the aspplication of the Clayton 4ct to
business mergers in which either party is engaged in
interstate commerce.

(d) Make Federal Trade Commisslon cease-and-desist orders
under the Clayton Act final, unless appealed to the
courts.,

(e) Empower the Attorney (feneral to issue a civil investi-
gative demand, compelling tihz production of decuments
before filing of complaint, without having to lnvoke
grand jury proceedings.

(f) Increase appropriations for antl-trust law enforcement.

(g) Re~examine regulations of the transportation industry.

Extending Home Ownership and Improving Esighborhoads

(a) Make Federal sssistance to a community for public
housing contingent on its adoption of a workable
program of slum prevention and elimination.

(b) Authorize 35,000 units of public housing in each of
the next two years,

(c) Increase the permlssible ailze of, and extend from
three to five years the maxlimum permissible maturlty
on, home repair and modernization loans insurable
under the FiA.

(d) Increase the FHA mortgage insurence authorization
and put this on a more permanent basis,
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IX. Enlarging Publle Assets

(a) Authorize Federal matching grants snd loans for public
construction over & five~year perlod.

(b) Authorize Fedsral construction grants to medical
and dental schools for teeching and research facilities.

(c) Contlnue the Federal losn program for college housing

in such manner as to attract the investment of private
funds .

(d) Extend the Hosplital and Medlcal Facilities Survey and
Congtruction Program for an additional two years,
and provide Fsderal Insurance of mortgage loans for
the congtruction or improvement of private health
facllities.

(e) Enact & comprehensive and soundly financed program
for modernizing the Interstate Hlghway System.

(f) Authorize the construction of the Upper Colorado
River project and other needed water resource devslope~
ments .

(g) Extend end strengthen the Water Pollution Control Act.

(h) Review State and local debt limits that currently
restrict borrowing for necessary public works.

(1) Allow regulated investment companles which hold the
bulk of their assets In bState and local securitles
to pass through to thelr shareholders the tax-exempt
status of income recelved on such securities.

X+ Improving Skllls and Technology

{(a) Teke all precticable steps to attract suitably trained
persons to the teaching profession.

(b) Enlarge the appropriation for the experimental pro-
gram of the Natlonal Sclencs Foundation for supple-
mentary training of teachera of sclence, mathematics,
and engineering.

{(c) Strengthen existing Federal program toc encourage
higher educstion.
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Promoting the Internationasl Flow gg Goods and Services

(a) Authorize membership of the United States in the
Organization for Trade Cooperation.

(b) Enact leglslation to simplify the present system of
customs valuastlon.

(c) Enact legislation to stimulate foreizn investment by
modification of the texetlion of corporate income from
forelzn sources.

(d) Bxtend the lending authcrity of the Export-Import Bank
beyond Juns 30, 1958,

Increasing the Stabllity of Our Expanding kconomy

{(a) Strengthen provisions for unemployment insuramnce
(State responsibility).

(b) Study the problem of restorlng the Government's power
to regulate the terms of consumer iInstallment credit.

(¢) Authorize the Federsl National Mortgage Association
to vary with the wider llmlts 1ts stock purchase
raquirsment.

(d) Consider establishment of e Federal progrem of credit
union sharesccount lngurance.
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SUMMARY CF RECOMMENDATIONS IN THE ECCNOMIC
REPORT COF THE FRESIDENT

1957°

I. Malintelining Sound Government Finances

(2) Bxtend for a yesr beyond April 1, 1957, the present
exclse rates on automobilesg and parts, clgarettes,
distilled spirits, wlipnes, and beer, and the present
tax rate on the lncume of corporations.

(b) Permit regulated investment companies holding their
assets in Stete and local securities to pass through
to thelr stockholders the tax-~exempt status of the
income recelved on these securities.

(¢c) Keview State and local debt 1imits and other legal
limitations thnat may unduly restrict borrowing for
public improvements.

II. Improving Private Flnanclal Facilitlss and Promoting Thrift

{a) Authorize a National Monetary and Finenclal Commission
to study changea in our financial structure and prac-
tices, laws and regulatlons affecting financial facili-
ties, and means for controlling credit.

(b) S8trengthen the authority of the Securities and Exchange
Commisslon to prevent certaln remaining types of sbuses
in the distribution end sale of securities.

