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D.ite : September 9< 1976 

MEMORANDUM FOR: SENATOR DOLE 

From, Sidney Jones 
Subject: Economic Conditions 

I. In response to your request f c ·::.· L .. formation on the current 
status of the U.S. economy, t ':"J.e foll0•17:ing materials may be 
helpful: 

TAB A - An overview of the U.S. economy , 

TABB - Transcript of public tel~vision debate concerning 
unemployment. 

TAB C - Recommended responses f c L questions about Humphrey-
Hawkins legislation. 

TAB D - Recent speech summarizing economic problems. 

TAB E - Transcript of Q & A session on U.S. economy. 

TAB P Le+-ter to inquiry about role of central 
p lann i ng. 

'.!.'AB G - Capita l :lorrr,a i: i0n issues. 

II. Overview: 'f'. _~ r ~ ha s n~•:: ,?Il';·.ly been considerable specula tion 
about t.'1e ::cu:..: :1 li1a t. i l.it.:_/ ·.£ t~~e economic expansion because 
of the sl0·.d1..,wn i.r. r "?. ·: ·. :;. i 1.. s 1. J.es in May through July 2ina 
cor..sid2rable :oessimi sm ,...,,:, ;·J._: 'b1 tsinessmen and cons1.1s:.1~rs about 
the .':' ..it '.1.ol)k. Three b::o 9 -L~ \.J,:L1 i:s :should be emphasized. 

Sqrnarne 

lnitia Is 1 1.late 

Form 0S-3129 
Dtp1rtm1nt of Trnsury 

A. We are in the seven tPen d, month of a relai: i v ·~ly i:; t rong 
and well balanced x.ecove:•:v o Most ' •,:;onom:i..sts - partic-~l.:1.r ly· 
those not involved in po ; itical dfi1ir s - Ggree that 
economic expansion will continue thH ·1gi, , i: lea r,-·.: L ,77, 
although the rate of growth will naturally begin t o rlo"r 
down from the unusually rapid (and unsu s ~·.,:a nable) p c.:= e lf 
1 97 6. 
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B. The economy is actually ahead of--not behind--the expected 
pattern for 1976 and the estimates have been revised 
upward. 

C. The pattern of economic activity is never stable for 
each category--consumption, housing, inventories, 
business investment and government spending. Personal 
spending was more rapid and business spending less rapid 
than expected during the first half of 1976 but the 
combination of these two basic categories exceeded our 
overall expectations. The mix is now changing as business 
spending accelerates. The continuous growth of personal 
income is a particularly strong indicator of future 
expansion. 

Over the coming months there is no real reason to expect the 
economic expansion to collapse. If inflation can be controlled 
through continuation of responsible fiscal and monetary policy it 
is reasonable to expect the continued growth of personal income 
will support consumer spending and the accelerating pace of 
business spending will provide needed thrust for the economy. 

Attachments 





I. 

I I. 

I I I. 

SIDNEY L. JONES 

SEPTEMBER 9, 1976 
OVERVIEW 

!COP~ AND STATUS OF ECONOMIC EXPANSION--
' NP - OUTPUT AND PRICES 
I ERSONAL CONSUMPTION .. 
, INVESTMENT - BUSINESS, HOUSING, INVENTORIES 
I GOVERNMENT 

iUTL~OK FOR FUTURE-- . . 
, ALSE BELIEF THAT RECOVERY WOULD PREMATURELY FLAME OUT, 
, ALSE BELIEF THAT RECOVERY WOULD QUICKLY OVERHEAT LEADING 

TO INEVITABLE SEQUENCE OF INFLATION FOLLOWED BY RECESSION 
AND UNEMPLOYMENT, . 

C. WHILE PREMATURE RECESS10N AND EXCESSIVE OVERHEATING 
SCENARIOS ARE POSSIBLE, NE1THER OUTCOME IS EROBABLE, 

D, ANTICIPATE A SUSTAINABLE RECOVERY BEYOND 19/6, 
Bur THE DESIBED ECONOMIC EXPANSION WILL NOT BE EASY OR 
AUTOMATIC, POLICIES MUST POINT THE ECONOMY IN THE PRE-
FERRED DIRECTION: 

I I- I SCAL 
I 1oNETARY 
I ~EREGULATION 

CAPITAL FORMATION 
EMPHASIZE PRODUCTIVITY AND 
CREATIVITY OF MARKET SYSTEM, 
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II. RECORD OF ECONOMIC EXPANSION 
KEY POINT IS THAT THE BROAD ECONOMIC RECOVERY THAT GOT 

UNDERWAY IN MARCH 1975 CAME SEVERAL MONTHS SOONER THAN 

EXPECTED AND IN GENERAL HAS BEEN STRONGER THAN EXPECTED, 

(THIS COMMENT DOES NOT APPLY TO EVERY INDUSTRY AND THE 

PATTERN HAS VARIED -- FOR EXAMPLE, HOUSING STARTS HAVE ONLY 

BEGUN TO IMPROVE IN RECENT MONTHS AND COMMERCIAL CON-
STUCTION HAS YET TO SHOW MUCH STRENGTH), 

4 
II, ScoPE AND STATUS OF EcoNOMIC EXPANSION 

A, THE GENERAL MEASURE OF ECONOMIC ACTIVITY IS THE GROWTH OF 

GNP - THE NATION'S TOTAL OUTPUT OF GOODS AND SERVICES, 

SINCE THE RECOVERY BEGAN IN MARCH 1975, OVER THE LAST 

FOUR QUARTERS THE REAL OUTPUT OF GOODS AND SERVICES HAS 

RISEN 7,0 PERCENT, A RATE FAR ABOVE THE 3 1/2 PERCENT 

TARGET ECONOMISTS NOW USE TO ESTIMATE THE SUSTAINABLE PACE 

OF THE AMERICAN ECONOMY, DURING THE FIRST THREE MONTHS OF 

1976 REAL OUTPUT EXPANDED AT AN ANNUAL RATE OF 9,2 PERCENT 

BEFORE MODERATING TO A 4,3 PERCENT PACE IN THE SECOND 

QUARTER, THIS IS AN IMPRESSIVE TURNAROUND WHEN COMPARED 

TO THE NEGATIVE REAL OUTPUT FIGURES REPORTED DURING THE 

SEVERE RECESSION OF 1974 AND EARLY 1975, THE TOTAL U,S, 
ECONOMY IS CLEARLY BACK ON THE RIGHT ECONOMIC TRACK, 
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I I. A. l 
As OUTPUT HAS INCREASED RAPIDLY THE DOUBLE-DIGIT INFLATION 

THAT CRESTED IN 1974 HAS STEADILY MODERATED, DURING THE LAST 

TWELVE MONTHS (JUNE 1975 TO JUNE 1976) THE GNP IMPLICIT PRICE 

DEFLATOR INCREASED 5,6 PERCENT, DURING THE FIRST SIX MONTHS OF 

1976 THE GNP DEFLATOR INCREASED AT AN ANNUAL RATE OF ONLY 4,2 PER-

CENT; HOWEVER, THE FOOD AND FUEL DEVELOPMENTS UNDERLYING THIS PATTERN 

ARE NOT EXPECTED TO CONTINUE AND INFLATION WILL PROBABLY AVERAGE 

5 TO 6 PERCENT DURING 1976, SORTING THROUGH THE DETAILED STATISTICS, 

THREE THINGS CAN BE SAID ABOUT INFLATION: 

II. A.l 6 

A, CONSIDERABLE PROGRESS HAS BEEN MADE IN MODERATING IN-

FLATION PRESSURES AND THE ECONOMIC RECOVERY THAT HAS 

OCCURRED IS DIRECTLY RELATED TO THE IMPROVEMENT, 

B, DESPITE THE PROGRESS, THE CURRENT 5 TO 6 PERCENT LEVEL 

IS STILL FAR TOO HIGH AND WILL CONTINUE TO DISTORT THE 

ECONOMY UNTIL THE ECONOMY RETURNS TO THE HISTORICAL 
AVERAGE OF 2 (1890 TO 1970 AVERAGE)OR 3 (POSTWAR 

AVERAGE) PERCENT LEVEL OF PRICE CHANGES, 

C, INFLATION REMAINS THE GREATEST SINGLE THREAT TO BOTH 

THE SUSTAINABILITY OF THE CURRENT ECONOMIC EXPANSION 

AND THE LONGER-TERM STABILITY OF THE LJ,S, ECONOMY, 
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II. A.2 
SIGNIFICANT IMPROVEMENT IN EMPLOYMENT CONDITIONS HAS ALSO 

. . 

OCCURRED, DURING THE LAST SEVENTEEN MONTHS (MARCH 1975 THROUGH 

AUGUST 1976) EMPLOYMENT INCREASED 3,9 MILLION PERSONS AND IS NOW 

AT A RECORD LEVEL OF 8,8 MILLION, IN ADDITION: (A) THE AVERAGE 

NUMBER OF HOURS WORKED IN MANUFACTURING IS BACK TO PRE-RECESSION 

LEVELSj (B) OVERTIME HOURS ARE INCREASINGj AND (C) THE LAYOFF 

RATE HAS DECLINED SHARPLY AND IS BACK TO THE PRE-RECESSION LEVEL, 

AccORDINGLYJ THE UNEMPLOYMENT RATE DECLINED FROM A PEAK OF 8.9 
PERCENT (THE POSTWAR HIGH) IN MAY 1975 TO 7,3 PERCENT BY MAY 

BEFORE RISING TO 7,9 PERCENT DURING THE SUMMER MONTHS, 

8 

II. A.2 

A, WE EXPECT THE UNEMPLOYMENT RATE TO CONTINUE TO DECLINE 

THROUGHOUT 1976J ALTHOUGH THERE MAY BE INDIVIDUAL MONTHS 

WHEN THE FIGURES ARE DISAPPOINTING, BY YEAREND THE 

UNEMPLOYMENT RATE SHOULD BE IN THE 7 PERCENT ZONE, 

B, SPECIFIC STRUCTURAL PROBLEMS PERSIST--MINORITY UNEMPLOYMENTJ 

CERTAIN GEOGRAPHICAL POCKETS OF HIGH UNEMPLOYMENT AND 

SERIOUS DIFFICULTIES IN PARTICULAR INDUSTRIES, VARIOUS 

GOVERNMENT PROGRAMS CONTINUE TO TRY TO ALLEVIATE THESE 

SPECIFIC UNEMPLOYMENT PROBLEMS, 

C, WE BELIEVE THAT A SUSTAINABLE ECONOMIC EXPANSION WILL DO 

MORE TO REDUCE UNEMPLOYMENT OVER TIME AND THAT EXCESSIVE 

GOVERNMENT STIMULUS WOULD ACTUALLY CREATE MORE PROBLEMS, 
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I I. B. 
PERSONAL CONSUMPTION HAS BEEN THE MAJOR STRENGTH IN THE RAPID 

RECOVERY THAT GOT UNDERWAY IN MARCH 1975 AND IT WILL CONTINUE TO 

BE THE FOUNDATION FOR CONTINUED EXPANSION, 

DURING THE LAST FOUR QUARTERS PERSONAL CONSUMPTION HAS 

INCREASED 10,9 PERCENT LEADING TO A RENEWAL OF ECONOMIC ACTIVITY 

THROUGHOUT THE ECONOMY, WITH PRICE INFLATION REMOVED, THE 

"REAL" GROWTH OF PERSONAL CONSUMPTION HAS BEEN A HEALTHY 5,4 
PERCENT, THE MODERATION OF INFLATION AND THE IMPROVEMENT IN 

CONSUMER INCOME INITIALLY TRIGGERED THE STRONG SALES OF NON-

DURABLES AND SERVICES, IN RECENT MONTHS CONSUMER PURCHASES OF 

DURABLE GOODS HAVE ALSO ACCELERATED, PARTICULARLY OF AUTOMOBILES, 

10 
II. C.l 

A CRUCIAL PART OF THE ECONOMIC EXPANSION IS THE EXPECTED 

ACCELERATION OF CAPITAL INVESTMENT AS THE YEAR PROGRESSES, 

l, SPENDING FOR PLANT AND EQUIPMENT APPARENTLY BOTTOMED OUT 

IN THE LAST HALF OF 1975 AND MODEST IMPROVEMENT IS ALREADY 

UNDERWAY WITH SHARPER INCREASES EXPECTED LATER IN 1976, 
IMPROVING CORPORATE PROFITS, EMERGING CAPACITY CONSTRAINTS 

IN SOME INDUSTRIES AND THE OVERALL IMPROVEMENT IN BUSINESS 

DEMAND ARE THE BASIC REASONS FOR EXPECTING INCREASED CAPITAL 

SPENDING, IN THE SECOND QUARTER FIXED INVESTMENT IN 

PRODUCERS' DURABLE EQUIPMENT ROSE 11,7 PERCENT AND SEVERAL 

OTHER STATISTICS INDICATE THAT BUSINESS SPENDING IS 

BEGINNING TO ACCELERATE, 
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I I. C.2 
BUSINESS SPENDING FOR INVENTORIES HAS ALREADY SWUNG FROM 

.. . 

MASSIVE LIQUIDATION DURING THE FIRST HALF OF 1975 TO ACCUMULATION 

IN THE LAST FEW MONTHS, IN FACT, THE UNUSUALLY LARGE INCREASE 

IN REAL GNP IN THE FIRST THREE MONTHS OF 1976, AT AN ANNUAL 

RATE OF 9,2 PERCENT, WAS HEAVILY INFLUENCED BY STRONG INVENTORY 

SPENDING, WIDESPREAD ECONOMIC GROWTH SHOULD RESULT IN CONTINUED 

INVENTORY INVESTMENT THROUGHOUT THE YEAR, DURING THE SECOND 

QUARTER INVENTORY ACCUMULATION CONTINUED, 

12 

II. C.3 
3, THE OTHER MAJOR INVESTMENT SECTOR--HOUSING--HAS NOT 

RECOVERED AS RAPIDLY AS PERSONAL CONSUMPTION ALTHOUGH 

NEW STARTS HAVE AVERAGED l,LJ MILLION UNITS PER YEAR THROUGH-

OUT 1976, WHICH IS WELL ABOVE THE TROUGH OF 900 THOUSAND 

UNITS PER YEAR REPORTED IN APRIL 1975, THE LARGE INFLOW 

OF SAVINGS INTO THRIFT INSTITUTIONS PROVIDES MORTGAGE 

FINANCING AND NEW BUILDING PERMITS POINT TO INCREASED 

ACTIVITY, CONSTRUCTION OF SINGLE-FAMILY UNITS HAS HELD 

UP WELL BUT MULTIPLE-UNIT CONSTRUCTION ACTIVITY REMAINS 

DEPRESSED, RESIDENTIAL CONSTRUCTION SHOULD GRADUALLY 

IMPROVE DURING THE COMING MONTHS BUT A SUDDEN SURGE OF 

ACTIVITY IS UNLIKELY, 
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<·' ' : iGovERNMENT sPit~m r NG AT THE FEDERAL., STATE At-ID LOCAL LEVELS HAS .~-· - , -J · • -

. BECOME A MAJOR FACTOR IN THE lJNP ACCOUNTING FOR AP-PROXIMATELY ·36 PEP.CE;ff 
. . . '·· . 

. ·oF THE TOTAL IN 1975, SUCH SPENDING HAS INCREASED RAPIDLY SINCE THE - - . .. . 

. . ; MID-1960' S AND NO~/ HAS A MAJOR IMPACT ON BOTH THE ALLOCATION OF MATIONAL 

. ,'.. RESOURCES AND THE GENERAL LEVEL . OF ECONOMIC ACTl.VITY, -' --STATE . AND LOCAL - . -- . . . . 

, . ~GOVERNMENT SPEND I NG HAS MODERATED SOMEWHAT _BECAUSE ·OF GROWING CONCERNS 

-~'._ ·_ABOUT FISCAL RESPONSIBILITY AND THE _PRESIDENT HAs suBMmEn A ~UDGET 

::i FoR FY 1977 WHICH WILL BEGIN THE DIFFICULT PROCESS · OF ~GA1~iNG FISCAL 
-. ct .., •. • - ·• • • 

··.-.:·coNTROL BUT THESE ADJUSTMENTS WI LL NOT RESTRICT THE CURRENT ECONOMIC . 

. r EXPANSION. •· . 
- - .- • , ·.- , ; • 'I' 

.. _ . ·-. -:--· - . .. 
r .. • .. . , " . 

, •• - • ,...; ' - • •• • ·,.. --·: • .>:,_ \... .... • •;- ... - • 
.. .. ~,. _-. 

·-=-~ - ~-~--:: -·~;\-- -·,· ,_ \_-:: .-~"- :.<c· · --.·,:~ ·: --,, :·_ ~c-~-:-~-•-~~-:~-~~~!:f~~-~.;~.s;~ .. ::c-~ij::;::l~~i~f~~--r_~_Ji_-ff :~~:~::",::~<~ 
. :·,·-· .. ,.- .· -.. . . . -

. . ' --: . 
··.•.·. ·.· . . . .,. 

~. . .·_•:. '!< . 

·:~·< 1 I I. ·. OUTLOOK' FOR THE FUTURE--

' ·. ALTHOUGH THE ECONOMIC NEWS HAS BEEN GENERALLY FAVORABLE FOR .f-lANY .-
. . . 

. . :MONTHS., STRONG SKEPTICISM ABOUT THE SUSTAHJ~BILITY OF THE RECOVERY 
.·- . ;,_ . 

.. . -. . . - " . '. -~-,. - ... ..... .. ' ' . PERSISTS I . . -

. A, · ONE GROUP OF CRITICS HAS ARGUED THAT THE RECOVERY IS ·FRAGILE 

AND C_OULD BE ABORTED BY A SLOWING -DOWN ~F- CONSUMER SPENDING OR . 

fURT~ER EROSI~N OF BUSINESS SPENDING FOR NEW .P~NTS AND 
.· .... 

EQUIPMENT. A CYNICAL VERSION OF THIS ARGUMENT -WARNS . THAT 
- . 

EXISTING FISCAL ·AND MONETARY STIMULUS IS NOT SUFFICIENT TO 

SUSTAIN THE RECOVERY OR THAT IT WILL . BE QUICKLY ~URTAILED_ 

. •. •.. f:OLLOWING THE NATIONAL ELECTIONS . IN NOVEMBER • . OTHER PESSIMISTIC_ 

. FORECASTS INVOLVE THE OUTLOOK FOR INTERNATIONAL MONETARY 

STABILITY AND THE POSSIBILITY THAT FARM OUTPUT ;,1AY AGAIN BE 

DEPRESSED "BY A SERIOUS DROUGHT, · 



-15-

I I I. A ( Co NT' D) 

FORTUNATELY, THE ARGUMENTS FOR NEAR-TERM ECONOMIC COLLAPSE HAVE 
BEEN LARGELY REFUTED BY ACTUAL EVENTS, CONSUMER SPENDING REMAINS STRONG 
AND VARIOUS SURVEYS OF CONSUMER CONFIDENCE HAVE STRENGTHENED, SIGNALS 
OF IMPROVING BUSINESS CAPITAL SPENDING ARE APPEARING--PARTICULARLY THE 
NEW APPROPRIATIONS WHICH PRECEDE ACTUAL OUTLAYS--AND THE FINANCIAL STATUS 
OF MOST COMPANIES HAS SIGNIFICANTLY IMPROVED, BUSINESSMEN ALSO NEED TO 
REBUILD INVENTORIES AFTER SEVERAL MONTHS OF STRONG RETAIL SALES, THE 
MORE STABLE FISCAL AND MONETARY POLICIES NOW IN PLACE AND THE LONG TIME 
LAGS BETWEEN SHIFTS IN THESE POLICIES AND SPECIFIC REACTIONS IN THE 
PRIVATE SECTOR INDICATE THAT FEARS OF AN INEVITABLE POST-ELECTION 
COLLAPSE ARE EXAGGERATED, THE INTERNATIONAL ECONOMIC OUTLOOK IS IMPROV-
ING AS RECOVERY BECOMES MORE WIDESPREAD AND THE NEW MONETARY REFORMS 
PLUS THE IMPORTANT RECOGNITION THAT UNDERLYING DOMESTIC ECONOMIC 
STABILITY IS THE ONLY MEANINGFUL WAY TO ACHIEVE MONETARY STABILITY 
SHOULD HELP PREVENT A REPETITION OF THE CURRENCY CRISES OF THE PAST, 

II I. B -16-
B, A SECOND GROUP OF CRITICS CLAIM THAT THE U,S, ECONOMY IS ALREADY 

RAPIDLY OVERHEATING WHICH WILL CREATE INFLATION PRESSURES LEADING 
INEVITABLY TO RECESSION AND EVEN MORE UNEMPLOYMENT, UNFORTUNATELY, 
THE AVAILABLE STATISTICS FOR MEASURING LABOR AND PRODUCTIVE CAPACITY 
ARE GENERALLY UNSATISFACTORY BUT THERE IS NO SUPPORTING EVIDENCE 
THAT THE ENTIRE ECONOMY IS ONCE AGAIN OVERHEATED EVEN THOUGH 
SPECIFIC BOTTLENECKS ARE BEGINNING TO APPEAR, THE GLOOMY PROJECTION 
OF NEAR-TERM BOOM--THE EXACT OPPOSITE OF THE EXPECTATIONS OF THE 
FIRST GROUP--FOLLOWED BY RECESSION IS ALSO INCONSISTENT WITH THE 
FISCAL AND MONETARY POLICIES OF THE PAST YEAR, IN FACT, THE 
CURRENT EXPANSION HAS BEEN WELL-BALANCED AND ENTIRELY CONSISTENT 
WITH THE GENERAL PATTERN OF OTHER POSTWAR ECONOMIC RECOVERIES, 
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I I I. C 