ITI. Btrengthening Competition

(a) Empower the Attorney Genersal in antitrust cases to
lgsus clvil investigative demends for the production
of necessary documents wlthout the need of grand jury
proceedings .

(b) Make PFedersl Trade Commission cesse-and-desist orders
under the Clayton Act final, unless appealed to the
courts.

(¢c) Require advance notification to the antitrust agencies
of proposed mergers that sre likely to have & signifi-
cant effect on competition,

3§ggnomic Report of the President (Washington, 1957),
PP T3-76,
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(d) Extend Federal regulation to cover bank mergers by
asset, a8 well as by stock acquisitlon.

{e) Make explicit the application of the Clayton Act to
business mergers where elther party 1z engaged in
interstate coumerce.

(f) Authorize ths Federal Trade Commlission to restraln

mergers by means of preliminary injunction before
a complaint is filed.

(g) Consider recommendations of the Nationsl Committee to
Study the Antitrust Laws on the application of anti-
trust laws to reguleted areas, and of the FPresidential
Advigsory Committee on Transport Policy and Organization
on ways of Increasing competition in transport.

e Widening the Opportuniiies for Small Businessg

(a) HExtend the Smell Business sct beyord June 30, 19567.

(b) Permit the application of the Securitlies and Exchange
Commission's simplified notification procedure to
security 1ssues in amounts up to $500,000.

(c) CGlve early consideration to those recommendations of
the Cablnet Committee on Small Busliness for tax relief
that wenld involve only a minimum loss of revenueg.

(@) Authorize consolidation of wage reporting by employers
for income tax withholding and old-age and survivors
insurance purposes.

V. 8trengthening Beconoumlce Ties with Other Countries

(a)} Authorize United States membership in the Organization
for Trade Cooperation.

(b) Continue economic assistance, including defense sup-
port, under the Mutual Sscurity Frogram.

(¢) Extend beyond Juns 30, 1968, the suthority of the
@xport-Import Bank to approve credits,

(d) Authorize full participation by the United States in
the Internationsal Atomlc Energy Agency.
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Enlargzing Public Assets and Developing Natural Resources

(a) Authorize partial Federal insurance against industrial
atomlc hazards,

(b) Authorize a four-year program of Federsl assistance
for publlic school constructlon.

(¢) Authorize the Fryingpan-Arkanses prcject.

(d) Take steps to resoclve difficulties of State and local
governments in accommodating metropoelitan growth.

Improving Skills and Technology

See Recommendations VI(b) and XIL(b).

Promoting Agricultural Adjustments

(a) Extend 1itle 1 of the Agricultural %Trade Levalopment
and Assistance &Lct for one year beyond June 30, 1857,
end raise the present limlt on permissible losses
under this progrem by §1 billion.

Alding Loocal Areas of Persistent Unemployment

(a) Estasblish an Area Assistance Administratlon in the
Department of Commerce and enlargs the program of
Pederal aid to include loans and expanded technical
assistance.

Improving Housing Standards

(a) amend the Servicemen's Readjustment Act to make the
maximum interest rate on VA-guaranteed home loeans
conform to the current maximum applicable to FHA-
Insured home loans.

(b} Amend the Housing aAct of 1950 to relate the lnterest
rate on Federal loans for college housing to market
yields on long-term Government securlties and provide
for more frequent adjustments of the rate.

(c) Incresse the Treasury subsecription to the capltal
stock of the Federal National Mortgage Assoclation
by $100 million, end approve additional suthorizations
for PFHWMA purchases under speclisl agslstance programs.

(d) Consider changes in the home mortgage lnsurance program
of the Federal Housing Administration to facillitate
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market adjustments lncident to terminstion of home
loan guarsntee benefits for Woerld War II veterans.

(e) mxtend the Voluntary Home lMortgage Credit Progrem
beyond its scheduled expiratlon Gate of June 30,
19857,

(f) Revise outmoded foreclosure laws, remove undue
restrictions on mortgage lending by out-of-3tate
institutions, and encourage the placement of pension
and welfars funds in mortgage loans,

Ralsing Health 3tandards

(a) Consider proposals for encouraging voluntary health
insurance plans.

{b) Authorize a temporary program of construction grents
for meCical and dental treining fecllitles.