WHILE EITHER ONE OF THE GLOOMY FORECASTS IS POSSIBLE NEITHER ONE 
IS PROBABLE, THE NEAR-TERM LEVEL OF ECONOMIC ACTIVITY WILL CONTINUE 
TO REFLECT THE FISCAL AND MONETARY POLICIES IN PLACE AND THE IMPROVING 
OUTLOOK FOR PERSONAL SPENDING AND BUSINESS INVESTMENT IN PLANTS, 
EQUIPMENT AND INVENTORY, I AM CONFIDENT THAT IF RESPONSIBLE FISCAL 
AND MONETARY POLICIES ARE FOLLOWED, LEADING TO MORE STABILITY AND A 
MORE REALISTIC DISTRIBUTION OF RESOURCES AND RESPONSIBILITIES WITHIN 
THE TOTAL ECONOMY AS OPPOSED TO THE STOP-AND-GO POLICIES AND 
EXTRAORDINARY GROWTH IN GOVERNMENT SPENDING OF THE LAST DECADE, THEN 
THE PRIVATE SECTOR WILL HAVE THE CONFIDENCE NECESSARY TO EXPAND PERSONAL 
CONSUMPTION AND BUSINESS INVESTMENT, THIS IS THE KEY TO SUSTAINABLE 
ECONOMIC PROGRESS, 

-18-

I I I.D 
THE KEY POLICY ISSUE THEN INVOLVES THE DEBATE OVER THE SUSTAINABILITY 

OF THE CURRENT ECONOMIC EXPANSION BEYOND 1976, IN THE ECONOMIC REPORT 
IT WAS ASSUMED THAT 1976 WOULD BE A GOOD YEAR WITH THE FOLLOWING RESULTS: 

REAL GNP GROWTH 6~2 PERCENT 
INFLATION 5~9 PERCENT 
UNEMPLOYMENT (YEAR AVERAGE) 7,7 PERCENT 

THE FLOW OF STATISTICS SO FAR THIS YEAR INDICATES THAT EVEN THESE 
RELATIVELY OPTIMISTIC ESTIMATES UNDERSTATE THE PROBABLE STRENGTH OF THE 
ECONOMY, THE ORIGINAL ADMINISTRATION ESTIMATES WERE REVISED IN THE 
JULY 15 MID-SESSION REVIEW OF THE FEDERAL BUDGET, REFLECTING THE 1976 
RESULTS, THE REVIEW WILL SHOW: FASTER GROWTH OF REAL OUTPUT, LOWER 
INFLATION AND LOWER UNEMPLOYMENT, (ACTUAL REVISIONS INCLUDE: REAL GNP 
GROWTH 6,8 PERCENT; INFLATION 5,3 PERCENT YEAR-OVER-YEAR AVERAGE GAIN 
IN GNP PRICE DEFLATOR; AND UNEMPLOYMENT OF 7,4 PERCENT, 
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111.D.1 

1, THERE IS NOW GENERAL AGREEMENT THAT 1976 WILL REPORT AN 

EXCELLENT ECONOMIC PERFORMANCE WITH IMPROVING LEVELS OF INFLATION AND 

UNEMPLOYMENT EVEN THOUGH BOTH PROBLEMS WILL STILL REQUIRE CONSIDERABLE 

IMPROVEMENT, 
2. THIS TYPE OF ECONOMIC EXPANSION WILL HOPEFULLY AVOID THE USE OF 

EXCESSIVE FISCAL AND MONETARY STIMULUS WHIOI MIGHT PROVIDE THE TEMPORARY 
APPEARNACE OF EVEN FASTER GROWTH BUT WOULD CREATE SERIOUS RISKS OF 
ANOTHER ROUND OF OVERHEATING FOLLOWED BY AGGRAVATED INFLATION PRESSURES--
THEN RECESSION--THEN EVEN MORE UNEMPLOYMENT, THEREFORE, THE POLICY 
DEBATE DOES NOT CONCERN 1976--BUT THE MEDIUM-TERM FUTURE OF THE U.S. 
ECONOMY, IT WOULD BE MOST UNFORTUNATE IF WE ONCE MORE OVERHEAT THE 
ECONOMY IN ORDER TO ~REATE TEMPORARY BENEFITS AT THE COST OF LONGER-TERM 
STABILITY, 

-20-
IV. POLICY ISSUES -- WHILE THERE ARE ALWAYS RISKS THAT ECONOMIC 

PERFORMANCE WILL FALL BELOW EXPECTATIONS, OR THAT THE ECONOMY WILL 

ONCE AGAIN OVERHEAT, THE MOST LIKELY OUTCOME IS AN EXTENDED ECONOMIC 

EXPANSION IF RESPONSIBLE POLICIES ARE ADOPTED, 

A. fISCAL--THE BEGINNING POINT INVOLVES THE SLOWING DOWN 

OF THE UPWARD MOMENTUM OF FEDERAL SPENDING, 

1. IN FY 1966 FEDERAL OUTLAYS TOTALED $135 BILLION; 
... 

BY FY 1974 SPENDING HAD INCREASED TO $268 BILLION; 

IN FY 1976 THE FIGURE WAS $365 BILLION, AFTER 

DOUBLING IN NINE YEARS, FEDERAL SPENDING~MPED 36 PERCENT 

IN JUST TWO FISCAL YEARS (1974 TO 1976). 
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IV.A.2 

2. FROM 1965 THROUGH 1975 FEDERAL SPENDING INCREASED AT AN 

ANNUAL RATE OF 11 PERCENT WHILE THE GNP INCREASED AT AN 

AVERAGE 8 PERCENT PER YEAR, 

3, THE RAPID MOMENTUM OF RISING SPENDING HAS INCREASINGLY 

RESTRICTED ECONOMIC PLANNING BECAUSE THE BULK OF THE 

FEDERAL BUDGET (ESTIMATED 75 PERCENT) IS CONSIDERED TO 

BE UNCONTROLLABLE, 

- 22 -
IV.A.4. 

4, FOR 1977 THE PRESIDENT ORIGINALLY PROPOSED A BUDGET OF 

$396 BILLION, (THE CURRENT ESTIMATE IS NOW $400 BILLION WHICH 

IS BASED ON $396 BILLION PLUS CONGRESSIONAL ACTIONS THAT WILL 

TAKE THE FIGURE UP TO $400 BILLION,) THE HousE AND SENATE 

HAVE PASSED A JOINT RESOLUTION THAT RECOMMENDS A SPENDING 

FIGURE OF $413 BILLION, WHILE IT IS ENOOURAGING TO NOTE THE 

EFFORTS OF THE CONGRESSIONAL BUDGET COMMITTEES l BELIEVE THAT 

THEIR RECOMMENDED BUDGET DOES NOT GO FAR ENOUGH IN CONTROLLING 

SPENDING IN 1976 GIVEN THE STRONG PRIVATE SECTOR RECOVERY THAT 

HAS OCCURRED, EVEN MORE IMPORTANT, THE CONGRESSIONAL SPENDING 

RECOMMENDATIONS WOULD RESULT IN A HIGHER TREND OF OUTLAYS IN 
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THE FUTURE AS GOVERNMENT PROGRAMS TEND TO EXCEED INITIAL SPENDING 

PROGRAMS, THE $13 BILLION DIFFERENCE ($413 - $400 BILLION) MAY 

NOT SEEM SIGNIFICANT IN A TOTAL BUDGET OF ALMOST $400 BILLION OR 

A GNP OF $1.7 TRILLION BUT $13 BILLION WILL EXPAND TO MUCH 

LARGER TOTALS IN THE FUTURE, UNFORTUNATELY, THE BUDGET DEBATE 

TYPICALLY FOCUSES ON CURRENT OUTLAYS RATHER THAN THE FUTURE 

CLAIMS THAT ARE CREATED BY CURRENT BUDGET DECISIONS, THIS 

MISTAKE HAS FREQUENTLY BEEN REPEATED OVER THE YEARS WHICH EXPLAINS 

THE UNANTICIPATED SURGE OF SPENDING TO AT LEAST $400 BILLION AS 

EXISTING COMMITMENTS INCREASED AND NEW PROGRAMS WERE CONSTANTLY 

ADDED WITHOUT ELIMINATING ANY LOWER-PRIORITY ACITVITIES. THE 

PRESIDENT'S RECOMMENDATIONS 

IV.A.4 (CONT'D) 

EXPLICITLY ATTACK THIS PROBLEM BY BEGINNING THE NECESSARY 

PROCESS OF SLOWING DOWN THE RATE OF INCREASE SO THAT A 

BALANCED FEDERAL BUDGET CAN BE ACHIEVED IN THREE YEARS--

BY FY 1979. THIS WILL NOT BE AN EASY GOAL BUT IT IS A 

POSSIBLE ONE IF WE STOP DELAYING THE NECESSARY CORRECTIVE 

ACTIONS, 

-- -----
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\ J',,:, TO MONETA~ Y ?O'~ICY., ~•/HICH IS BASICALLY THE RESPONSIBILITY OF THE 
'fEDcR.~L RESERVE SYSTE i'-\ ., THE VARIOUS TARGETS FOR EXPAt~SION OF THE i~Oi'!~Y 

- SUPPLY APPEAR TO BE CONSISTENT WITH THE STABLE ECONOMIC EXPANSION 
PROJECTED. MONETARY AUTHORITIES HAVE REPEATEDLY EMPHASIZED THAT THEY 
WILL NOT PERMIT A CREDIT CRUNCH TO DEVELOP BUT THEY HAVE ALSO BEEN 
SENSITIVE ABOUT INCREASING THE MONEY SUPPLY TOO RAPIDLY LEADING TO AN 
UNWANTED EXPLOSION OF OUTPUT AND INFLATION. · DES~ITE ERRATIC MONTHLY 
MOVEMENTS IN THE MONETARY STATISTICS IT APPEARS THAT EXISTING POLICIES 
HAVE BEEN EFFECTIVE IN ACHIEVING THE TARGETS IDENTIFIED A YEAR AGO 
(MAR CH 1975) • THE COMBINED GROWTH OF CREDIT AND A RAPID TURNOVER RATE '· -
OF MONEY (VELOCITY) HAVE BEEN ADEQUATE TO SUPPORT THE ECONOMIC RECOVERY _. _ 
THAT HAS OCCURRED OVER THE LAST YEAR. Hm•IEVER., IT MUST BE EMPHASIZED -
THAT MONETARY POLICIES MUST BE MATCHED BY _ RESPONSIBLE FISCAL POLICIES. 
THE T\~O POLICIES ARE CLOSELY LINKED AND MISTAKES IN ONE SEci:-oR INEVITABLY 
CAUSE DISTORTIONS IN THE _OTHER-ONE, 

- .-·· . 

-

- IV. C - 26 - . 

(, ANOTHER IMPORTANT FACTOR IN THE LONGER-TERM PERFORMANCE OF THE 
U.S. ECONOMY INVOLVES THE ADMINISTRATION'S EFFORT TO IMPROVE EFFICIENCY 

. AND PRODUCTIVITY BY ELIMINATING UNNECESSARY REGULATORY AND ADMINISTRfil.TIVE . 
BARRIERS WHICH HAVE INCREASINGLY RESTRICTED THE PRIVATE SECTOR. _ THE 
GROWING INTERVENTION OF THE GOVERNViENT IN PRIVATE ECONOMiC ACTIVITIES HAS 

RESULTED IN A STRONG NEGATIVE REACTION, THE ADMINISTRATION HAS ALREADY 
PREPARED SEVERAL DEREGULATION BILLS -- FOR RAILROADS., AIRLINES AND 
TRUCKING (TRVCKING BILL HAS NOT BEEN SENT TO CONGRESS) AND HAS BEEN 
WORKING WITH REGULATORY AGENCIES AND INDIVIDUAL DEPARTMENTS TO ACHIEVE 
I NTERN,C..L REFORMS, FOR EX.t\MPLE., THE PRES I DENT HAS DIRECTED THE DEPARTMENTS 
AND AGENCIES TO REDUCE THE NUMBER OF FORMS BY 10 PERCENT. THE 

ADMINISTRATION IS NOW PREPARING A COMPREHENSIVE PLAN WHICH WILL DETAIL -
DEREG UU\ TI ON -·EFFORTS OVER THE NEXT FE\'/ YEARS, THERE HILL., OF . CO URSE., 
ALWAY S BE SOME AREAS REQUIRING GOVERNMENT REGULATION BUT THE PENDULUM 
CLEARLY NEEDS TO SWING TO WARD TH~ ELIMI NATION OF MUCH OF THE UNWA~TED 
AND u:-i r:ECESSAR Y RESTRICT IO NS THAT HAVE ACCU>1ULATED OVEK THE YEARS, 
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'f I :__; I CAPITAL 

.,_ 'r G:; ~ OF THE t<0 S: I>:?0RTANT POLICY ISSUES INVOLVES THE ilEED TO 

INC RE ASE CAPITAL I NV ESTMENT IN THE UNITED STATES. UNLESS THERE IS A 

TILT Tm~ARD CAPITAL INVESTMENT THE U.S. ECONOMY IS LIKELY TO CONT!i-WE 
EXPERIENCING EXCESSIVE INFLATIONJ UNEMPLOYMENT AND PRODUCTION 

BOTTLENECKS, lN SHORT., CAP1TAL FORMATION IS FUNDAMENTAL TO CREATHiG 

THE JOBS \'IE WILL NEED IN THE FUTURE. GENERAL ESTIMATES OF THE AMOUNT 

OF INVESTMENT FROM 1974 TO 1985 TOTAL APPROXIMATELY $4 TO $4-1/2 TRILLiml. 

THAT . TOTAL IS APPROXIMATELY THREE TIMES THE AMOUNT COMMITTED DURH~G 

THE 1950 TO 1973 FIGURE. TO I NCR EASE THE I NVESTMEtIT LEVEL WI LL REQUIRE 

·A SHIFT OF APPROXIMATELY 1 PERCENT FROM CONSUMPTION TmiARD INVESTMENT. 

IV.D. (CONT'D) 

· l AM CONFIDENT THAT THIS BASIC GOAL CAN BE ACHIEVED IF THREE 

BASIC ADJUSTMENTS ARE MADE: 

1. THE FEDERAL BUDGET IS BALANCED OVER TIME SO THAT THE POOL 

OF CAPITAL IS ADEQUATE TO FILL PRIVATE INVESTMENT NEEDS, 

2. (ORPORATE PROFITS ARE ADEQUATE TO PROVIDE NECESSARY 

INVESTMENT INCENTIVES AND PART OF THE FINANCING. 

3. THE TAX SYSTEM IS SUPPORTIVE OF CAPITAL INVESTMENT, 

_-. ..._ - -
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A FINAL SUBJECT OF GREAT PERSONAL CONCERN INVOLVES THE FUTURE O? 

THE FREE ENTERPRISE SYSTEM, THE U.S. ECONOMY HAS BEEN CHARACTERIZED 

BY UNUSUAL CREATIVITY AND PRODUCTIVITY, NEVERTHELESSJ THE FREE ENTERPRIS 

SYSTE~l IS UNDER ATTACK FROM SEVERAL DIFFERENT DIRECTIONS AND THERE ARE 

NUMEROUS EXAMPLES OF UNFORTUNATE DISTORTIONS OF THE SYSTEM RANGING FROM 

THE COUNTER-PRODUCTIVE USE OF WAGE AND PRICE CONTROLS TO RECOMMENDATIONS 

FOR CAPITAL ALLOCATION SCHEMES, IT IS IRONIC THAT SUCH CRITICISM SEEMS 

TO BE INCREASING AT A TIME WHEN THE EXPERIENCES IN OTHER COUNTRIES HAVE 
CLEARLY DEMONSTRATED THE FAILURES OF CONTROLLED ECONOMIES. IT IS · 
IMPORTANT FOR THOSE OF US WHO BELIEVE IN THE FREE ENTERPRISE SYSTEM 

.. 

· ~STRENGTHENING THE SYSTEM. 

. i 

l 
1 
' ., 

·J 
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ROBERT MACNEIL: Jimmy Carter formally opened the 1976 
presidential campaign today implying that Gerald Ford as a Herbert 
Hoover reincarnate, unwilling to take action to put people back to 
work. Carter began his Labor Day kickoff on the steps of Franklin 
~oosevelt's vacation home at Warm Springs, Georgia. In a speech 
heavily spiced with references to FDR and John Kennedy, Carter said 
he hoped to restore confidence to the economic system, as Roosevelt 
did, and to get the country moving again, as Kennedy promised. 

He zeroed in on the latest unemployment figures, issued 
on Friday. The rate had been less, he said, than 4% when President 
Johnson left office, less than 3% when Truman left, and was now 
7.9%. 11 Under this Republican Administration, the unemployment 
rate has been the highest since the Hoover Depression. It is 
obvious that good leadership makes the difference, " Carter aaid, 
and headed off for a campaign swing through 11 states in five days. 

President Ford's Labor Day was quite different. 

Jim? 

JIM LEHRER: Yes, Robin. The President spent the day at 
the White House, relaxing, confering with various governmental 
officials, and issuing a Labor Day message. He will not officially 
launch his campaign until next week, with a apeech at his alma 
mater, the University of Michigan at Ann Arbor. 

Friday's unemployment figures were clearly not good news 
for the Preaident. Alan Greenspan, the President's chief economic 
adviser, had predicted just two months ago that the unemployment 
rate would be down to 7% by the first of the year. But after Friday, 
Mr. Greenspan and others are conceding that'• probably not going to 
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happen. 

Thre trend had been downward during the first five aontha 
of the year, though. From a 7.8% in January, it was down to 7.3% in 
May. But 1ince then, it'• gone back up to its current 7.9%, which 
represents 7 1/2 million people out of work. 

The President's people emphasize that there were 1ome good 
news to come out of the August report: 74,000 previou1ly unemployed 
people did find jobs during the month. The Pre1ident himself, in 
his Labor Day meaaage, also stressed the positive, noting that a 
record 88 million Americans are now gainfully employed, adding, 
however, that, quote, we can't be satisfied until every American 
who wants to work has a meaningful and productive job. He made no 
reference to Friday's new unemployment figures. 

MACNEIL: So, tonight, we take a closer look at what these 
figures will mean in the election campaign which formally opened 
today, how the Carter and Ford camps will attempt to use them tacti-
cally, and what each side is planning to do about unemployment. 

LEHRER: With us are two men who are intimately involved 
in shaping the differing economic policies of Ford and Carter: 
Jerry Jasinowski for Carter and Sid Jones for Ford. First, Mr. 
Jones. He is the Assistant Secretary of the Treasury for Economic 
Policy. He formally served as Assistant Secretary of Commerce for 
Economic Affairs and as a staff economist and special assistant to 
the President's Council of Economic Advisers. 

Mr. Jones, do you read these new figures as bad news 
for the Administration and the President? 

ASSISTANT SECRETARY OF THE TREASURY SIDNEY JONES: Compared 
with what I hoped for yesterday, I think they're disappointing. 
Compared with what I thought a year ago, I think they're far ahead 
of what we expected. 

LEHRER: Far ahead of what you expected. 

SECRETARY JONES: Yes. We anticipated 7.7 as an average 
figure for the year. We recognized early in the year that for 
statistical, seasonal adjustment reasons, we were ahead of the 
game, but we recognized that there'd be a summer gilch, and we're 
in that period. 

LEHRER: Do you think the rise is going to continue at 
this point? Is this an indicati~n of a continuing rise? 

SECRETARY JONES: It's very hard to tell, because you've 
got two parts in that rate; you've got how many people are coming 
into the labor force and you've got the number of people who are 
literally unemployed. People coming in are being employed very 
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rapidly, up to four million people in the last year and a half. But 
the people are coming in so rapidly, you can't absorb them, and the 
unemployment rate is sticking. 

To answer your question, yes, I think the unemployment 
rate will go down, but I thought it would go down this morning, also. 

LEHRER: Yes, yes. 

Well, in terms of it becoming an issue in this presidential 
election, it had been said, up till this point, that it could be --
that economic matters and unemployment, etcetera could become a posi-
tive thing for President Ford, rather than a negative thing. Do you 
think that's still true, if this trend continues? 

SECRETARY JONES: Well, what trend? The unemployment trend? 

LEHRER: Yes •.• 

SECRETARY JONES: If that were to be negative, that would 
be a very negative factor for the President. If you look at the total 
economy, you've got four or five variables. You've got output, you've 
got inflation, you've got the foreign situation, you've got unemploy-
ment. I would assume most people, and certainly most economists, 
would look at the mix. 

Unemployment's are sore thumb. Employment is good, output 
is excellent, inflation is 40% of what it was a year good; we have 
a firm and stable international situation. If you want to pick out 
a sore thumb and say that's an issue, fine; it's a very negative 
factor. 

LEHRER: Well, what is the Administration'• basic position 
on these figures, then, to go back to the first? Do you feel -- I 
mean, for instance, Ron Nessen, when they were announced Friday, 
the President's press secretary, said there was a feeling of dis-
appointment, that they expected things to get better. Is that 
basically what you're saying, too? 

SECRETARY JONES: I think you have to take time frame. 
And as I say, if you'd asked me a year ago what I expected, we're 
ahead of that; and if you asked me yesterday what I expected, it's 
a disappointment. 

LEHRER: Yes, yes. What did you expect a year ago? 

SECRETARY JONES: We thought it would be about 8-8.2, 
something of [unintelligible]. ·see, we got up to nine; and what 
you have to do is you accumulate problems for about a decade, and 
then you've got solve them, and it takes some time. You start with 
output, you start with inflation, you start with international; and 
those are also ahead of track. The unemployment figure comes down 
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alowly. What we're looki~g for, we're ahead of track. Aa I aay, 
we thought 7.7 for the year, maybe 7.4 by year-end. And then we 
got euphoric, and aaid maybe 7, down to 7, maybe even under aeven 
by year-end. Green1pan mentioned that on Friday, when he coaaented 
on it. 

My own view is that if you look at the total mix, the 
Administration does not use the economic platform, they're aaking 
a great mistake, because it'• better than we thought and it'• a 
very solid recovery. We've got the beat chance we've had in a 
decade to have a su1tained economic growth. And if you look at 
it five years from now, I think my colleague here and I will 
arrive at about the same place. If you ask me what my goal la 
in compassion ••• 

[Confusion of voices) 

LEHRER: All right, fine. Thank you. 

Robin? 