Strengthening Personal Security

(a) Ralse meximum weekly unemployment insurance benefits
and lengthen their maximum duratlion, where needed,
and extend coverage to employees of the 5tates and
political subdlvisions.

(b) kxtend unemployment insurance to employess of firms
with one to three pesrsons on their payrolls, to ex-
servicemen, and to employees in Puerto Rico.

(¢) Regquire Federal registration and filing of reports
by private pension and welfare funds.

(d) Extend minlmum wage coverage to additional workers.

(e) Enact the principle of equel pay for equal work without
discrimination on account of sex.

(£) Authorize limited finencisl assistance to the States
for promotlng occupational safety.

(g) Provide nonoccupstional temporary disability insurance
for employses in the Listrict of Columbia.
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SUMMARY OF HECOMHMENDATIONS IN THE BCONOMIC
REFORT OF 1HE PRESIDENT

10584

Government Pinances

(a) s#xtend the present tax rate on the income of corpor-
ations and the present sxcise rates on automobiles
and parts, clgarettes, distilled spirlts, wines, and
beer for one year beyond July 1, 1968,

(b) Enact leglslation temporarily lncreasing the statutory
debt limit.

Federal Credlt Programe

(a) Grant wider discretionary zuthority to heads of
sxecutlive agencies ana departments to set terms on
private loans insured or guaranteed by the Federal
Government.

(b) Adjust interest rate limitations on certaln FHA loan
insurance progrsms (National Housing Act, Sections
207, 213, and 803) and on the VA lome Guaranty Program.

(c) Repeal the provision of the Housing Act of 1957
requiring regulation of charges, fees and discounts
on federsally insured or guaranteed home loans and
the purchase of mortgages at par by the Federal National
Mortgage Assoclation under lts special asslstance pro-
grams.

(d) Increase to 80,000 the meximum size of home morigage
loan that may be insured by the FiiA under Sectlons
208 and 220 of the Hational Housling Act.

{(e) Incremse the limit on ocutstanding insured loans of
the FHA.

Science and Education

(a) Provide funds on a temporary basils for grants to States
to lmprove instruction and to strengthen State Depart-~
ments of Education in the flslds of sclence and mathe-
matics to identifly and encourage able high school

Ppe.

4500nomic Report of the President (Washington, 1958),
7780
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students, to provide college scholarships, and to
improve State statistics on sducatlion; and funds for
broader support of graduate educatlon and the improve-
ment and expansion of forelgn language teaching in
colleges and universities.

Authorize & temporary program of asalstance f{or the
expansion and modernization of medical and dental
teaching facilities,

IV. Small Business and the Uompetltive Dysten

{a) Amend the tax laws to extend sccelerated depreclation

(v)

(c)

(d)

(a)

(f)

(g)

(h)

formulas to purchases of used property up to $50,000
in any one year; to permit closely held corporations
the option of electing the tax estatus of partnerships;
to grant taxpayers the option of paylng estate taxes
over periods of up to ten years where an estate con-
slats largely of investments in the atock of small
companies to be treated as ordinary loss deductions
rather than capital loss deductions.

Parmlt the Securlties and HExchange Commlssion to
apply its simplified notificatlon procedure to securlty
issues in amounts up to 500,000,

Remove the limitation on the 1ife of the Small Pusiness
Administretion and suitably increase 1ts authorization
for making business and dlsaster loans.

Require notification to the antitrust agencles of
proposed mergers by businesses of significant sige
engsged in interstate commerce.

Extend Fedsral regulation to bank mergers accomplished
through the acquisition of assets.

Empower the Attorney Uenersl in antltrust cases to
issue civil investigative demands for the production
of necessary documents without the need of grand jury
procesedings.

Make FTC cesse-and~desist orders issued for viclatlons
of the Clayton Act finsl, unless appesled to the courts.

Authorize the FIC to seek preliminary injunctions in
merger cases where a violation may be likely.
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V. Personal Welfare

(&) Amount and duration of unemployment insurance benefits;
coverage of firms with one to three persons on thelr
payrolls; coverage of employees in Puertc Hico; cover-
age of State snd locsl gevernment employees,

(b) Bring the unemployment insurasnce provisions applicable
to workers in the District of Columbia up to the stand-
ards recommended for the States.

(c) Intensify efforts to develop and enforce adequate
occupational safety standards and to encourage safle
practices (State and local responsibility).