MACNEIL: Jerry Jasinowski is one of the inner circle 
of experts shaping Jimmy Carter's thinking on the economy. Hi1 
title is Economic Issues ~oordinator. And before this, · he was 
aenior economist with the Joint Economic Committee of Congress. 

Mr. Jasinowski, how do you read the figures? 

JERRY JASINOWSKI: Well, I think they represent bad news 
for the economy, because they 1how an increase in unemployment 
three straight months in a row and they 1how unemployment up by 
600,000. So the trend is a bad trend. 

In addition to that, it's bad news because the level that 
this bad trend started from was a historically high level of unem-
ployment. We now have had, under President Ford, the highest levels 
of unemployment between the Great Depression and the inauguration 
of Gerald Ford. 

So, the level is extremely high. And I believe that people 
who say this level is not too serious just have set their sights much 
too low. 

Finally, I think it's bad news because of the people that 
are affected. We're not just talking about statistics. We're 
talking about human beings, we're talking about the loss of their 
income; people are going on welfare, an increase in alcoholism, 
increase in crime, and a whole host of other problems that are 
associated with high unemployment. 

It's my view that high unemployment is a form of 1ocial 
cancer. To the extent we tolerate it the way we do in this country 
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and the way ve have in the last several years, it'• a serious pToblem. 

MACNEIL: Would you say in the Carter camp the feeling is 
that these figures have played into your hands, tactically? 

JASINOWSKI: Well, the figures have been consistently bad 
for three months in a row now. So I think the view is that in a 
political sense they're favorable, although in a national sense 
they're a tragedy. 

MACNEIL: Do you agree with Mr. Jones that this new 
increase over the last three months is a temporary phenomenon 
caused by the large numbers of people coming into the workforce, 
and is going to taper off again? 

JASINOWSKI: Well, I do think that it's hard to imagine 
the unemployment rate continuing to rise month-in and month-out. 
I think aoat economists have expected -- would have expected the 
unemployment rate to decline today. I certainly did. And the 
fact that it continues rise, I think, surprises moat forecasters. 

MACNEIL: So, your reading is not dissimilar from the 
Administration's economist'• reading that this is not a serious 
interruption, or the symptom of a serious interruption, of recovery 
from the recession. 

JASINOWSKI: No, I wasn't saying that. I was saying 
that I'm surprised at the numbers. But if you look below the 
numbers, although the increase in the labor force has some bearing 
on the unemployment rate, the employment increases in the last 
several months have been very weak. In the month previous to 
this, employment went down. It went up only by 70,000 people 
this month, which is a very small amount for an economy the size 
that we have. And if you look at the other economic indicators 
that have been coming out, with low retail sales and housing 
starts and persistent indicators that the recovery is sputtering 
and faltering, it's not clear at all that the recovery is solid 
and assured. We have grave doubts about it. 

MACNEIL: But there are other indicators, surely -- I'm 
not an economist, so I defer to you, but there are other indicators, 
surely, that could be read the other way. For instance, the Wall 
Street Journal's report that industry has finally begun the spurt 
in purchases of new equipment and plant that has been so long 
awaited as a major sign of recovery. 

JASINOWSKI: I think that's right. 
and the economists who say they know exactly 
are probably kidding people. But the summer 
summer. We've gone from an increase in real 
the first quarter, which was rather high, to 
to something slightly above 4% in the second 

It's a mixed picture, 
what'• going to happen 
has been a very slow 
output of 9.6% in 
something about 9.2, 
quarter. And people 
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were ••ying we'd go back up to 6% in the third quarter, and it 
look• doubtful now that we will. And I think that on balance 
there are aore unfavorable indicator• for the future of the re-
covery than there are aolid onea. 

MACNEIL: Okay. 

LEHRER: Let'• get back to specific• now on uneaployaent 
and talk about goals, what the unemployment rate each one of you 
are ahooting for, and in what time frame. Mr. Joneaf 

SECRETARY JONES: Well, the caaebook example ie you want 
no unemployment. 

LEHRER: Sure. 

SECRETARY JONES: If you want to talk realiatic, over the 
last 21 years, we've had an unemployaent rate of 5.2%. 

LEHRER: On an average. 

SECRETARY JONES: On an average over the laat 21 years. 
Bow, we can do better than that if the present demographic trends 
continue. In the '80a we're going to have a •ery dramatic turnaround 
in the employment aituation. But for right now, given the next two, 
three, four years, our five-year forecast is for a gradual, a steady, 
and a continuous d~cline in unemployment. 

LEHRER: Down to where? 

SECRETARY JONES: Down to about the 5% ground by 1980, 
let's aay. 

Now, some would aay that's lacking in compassion. The 
response to that is that there is absolutely no difference in the 
unemployment goal or the degree of compaasion [unintelligible], 
otherwiae are raising rhetoric. 

The reality is there is a difference between how you 
achieve thoae goals, the risks that you run in achieving thoae 
goals. I would aay that there are indicators in the future 
[unintelligible]. 

LEHRER: We just heard a san say that. 

SECRETARY JONES: I find that bard to believe when you 
look at retail aalea, which are ·up far ahead of the achedule we'd 
anticipated, personal consumption up 11% in the last 12 aontha. 
When you look at business investment, which is coming several 
month• behind when we thought it would, but it'• becoming very 
evident now, when you look at the inventory swing, when you look 
at the pattern of international affairs, and then you aay that 
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there are economic indicator, that are bad, what you're doing 
i1 picking out apecific [unintelligible], alao picking out the 
apecific [unintelligible] on the unemployment rate. 

LEHRER: Mr. Jaainowaki? 

JASINOWSKI: Well, I think that the record of the Repub-
lican Adminiatrations that we've had on predicting good times ia 
fairly well known, and I think that they have ,aid for a long time 
that we were going to have balanced budgets, we're going to have 
lower unemployment, low inflation. And very consiatently, we have 
not. 

Now, I think that the record speaks for itself. And I 
think that we've had some improvement this year; no one would deny 
that. But it's been improvement from the worst recession since the 
Depression, and we still have the worat combination of unemploy-
ment and inflation in the 20th Century. That's a serious problem. 

LEHRER: What are your goals? 

JASINOWSKI: Well, with reapect to .•• 

LEHRER: Unemployment ••• 

JASINOWSKI: ••• unemployment, the goal ia to attempt to 
achieve 4% unemployment by 1980, and we are firmly committed to that, 
ao that it'• not a case of just aaying that we're for that, but it's 
a firm, atrong commitment. We believe it can be done by wide acale 
government reform of unemployment programs, of inflation programs, 
and by using carefully-targeted employment programs to get at the 
pockets of unemployment that we are not getting to in thia country. 

LEHRER: So, in summary, you would say, Mr. Jone1, 5% by 
1980 would be -- in a slow, gradual way, you think that's where 
we're going to be. You would aay by 1980 4% is -- anything over 
4% would be unacceptable, and your man, Jimmy Carter, ia aaying 
if he's elected President, that's what he will do. 

JASINOWSKI: That'• right. 

MACNEIL: Let's look at how the two camps would go about 
achieving this. I wonder whether there is that much confidence in 
being able to do it. I saw both sides quoted, started with you, 
Mr. Jasinowski, in The New York Times last month, and you were 
quoted as saying the economics profession just doesn't know as 
much about this issue as it aho~ld. And, Mr. Jones, Alan Greenspan, 
whom you quoted a moment ago, the chief economic adviser to the 
President, was quoted in the aame issue as saying the Administration 
studied dozens of plans to alleviate hardcore unemployment without 
finding one it feels would be effective. 
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Bow, do you expert• really know with any confideuce bow 
to go about reducing the unemployment figure, hardcore unemployaent, 
to the percentages you've ju1t been talking about? Kr. Jone1T 

SECRETARY JONES: Well, if you look at the last decade, 
the hardcore unemployment you refer to bas average .9 of 1%. That'• 
what we're talking about, getting at these tragic individuals; and 
I would emphasize their tragedy. 

MACNEIL: Where do they come in that 4 to 5 percent range? 

SECRETARY JONES: They're the hardcore part, and the other 
two-thirds are basically going 1omewhere. They're moving to a new 
job, they're reentering the labor force, they're searching a new 
job for the first time; it's taking them an average of four to 1ix 
weeks to find that job. 

But the group I think you're talking about are those 
tragic 15 weeks or more, 1% -- .9 of 1% of the labor force. 

Last year the Administration 1pent -- or, the govern-
ment, not the Administration, spent $9 billion on specific aanpower 
training programs. It spent another 18 or 19 billion dollar, on 
unemployment compensation benefits. We have tried on-the-job 
training, we have tried institutional programs. Some of them are 
excellent. But on balance, we're having great difficulty in linking 
up a government program with a real job. 

You asked what the Ford Administration proposes. It i1 a 
1table elimination of the 1top-and-go economic program that we've had 
for decades, which created the inflation, which created the unemploy-
ment and recession, which properly is called the worst recession 
since the Great '30 Depression. 

Now, the key to this thing, in my mind, is to create some 
real jobs. That means proper investment. Proper investment -- every 
study we have in hand, ranging from univer1ities, research institutes 
within the government, banks, and industries, every one of those 
studies says that you must have an increase in capital formation; 
you've got to have, in every one of those studies, a balanced federal 
budget. In fact, most of them 1how a 1mall surplus. 

Put that in juxtaposition with a deficit in 16 of the last 
17 years, of 39 of the last 47 years, put that in juxtaposition with 
a federal program -- it was referred to as the Republican inflation, 
the Republican recession. That's absurd. It was a joint congres-
sional 1etting of the budget which led to those deficits, along with 
executive action programs. We've had a deficit which ha• re1ulted 
in a half a trillion dollars being {unintelligible] out of the capital 
markets. 

That's our problem. That'• the risk that we're unwilling 
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to run for abort-term expediencies in a couple of aonths. 

MACNEIL: Mr. Jones, could you give us your theme 
in a aentence or two, ao I could then ask Mr. Jasinovski? 

SECRETARY JONES: Specific programs, the manpower training 
programs for the bard core. For the major creation of joba, 
capital formation. That requires a balanced federal budget over 
time. 

MACNEIL: Thank you. 

Mr. Jaainowski, what's Jimmy Carter going to do to tackle 
this problem, and how does it differ? 

JASINOWSKI: Let me say that, first, I don't think the 
problem today is just the hardcore unemployed. We have 7.9% unem-
ployment. That's the same level of unemployment we had 20 months 
ago. So there's been no improvement with respect to total unem-
ployment. And that's because we haven't had a coordinated monetary 
and fiscal policy, a stable set of economic policies, plus these 
targeted unemployment policies that I've talked about. 

Now, I think the first thing that h~s to be done to deal 
with this problem is we ·really have to recommit ourselves to putting 
people back to work. A strange thing has happened in the last 10 
years. It used to be the Democrats were strong supporters of wel-
fare and income-transfer programs, and the Republicans were atrong 
supporters for work. We've had a switch in that and we've bad a 
situation where the Republicans have aimply lost some of the force 
behind the work ethic that they had. And the Democrats have not 
picked that up. And that's terribly important. 