\d; Improve wo%kman'a compensation laws with respect to
benefits, administration, and provisions for rehebili-
tatlon.

(e) Authorize the Secretary of Labor to prescribe and
enforce safety standards for longshoremen.

(f) Provide nonoccupstional temporary dlsability Iinsurance
for employeses in States and Territorial jurisdictions
where programs have not been establiehed.

(g) Improve the uS-hour laws applicable to Federal and
Federally asslsted construction projects.

(h) Minimum wage leglislation covering certain additional
groups of workers; equal pay for equal work without
dlsceriminetion on account of sex.

(1) Establish an Area Assistance Administration in the
Lepertment of Commerce to extend loans, research
grants and technical assistance in areas of persistent
unemployment.

{j) Require periodic publlic reports on the status of
private employse welfare and pension funds, on financlal
dealings between employers and employese representatlve
or their agents, on general union finances, and on
unicn organization and structurs.

(k) Modify the law governing secondary boycotte snd plcket-
ing, and provide that the States have Jurisdictlon in
labor-menagement disputes in which the NLEB declines
to exercise authority.
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Agriculture

(a)

(b)

(¢)

(a)

(e)
(£)

(g)

(h)

(1)

Extend Titles I and II of the Agriculturs Trade
Development and Asslstance Act of 1954 for one year
beyond June 30, 1958, and ralse the present limit on
permissible expenses and losses of the CCC under
Title I by §l.5 pillion.

Continue the spscial milk program beyond June 30,
1958,

4lliminate the escalator clauses governing price sup-
ports on basic commodities under the Agriculture Act
of 19849. -

Authorlze price supports of whesat, cotton, corn, rice,
tobacco, peanuts, and dairy products to be determined
administratively, within a rangs of from 60 to 90 per
cent of parlty, in accordence with guldelines already
astablished by law ior dlmost all other sgricultural
commodlties.

Extend the Hatlional Wool Act beyond March 31, 1959.
Eliminate ascreage allotments for corn and provide
dlscretionsry authority to increase allotments for
other cropse.

FPermit the Acreage HReserve Program to expire st the
end of the 1908 crop season; strengthen the Conser-
vaticn Reserve Program; and consider further cone
aolidation of Paderal activities in soll and water
conasrvation.

Enlarge the CCC Advisory Board and assign it the role
of advising the Secretary of Agriculture 1n the
exercise of the wilder discretlonary suthority requested
sarlier.

Reviss the dlstribution formuls under Title I of the
Bankhead-Jones Act to permit the allocation of a larger

amount of loan funGs to areas of acute need, anl re-
quire States to contribute at least 25 per cent of

disaster-rellel costs in certain emergency programs.

Porelgn Economlice Policy

{(a) Bxtend the Trade Agreement Acts for 5 years beyond

Juns 30, 1958; permit the reduction of any duty exlisting
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(b)

(¢}

(a)
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on July 1, 1988, by 5 per cent per year over g five-
year periocd, or by an equivalent total amount im not
less than three stages with a maximum of 10 per cent
in sny one year; also permit, alternatively, the
reduction of any rate of duty by three percentage
points ad valorem wlthout any yearly reduction ex-
ceadlng ons percentage point, or the reductlion of
any rate to 50 per cent ad valorem, 1f the existing
duty ls higher than that amount; without any yearly
reduction exceeding one third of that difference;
and authorize U. S. membership in the Organization
for Trade Cooperation,.

Bxtend the xport Control Act beyond 1ts expiration

on June 30, 1058; smend certain customs adminlstration
provisions in the lariff Act of 1930; and approve
amendment to the Antldumpling Act of 1921 to improve
its sdministration.

Provide funds for the DLevelopment Loan Fund to finsance
aconomic development projects in underdeveloped coun-
tries and for technical mssistance under the United
Natlons progran.

Increase the lending authority of the Export-Iwmport
bank.

Federal Hoocnomic Statistica

(a) Provide funds for the improvement of Federal economic

statistlecs programs.
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SUMMARY OF RECOMMENDALIONS IN THE ECOROKIC
REFORT OF THE PHESIDENT

1950°

I. Government Financial Policiles

(a) Continue for one ysar beyond June 30, 1959, the present
tex rate on corporate income and the exclse taxes on
automobiles and parts, clgarettes, distilled spirits,
and winss and beer.

(b) Increase temporarily the Fsderal tax on motor fuels,
relise the tax on aviation gesoline, and impose a
similar tex on jet fuels.

{c) Authorize & revislon In postel rates,

(d) Bnact a permsnent plan for the taxatlion of life
insurance companies and adjust the present laws
relating to the taxation of cooperativss.

{e) Specify the trestment processes which shall be con-
sldered as mining for the purpose of ¢computing per-
centage depletion allowances in the case of mineral
products.

(f) Grant wider administrstive authority in setting
Interest retes and make certalin adjustments Iin rates
for various credit programs, as follows: Veterans
Administration progrsms of rental (including armed
services) and cooperative housing (Sectlions 207, 803,
and 213 of the Natlonel Housing Act); the college
housing program of the liousing and Home Finance
Agency; the lesn program of the Rural Electrificatlion
Administration; and the ship mortgage loan program
of the Maritime administration.

{g) Provide the President with authority to veto cr reduce
the amounts for specific items in appropriation bills
and 1n other bills authorizing expenditurea.

(h) Raise the permanent debt limit by $2 billion, to 285
billion, and authorize a further temporary incresse
for the fiscal yssr 10€0.

SEeonomic Report of the Fresident (Washington, 1959),
pp. 67-60.
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Measures ito Promote Hconomlc Growth with Frice Staebility

(a)
(b)

(e)

(a)

(e)

(£)

(g)

(h)

(1)

Amsnd the Employment Act of 10846 to mske price sta-
bllity an expliclt goasl of Fedsral economic policy.

xtend Federal regulation to bsnk mergers accomplished
through the acqulisition of asgsets.

Hegulre notlfication tc the antitrust agencies of
propogsed mergers by businesses of signiflcant size
engaged in interstate commerce.

Smpower the Attornsy Genersal to issue civil investl-~
gative demands in antitrust ceses when civil procedures
are contemplated,

Make PFederal 1rads Commission ceass-and-~desist orders
final when 1ssued for violations of the Clayton Act,
unless appsaled to the courts,

Authcerize the Federal Urade Commisasion to sesk pree
liminary injunctions in merger casss where a violetlon
of law 1s likely.

Amend the Securlties and Exchange Act to sxtend the
privilege of Regulation A filings to wider range of
security issues.

knact a program that will provide assistance, through
development loans and grants for technical studies,

to communities that have suffered substantial and
persls tent unemployment; and technical ald for the
diverslification of rural low-income aress and of towns
heevily dependent on a mejor industry.

Bnect a long-range program to conserve helium gas.

Personal Welfare

(a)

(b)

Provide for extending the coverage of the Federal-3tate
unemployment Ilnsurance system to employees of firms
having fewer than four workers, to employees of Fed-
sral Instrumentalitles, nonprofit organizations and
certaln other groups, and to weorkers in Puerte Rico.

Bring the provisions of the Distrlct of Columbia
unamployment Insurance system up to the standards
recommended for the States.,
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{¢) Strengthen State systems of workmen's compensation,.
(d) Bxtend the coversge of the Falr Labor Stendards Act.

(e) Improve the 3-hour laws epplicable to Federal and
federally assisted construction projects.

(f) Carry out the principle of equel pay for egual work
without discrimination based on sex.

(g) Require reporting and disclosure of financial deal=-
ings between employers and employee representatives
and their sgents, and the filing of public reports
on the status of unicn finances, organization, and
proceduresd.

(h) Prescribe standards to promote democratic procedures
in union affairs.

(1) Modify the law governing secondary boycotts, organi-
zational snd recognition pleketing, end representation
elections; and provide thet States be glven juris~
dictlon in lasbor-management dlsputes where the Natlonal
Labor Relations Board declines to exsrcise authority.

(3) Correet shortcomings in the Welf'are and Fenslion Plans
Disclosure Act.,.

IV. Foreign Hcounomic Policy

(a) Enlarge the resources of the International Monetery
Fund and the International Bank for Reconstruction
and Development.

(b) Provide additional authorization for the Development
Loan Pund,

{c) Extend the authority for sales of surplus agricultural
commodities for foreign currerncies and for the donation
of guch commodlties for famine relief and other assiste
ance.
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