You cannot marshal the national policies, which have to 
cover a whole range of ·programs, unless you're really committed 
to putting people to work. And then what you do to do that is 
you follow up with a whole set of programs that cover everything 
from housing to improved training programs for those people who 
are unskilled and cannot maintain permanent jobs. You consolidate 
the youth employment programs that you have now and maybe go back 
and develop some of the CCC kinds of programs that we had for years. 
You provide incentives for the private sector so that they have 
sufficient capital and can participate in this process, and you 
reform existing employment programs that you've got now. 

We're spending a lot of money on employment programs, 
and they aren't working. But the challenge is to make to them 
work. 

MACNEIL: How would you aummarize, in a aentence, the 
difference between the Carter approach and the Ford approach? 
Because Mr. Jones was alao emphasizing capital formation and aid 
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to induatry in creating joba? 

JASINOWSKI: Well, I think the key difference i• that --
Mr. Jone• is right, that we've got very high deficit•, and they're 
a major problem. The cause of those deficit& ia economic atagnation 
and hig~ unemployment. You've got to recommit your•elf to the work 
ethic, and then you've got to develop a comprehensive, across-the-
board •et of national policies that do that that begin by reforming 
existing employaent programs, in doing all the thing• that we need 
to do, on a priority basis. 

LEHRER: You know, Mr. Jones, Mr. Ja1inowski, everybody'• 
committed to the idea of putting people back to work. I aean that'• 
not an issue. I'd ask you both, where'• the money going to come 
from, specifically? You've just outlined all kinds of programs, 
and you outlined aome. You mentioned the Administration spent 9 
billion on one program, 18 ••• 

SECRETARY JONES: The government. 

LEHRER: Okay, right. You corrected yourself. All right. 

But you're coming from the outside. In other words, your 
man wants to come in and do better. He says he can do better. 
You've just outlined a lot of things. 

Now, where's all this money going to come from to do the 
things that you think the Federal Government should do? 

JASINOWSKI: Let me aay that ••• 

LEHRER: And balance the budget at the same time. 

JASINOWSKI: Let me say that I don't agree with you that 
everybody wants to put people back , to work, because we really have 
had a scandalous increase in unemployment compen1ation and welfare. 
We have had in the last couple of years a $23 billion increa1e in 
tho1e two programs alone. And I've talked to a lot of economists 
who simply •ay it's better to give people extended unemployment 
compensation rather than try to devi1e a program that put them to 
work. 

So, when you look at that whole range of programs and 
their cost, it's enormous. And the way you can gear these other 
things i• to reform government and stop paying ••• 

LEHRER: But what does that mean, Mr. Jasinowski, "reform 
government"? I hate to be ••• 

JASINOWSKI: Well, it means that you take extended unem-
ployment compensation -- we've been extending unemployment compen-
sation •o that it's now over 60 weeks. And instead of extending 
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unemployment compensation, you find jobs for people to do. 

LEHRER: What do you think of that idea? 

SECRETARY JONES: Does Kr. Carter really believe you 
should not have extended unemployment compensation? 

JASINOWSKI: He believes that we've extended it beyond 
the levels that it ought to be, and that we ought to find ways 
to put people to work instead of ••• 

65 weeks? 
SECRETARY JONES: And he would cut it sharply back from 

JASINOWSKI: Well, he's interested •.• 

[Confusion of voices] 

JASINOWSKI: He's interested in cutting it back from 
whatever it is. 

SECRETARY JONES: How many weeks? How many weeks? 

JASINOWSKI: We're not going to say that we're going to 
cut back to some arbitary number at this point. It's a very 
serious problem, because a lot of these people are now on unem-

, ployment and they have nothing. But the challenge of the Federal 
Government is to find a substitute for those high levels of unem-
ployment compensation and welfare, 

LEHRER: What kind of •• , 

SECRETARY JONES: May I answer that? 

LEHRER: Yes, sure. 

SECRETARY JONES: See, this is the problem. What we 
get is rhetoric. They say, We're going to reform this, we're 
going to be more creative, we're going to do more things." 

What we have is a program, which we've had for two years. 
It came in during a debacle: accumulated pressures of more than a 
decade that created these pressures. A stable set of policies was 
put in place. It was coordinated. We meet every morning at 8:30. 

LEHRER: Who's "we"? 

SECRETARY JONES: The Economic Policy Board, which is the 
Secretary of the Treasury, the pirector of Office of Management and 
Budget, and all the economic leadership of the Administration. 

Now, we have a specific program; we've laid it out. We 
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have laid out a 1pecific budget, vhich would have balanced the budget 
by 1979, fiacal year. That va1 not accepted by the Congre11 becauae 
they in with higher •pending figurea. 

better. 
happen. 

lut you just can't, a1 a candidate, 1ay, "I'a going to do 
I'• reform thing1, 11 becau1e the record 1ugge1t1 it doe1n't 

Pre1ident Ford, in January of 1975, 1ubaitted $18 billion 
in 1pecific reciaions and deferral,. Two billion dollar• of tbo1e 
were accepted. Instead of having a deficit of much lover porportions, 
we vent up to 1pending 1ignificantly, $16 billion, higher; ve had a 
deficit of record proportion,. 

Now, what we have to do is look at what's happened, look 
at what people have 1aid -- did it actually happen? In the case of 
the Ford program, that'• what you look at. Inflation wa1 12%; it'• 
now 5.4 over the last 12 month• on tbe con1umer prices, or 5 1/2 on 
the GNP deflator. 

And if you aay that you're going to knock out extended 
unemployment compensation, and don't come out with a 1pecific pro-
gram to replace that, that'• merely rhetoric. 

LEHRER: That'• juat rhetoric? 

JASINOWSKI: No, I don't think it's rhetoric. I think 
that it'a not just unemployment compensation; it's welfare, it'• 
the whole bundle of money we're now spending to keep people on 
unemployment. It'• a lot of money. A1 I've indicated, it'• over 
$20 billion. That money can be inve1ted in people, and in 1kill 
training, in bouaing; and programs can be developed so that people 
can be put to work, rather than kept on that. And that's terrible 
crucial for us to do that. 

LEHRER: And it can be done without increasing the budget 
to incredible proportions, and all of that. Within the limit• of ••• 

JASINOWSKI: Let me just take Mr. Jones' example of the 
'75 budget. I took a look at that budget the other day. It came 
in from the Preaident as a budget that propoaed a $9 billion deficit, 
because we were already in 1ome trouble. That deficit went up to 
over $40 billion. I analyzed what caused that increase in the 
deficit. It was all lost revenue,, because of the deepending 
reces1ion, and increased unemployment compensation and welfare. 

SECRETARY JONES: And that'• -- that's ab1olutely not 
right. The ero1ion of revenue•· did not result in that. It was 
the increase in 1pending from 349 to 365, plus a partial erosion 
of revenuea. 

I happen to be in charge of revenue forecasting at the 
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Treasury. 

LEHRER: Let me see if I can get you all to agree on one 
thing, in the final 30 seconds that we have. Can you predict for 
me what you think the unemployment rate's going to be on Election 
Day? Mr. Jones? 

SECRETARY JONES: 
dictions: 7 1/2 percent. 

I always make very bad short-term pre-

LEHRER: Mr. Jasinowski? 

JASINOWSKI: I think, and I hope, it'll go down. I think 
it'• hard to predict an exact number, but I think something in the 
range of 7.5 to 7.9, today's present figure. 

LEHRER: Okay. Well, you're not too far apart on that. 

Gentlemen, thank you very much. 
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UNEMPLOYMENT--ISSUES 

I. Positive Factors 

II. Criticism of Proposed Initiatives 

III. Response to Specific Criticisms of Administration 

I. Positive Factors 

A. Since the turning point in March-Aprii 1975, _real output, · 

inflation, employment and international trade 

and investment have all recorded major gains. 

B. As to employment measures, the unemployment 

rate is still far too high although.it has 

declined from its postwar peak. Other employment 

figures have improved considerably: number employed, 

new jobs created, the ascension rate, hours worked, 

overtime and help wanted advertising. 
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C. During this transition period government programs 

have attempted to soften the blow through: 

(1) manpower training measures; (2) the extension 

of unemployment compensation benefits; and public 

service employment programs . 
. , 

D. We now have a chance for extended economic 
J 

expansion if responsible policies are sustained • 

. i 
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II. Criticism of Proposed Initiatives 

Key Point: Promises more than can be delivered. 

A. Unrealistic Goals 

1. Unemployment during last 25 years has 

averaged 5.3 percent. 

2. Only three times in 25 years has unemployment 

rate reached that rate (late 1960's when the 

economy overheated). 

3. It ignores the composition and mobility of 

the labor force. 

I 

' 
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B. Planning mechanism suggestion is unworkable, 

even counterproductive. 

1. We already have a planned economy on a 

decentralized basis. 

2. No evidence in our economy or in other 

economies that planning is feasible or 

effective. 

3. Effective way to create jobs is not through 

arbitrary government planning, but by increas-

ing capital investment in the private sector. 



c. It is an inefficient way to approach unemploy-

rnent. 

1. Cost of public service jobs compared to 

other programs (Economic Report). 

2. The effects wash out over time.· 

3. Davis-Bacon Act prevailing wage mistake. 

4. Curtails labor mobility. 
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III. Response to Specific Criticism of Administration • . 

A. Single-minded concentration on single goal 

of inflation. 

B. Created recession and unemployment on. purpose 

for demand management purposes. 

C. Lacking in compassion. 

D. Too slow. 

E. GNP gap argument. 

i 
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THE CHALLENGE OF ECONOMIC LEADERSHIP 

The challenge of leadership is to look beyond the current 
expansion to consider the long-term outlook for the U.S. 
economy. My good friend Paul W. McCracken once described this 
process as looking across the valley to see what is on the 
other side. His message was: "What will be different on the 
other side of the valley is far more relevant to business 
planning than the valley itself."* Such advice is particularly 
meaningful at this time because of the basic need for more 
stability in our economic policies. 

I. BACKGROUND OF CURRENT DECISIONS 

In the mid-1960's the United States began an unfortunate 
series of economic booms and recessions: serious overheating 
of the economy created severe price pressures; accelerating 
inflation caused recessions by restticting housing construction, 
personal spending and business investment; the recessions 
created unwanted unemployment which wastes resources and causes 
personal suffering; rising unemployment too often triggered well-
intentioned but poorly planned and ill-timed government fiscal 
and monetary policies setting off another round of excessive 
stimulus leading once again to overheating--inflation--recession--
unemployment and even more government intervention. To break 
this unfortunate cycle and return the U.S. economy to full 
output, four guidelines are required. 

*Paul W. McCracken, The Other Side of That Valley, White House 
Briefing for Businessmen, Washington, D.C., November 21, 1969. 

WS - 964 
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First, the complete range of economic difficulties must 
be recognized to avoid policy myopia. Inflation, unemployment, 
declining output, the adequacy of productive resources, and 
international trade and investment are interrelated problems. 

Second, policy initiatives should solve more problems than 
they create. During a period of difficulty it is often expedient 
to respond to strident calls to "do something--anything--to 
demonstrate leadership." But this naively activist approach 
is a basic source of problems,not the desired solution. Courage 
and wisdom are necessary to avoid actions offering the illusion 
of short-term benefits in exchange for further erosion of the 
long-term creativity and productivity of the U. S. economic 
system. There is, of course, an important role for governments 
in protecting public interests but I strongly disagree with 
the claim that they can or should control the economy. 

Third, to restore economic stability the inflation which 
began in the mid-1960's and accelerated rapidly in the 1970's 
must be significantly reduced. From 1890 to 1970 prices in 
the United States increased at an annual rate of 1.8 percent. 
From December 1973 to December 1974 they jumped 12.2 percent. 
It is obvious that any long-term solution to our economic 
problems will be impossible as long as inflation continues 
to distort spending and investment decisions. Inflation should 
be recognized for what it is: the greatest threat to the sus-
tained progress of our economy and the ultimate survival of 
all of our basic institutions. 

Fourth, the transitional problems of moving through different 
stages of the business cycle require further improvement in 
the automatic stabilizers built into many government programs, 
particularly the response to unemployment and declining personal 
income. 

Since the turning point in the spring of 1975 a relatively 
strong and balanced recovery has occurred: real output has 
increased 7.2 percent over the last four quarters while infla-
tion has declined to an average annual rate of 5.5 percent; 
employment has increased sharply by 3.6 million persons and 
the unemployment rate has dropped from a peak of 8.9 to 
7.3 percent by May; and, international trade and investment 
have continued despite the serious disruptions caused by 
unexpected increases in oil prices and a worldwide recession. 
These are impressive achievements but focusing on the current 
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economic situation would leave us vulnerable to a repetition 
of the policy errors of the past. I believe that we can 
achieve long-term progress--with less inflation and unemployment--
if government policies facilitate, rather than restrict, the 
efficiency of the private sectors. 

II. ECONOMIC POLICY VIEWS 

Despite the turnaround in economic activity there is still 
considerable concern about the long-term economic outlook. 
Part of this apprehension is the result of misconceptions 
about economic policies. 

Myth Number 1: "We don't know how we got here." Americans 
are used to strong economic growth, not recessions; to abun-
dance, not shortages; to moderate inflation, not a double-digit 
pace. The economic distortions of the last decade have been 
puzzling--even frightening--but it is possible to identify the 
factors that have led to unacceptable inflation and unemploy-
ment. Even more important, such understanding is necessary 
for restoring public confidence. 

One reason we have had so much instability is the excessive 
stimulus provided by government fiscal policies. For many 
years political leaders have tried to convince the electorate 
that a central government can identify, solve and pay for the 
problems of society--right now. In Fiscal Year 1966 Federal 
outlays totaled $135 billion; by Fiscal Year 1974 expenditures 
had doubled to a level of $268 billion. During the next two 
fiscal years--1974 to 1976--Federal spending increased 39 per-
cent to a level in excess of $370 billion. Another large 
increase will occur in Fiscal Year 1977 as the President has 
proposed a budget of $396 billion and the Concurrent Resolution 
of Congress calls for spending of $413 billion. Part of this 
sharp increase in outlays is the result of "automatic stabilizers" 
related to recession problems, such as unemployment compensation 
benefits, but most of the added spending has become part of 
the permanent programs of government. Government spending, 
for both temporary stimulus and permanent programs, has increased 
at a rate that is creating serious resource allocation problems 
which will not conveniently disappear as the current economic 
expansion continues. 

Unfortunately, debates about setting national economic 
policies are too often limited to disputes about the proper 
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distribution of functions between the public and private 
sectors. In considering national economic priorities a much 
broader perspective is required. The total productive 
capability of the entire economy must be considered before 
attempting to identify specific claims against that potential 
output. Estimating the total capacity of the system avoids 
the simplistic arguments that additional government programs 
can be continuously created merely by increasing total output 
or by shifting resources from the private to the public 
sector. Honest differences of opinion can exist about the 
proper functions of government but simply adding new government 
commitments is not feasible if the total productive capacity 
of the economy is exceeded. This guideline has been frequently 
violated as the momentum of government spending combined with 
expanding private demand has gone beyond the capacity of the 
system. The results of such excesses persist long after the 
initiation of the original spending program because government 
activities are rarely curtailed or eliminated. 

A study of total capacity was prepared in 1969 by the 
Council of Economic Advisers and published in the Economic 
Report of the President for 1970. The pattern of real in-
creases in Gross National Product was projected for 1976 using 
trend estimates of the growth of the labor force, national 
productivity gains, expected unemployment and the annual average 
number of hours worked per person. Existing claims against 
the projected GNP were then identified, including personal 
consumption, business investment, housing and government 
spending. All of these claims were adjusted to reflect 
demographic and economic assumptions. Federal spending was 
projected to include only existing programs plus new proposals 
for revenue sharing, welfare reform and pollution abatement 
outlays. As summarized in Table 1, the fulfillment of the 
total claims already identified in 1969 required a relatively 
rapid expansion of output to keep pace: 

" ... the existing, visible, and strongly supported 
claims already exhaust the national output for some 
years ahead. This is not to say that no other claims 
will be satisfied, or that claims included in these 
calculations should have preference over claims not 
recognized here. The basic point is that if other 
claims are to be satisfied some of those recognized 
here will have to be sacrificed." Economic Report of 
the President, 1970, p. 80. 
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The projections prepared by the Council of Economic 
Advisers are hypothetical estimates based on somewhat arbitrary 
assumptions and actual results have varied during the inter-
vening years since the study was completed. Nevertheless, a 
crucial point is evident: decisions on national economic 
priorities must reflect total output potential and all existing 
claims rather than focusing only on Federal budget outlays. 
Whenever resources are limited, recommendations to add new 
government programs must consider the prospective impact on 
the private sector. In short, the creation of new priorities, 
or expansion of existing commitments at an accelerated rate, 
will require giving up or curtailing some existing claim. 
Once it is recognized that the potential GNP has already been 
committed to existing claims, the consideration of new outlay 
requests should become more realistic. Spending decisions 
should then concentrate on realigning claims rather than 
merely adding commitments to satisfy diverse interest groups. 

The rapid growth of Federal spending during the past 
decade has increasingly eroded our fiscal flexibility. Many 
government programs involve an entitlement authority which 
makes the actual outlays open-ended,depending upon the 
eligibility rules and benefit levels established. For example, 
there has been a tendency to liberalize both guidelines and 
benefits for various income maintenance programs which are 
now indexed so that they rise automatically as inflation 
occurs. Other outlays are required by specific legislation 
and contractual agreements. As a result, the Federal budget 
is increasingly committed to the priorities of the past which 
makes it difficult to respond to current problems and future 
claims. Approximately three-fourths of the Federal budget is 
now considered to be "uncontrollable" because of existing 
entitlement and contractual obligations. In theory, there is 
no such thing as an "uncontrollable" budget commitment since 
Congress controls the annual appropriations process. In 
reality, existing programs are rarely eliminated or reduced 
and new claims are typically added on to current outlays. 
The near-term prospects are for continued increases in outlays 
and more Federal budget deficits. This trend can either be 
modified by Congressional action or resources can be transferred 
from the private sector which would mean a further increase in 
the role of government in the economy. 

A second important issue concerns the proper role of the 
Federal budget. In preparing the budget plan,government 
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officials are actually allocating the human and material 
resources available and determining the division of 
responsibilities between the public and private sectors. 
This is clearly a proper function. However, the Federal 
budget has been used more and more as a tool for economic 
stabilization. Increased outlays and resultant deficits 
are defended by claiming that Federal spending is required 
to replace private demand during periods of reduced private 
demand. The size of the Federal budget is then manipulated 
to meet current economic stabilization goals. Unfortunately, 
the balance turns out to be asymmetrical because deficits 
usually occur during periods of both strong and weak economic 
activity. The upward momentum of subsequent government 
spending is accelerated by such short-term decisions and the 
resulting deficits disrupt the capital market and create 
heavy interest burdens for the future. 

Another problem involves the negative impact of Federal 
deficits on the stability of financial markets and the 
formation of capital. The Federal Government will have 
reported a deficit in sixteen of the past seventeen fiscal 
years--or thirty-nine of the last forty-seven--at yearend 
Fiscal Year 1977. During the single decade Fiscal Year 1968 
through Fiscal Year 1977, the cumulative Federal deficits 
will total over $265 billion. In addition, net borrowings 
to support over one hundred "off-budget" programs, not even 
included in the Federal budget, will total at least another 
$230 billion. That means that Federal demands on the 
financial markets will total one-half of a trillion dollars 
in a single decade. The reality of these chronic Federal 
deficits must be compared with the consensus view that the 
budget must be balanced over time if we are to achieve the 
levels of capital investment considered necessary to return 
to and sustain full employment. The strong underlying 
growth trends in the U.S. economy will provide for economic 
progress but the basic challenge of allocating total resources 
is becoming even more difficult. 

The course of monetary policies is a second important 
factor affecting the Nation's economic performance. 
Unfortunately, the stop-and-go pattern of economic activity 
and the effects of fiscal policy excesses have made it 
difficult to pursue stable monetary policies. In addition, 
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the rate of growth in the money supply has increased over 
time. From 1956 to 1965 the narrowly defined money supply 
expanded at an average annual rate of 2.3 percent; from 
1966 to 1975, a period of rapidly increasing government 
spending and large Federal deficits, the average annual 
growth rate was 5.8 percent. The publicly announced target 
for expansion of the money supply is currently a range 
extending from 4-1/2 to 7 percent. In his recent testimony 
before the Joint Economic Committee, Chairman Arthur F. Burns 
emphasized the importance of reducing the underlying rate of 
inflation and repeated the strong intent of the Federal 
Reserve System to avoid excessive growth of the monetary 
aggregates which would aggravate inflation and create even 
more problems in the future. 

The third reason for our current inflation and restricted 
productivity is that we have been unwilling or unable to 
eliminate the hundreds of government policies that inhibit 
the efficiency and effectiveness of our economic system. 
Basic common sense, certainly a beginning course in economics, 
tells us that unless we use our resources efficiently, we 
will either produce fewer goods and services with those same 
resources or we will have to devote still more valuable 
resources to produce the same volume of goods and services. 
Examples of wasted resources include the restrictions on 
agricultural production, controlled labor productivity, trade 
barriers, subsidies to inefficient industries, and so forth. 

The Federal Government has unnecessarily restricted the 
operation of our entire economic system. This policy might 
have been tolerable for another time--perhaps the 1930's when 
economic stagnation existed--but in today's world, even in a 
country as affluent, creative, and productive as America, we 
clearly cannot continue to waste our valuable human and material 
resources. We need to stimulate competition and innovation 
rather than artificially protecting the status quo through a 
maze of regulations and administrative rulings. This process 
should include development of dynamic new industries to replace 
those that have become obsolete or noncompetitive in an 
integrated world economy. This more aggressive approach will 
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create jobs, not destroy them, and it will moderate price 
pressures. It will improve the use of available capital 
resources. Best of all, it will make our entire system 
more efficient in contributing to the welfare of all 
215 million Americans. 

The fourth reason we are in our current position is 
that we have had an unfortunate series of international and 
national agricultural difficulties, which have combined to 
create serious worldwide food shortages. The Rome World 
Food Conference in 1974 originally was planned to discuss 
the long-term future of agriculture. Instead, the meeting 
was dominated by discussions of existing shortages. The 
worldwide disruptions of food output have had a particularly 
serious impact on inflation. In 1973 retail food price gains 
accounted for over 50 percent of the increase in the Consumer 
Price Index. 

Fifth, we have experienced an unreasonable and largely 
unexpected quadrupling of prices of crude petroleum. The 
average American recognizes the impact of this change on 
gasoline and home heating fuel prices, but he often ignores 
the pervasive effects on chemicals, plastics, transportation, 
man-made fibers, petrochemicals, and many other products. 

The sixth reason for the surge of inflation was the 
international overlapping of demand in 1972 and 1973 which 
occurred when most industrialized nations overheated their 
economies at the same time. At that time, many industrialized 
countries were chasing the same raw materials and the same 
markets,creating excessive output pressures and accompanying 
inflation. 

Seventh, the inflation explosion of 1973 and 1974 was 
partially the result of the accumulated distortions caused 
by three years of wage and price controls. Such controls are 
most unfortunate. They create shortages and distort the 
proper operation of an economy such as ours, which depends 
upon flexible price and wage adjustments to allocate resources. 
In specific terms,such controls divert capital investment, 
create artificial motivations for exports, disrupt competitive 
relations, and in general reduce economic efficiency. In 
addition, they don't work. The inflation figures for the three 
years covered by controls and the record of World War II and 
Korean war experiences indicate that artificial restrictions 
only suppress but cannot stop the underlying wage and price 
pressures. When the controls are eliminated there is usually 
a surge of price increases. 
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There are at least seven major variables that have 
contributed to the d i sappointing economic performance of 
the last decade. The myth that we don't know how we got 
here is false. Too much Federal, State, and local government 
spending, fluctuating monetary policies, our unwillingness to 
attack governmental policies that inhibit economic efficiency, 
the agricultural difficulties of recent years, the quadrupling 
of petroleum prices, the international overlapping of demand, 
and the accumulated distortions caused by wage and price 
controls--all of these forces contributed to the disruption of 
economic activity. 

Myth Number 2: "We Don't Know How to Get Out of Here." 
This particular myth is just as false as the first one but it 
is equally widespread. The return to economic stability is 
entirely within our capability but policy initiatives have too 
often been contrary to achievement of that goal. The Federal 
Government has a crucial role because its actions shape the 
overall environment within which the private economy must 
function. The beginning point is to regain control over the 
upward momentum of Federal spending. In Fiscal Years 1966, 
1967 and 1968 Federal outlays increased 13.8, 17.5 and 
13.0 percent respectively. (Table 2). From Fiscal Year 1974 
to Fiscal Year 1976 Federal spending increased 39 percent. 
These increases are not compatible with a non-inflationary 
environment in the U.S. economy which now has a potential for 
real growth of approximately 3-1/2 percent each year. For 
example, from 1965 through 1975 the GNP increased from 
$753 to $1,499 billion, an increase of 99 percent. From 
Fiscal Year 1966 through Fiscal Year 1976 Federal spending 
increased from $135 billion to approximately $372 billion, an 
increase of 175 percent. The President has proposed that the 
rate of increase be brought back into alignment with the 
underlying capability of the economy. Similarly, the new 
Congressional Budget Committees have attempted to apply more 
discipline in the development of government spending bills. 
This correction process will not be quick or easy but the 
President has put forth a specific program for bringing the 
Federal budget back into balance. 

The outlook for sustained economic expansion will also 
be aided by policy actions of the Federal Reserve System 
which are intended to support the continued expansion of 
output and employment while preventing a new acceleration of 
inflation which would once again disrupt the entire U.S. 
economy. While it is sometimes difficult to identify the 

- - -----------
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the course of monetary policies because of volatile weekly 
changes in the aggregate measures and technical adjustments 
in the financial markets, a longer-term perspective indicates 
that the Federal Reserve has been able to bring the growth 
rate of the monetary aggregates into the desired range. 
Hopefully, fiscal policies will be consistent with the goal 
of sustaining economic expansion while continuing the 
necessary anti-inflation effort so that monetary policies 
will not be forced to bear a disproportionate share of the 
responsibility. 

The third policy involves a more aggressive effort to 
reduce government policies that waste our human and material 
resources through unnecessary regulations and administrative 
practices. A couple of years ago, I met with senior officials 
of many government agencies to solicit their ideas. Their 
recommendations were then summarized in a list of 86 specific 
policy initiatives for immediate action and over 200 additional 
suggestions for future action. The Administration has moved 
ahead with numerous legislative initiatives and internal efforts 
to improve the regulatory and administrative practices that 
influence our transportation system, agricultural programs, 
environmental policies, labor practices, business competition, 
development of energy resources, and almost every other phase 
of our economy. However, these desirable corrections will not 
occur until there is more widespread recognition of the problems 
and support for remedial efforts. 

The fourth policy focuses on achieving maximum output of 
food. It can be simply stated: all-out production. After 
forty years of curtailing agricultural output through artificial 
restrictions, new farm legislation was finally passed in 1973 
that emphasizes production. Millions of acres that previously 
were set aside to curtail output now have been returned to 
production. Other restrictive practices which inhibit the 
efficiency of operations and the distribution of agricultural 
products have been changed. 

The fifth policy area concerns the energy problems that 
were unfortunately ignored until the oil embargo and the sharp 
jump in gasoline prices. There are basically two energy-policy 
options: to expand efforts to conserve energy and to accelerate 
development of domestic resources. The experience of the 
temporary oil import embargo demonstrated what can be accom-
plished by conservation efforts. Conservation of energy is 
possible--and it is good economics for consumers and 
businessmen. 
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As to the development of additional energy resources, 
we need to emphasize the immediate use of available technology 
and known energy reserves. Once again, government intervention 
has restricted the development of these resources by disrupting 
the market forces. In terms of meeting our oil needs we already 
know about Alaska's North Slope reserves, off-shore drilling, 
oil shale deposits, improved recovery from existing producing 
wells, accelerated exploration efforts and the potential of 
nuclear and solar sources of energy. We are not helpless. 
But we need to act. We also should give increased attention 
to our coal resources, which far exceed the oil holdings of 
the current oil-producing countries. We need to move ahead 
with the necessary technology for the mining and utilization 
of coal in ways that will be consistent with environmental and 
safety standards. 

On the international side the United States has a particular 
responsibility to provide leadership for the development of a 
more open and efficient international system of trade and 
investment. First, we should follow more stable fiscal and 
monetary policies at home. The strength of the U.S. economic 
system is a basic factor in the continued progress and stability 
of other nations. Second, in shaping our international economic 
policies we must emphasize the same principles of open markets 
and competition that have served America so well. The current 
monetary and trade reform efforts will determine the world 
economic system far into the future. We can either promote 
increased competition, the reduction of tariffs and non-tariff 
barriers, equitable trading rules and open access to markets 
and raw materials; or the world economy will develop unwanted 
cartels to control prices and supplies, and protectionism will 
once again disrupt the flow of trade and capital. 

Finally, we must guard against a renewal of wage and price 
controls which are ineffective at best and counterproductive 
at worst. Controls simply do not solve the underlying problems 
and their ultimate effect is to disrupt real economic progress. 

Myth Number 3: The Federal Government has been able to 
refine its economic tools to the point where "fine tuning" of 
policies can avoid business cycles. Part of the unfortunate 
"stop-and-go" economic performance during the last decade must 
be attributed to the effects of constantly changing economic 
policies to concentrate on short-term stabilization goals. In 
particular, when unemployment begins to rise there is typically 
pressure to increase fiscal and monetary stimulus in the hope 
that some of the benefits will trickle down to the unemployed 
workers. Many government officials and economists evidently 
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believe that the Federal budget is an effective short-term 
economic stabilization tool. To the contrary, the Federal 
budget should focus on the long-term allocation of resources 
and the mix of public and private-sector responsibilites. 
When it is used as a stabilization tool its real long-term 
function is disrupted and short-term results are disappointing 
because of the long time lags involved. In too many cases, 
the stimulus arrives too late to alleviate the economic slowdown 
but in time to exaggerate the subsequent boom and inflation. 
Periods of rapid expansion of government programs have been 
followed by the impoundment of specific funds and temporary 
spending limits; occasional tax increases have been interspersed 
with a series of tax cuts while Federal deficits will have been 
recorded in sixteen of the past seventeen fiscal years by the 
end of Fiscal Year 1977 and State and local government debt has 
increased sharply; expansion of the money supply has vacillated 
between periods of little growth to levels well above the amount 
required for stable economic expansion; pervasive government 
regulatory practices have been developed and frequent changes 
have confused the private sector; a necessary national energy 
policy has not been developed; and, the Federal Government has 
sporadically resorted to wage and price controls and arbitrary 
export and import restrictions to seek temporary relief for 
economic problems caused by basic fiscal and monetary actions. 

The historical concentration on short-term policy 
adjustments is based on planning horizons that typically stretch 
only to the next election. That economic policies would be so 
responsive to each new "crisis" and to fears of being labeled 
a "do nothing" government is understandable in a democratic 
political economy. But this short-term approach is inadequate 
for directing the affairs of the world's largest and most 
complicated economy. We have already suffered two repetitions 
of the "boom-recession" sequence during the past decade and 
each time we have ratcheted upward to higher levels of inflation 
and unemployment. Such distortions are an excessive price to 
pay for creating so much economic instability. 

Myth Number 4: There is some unique solution that will 
provide a quick and painless end to these problems. Such 
rhetoric usually has a political appeal but little economic 
substance. It should be emphasized that it is a myth that there 
is an easy solution, that we can complete the difficult adjust-
ment quickly, or that the process will be painless. It is not 
easy. It is not quick. And it is certainly not painless. 
Nevertheless, I have increasing confidence in the effectiveness 
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of monetary and fiscal policies if they are responsible, 
consistent, and sustained. The only basic change in my 
economic expectations has been to stretch out the duration 
of the adjustment process. The current problems are the 
results of many years of policy errors and it will take 
considerable time to correct them. 

While I have discussed a series of policy issues I would 
like to close with one fundamental personal observation: the 
American economy is the most creative and productive system 
in the world. It has provided our people with an unparalleled 
standard of living and has contributed to the economic develop-
ment of the rest of the world. While some critics may decry 
such measures of progress, I believe that economic growth is 
desired by most people. I am confident that this progress 
will continue and form the basis for an even higher standard 
for the quality of life in the future. Our existing economic 
system is certainly hot perfect, but it should not be discarded 
in favor of unproven experiments or alternative approaches that 
have clearly failed to serve the real interests of people in 
other nations. Those of us who want to improve the U.S. economic 
system must continue to emphasize the importance of granting it 
the freedom to function efficiently. If such freedom is provided, 
the U.S. economic system will continue to contribute to the well-
being of Americans and the rest of the world. 

-0-



TABLE 1 

REAL GROSS NATIONAL PRODUCT, 1955, 1966, and 1969 - PRC.TECTIOi'lS FOR 1975 -7(. 

G~oss national product available . .. . ... . ... . 

Claims on available GNP ......... . ....... . 

Feder a l GoverTh~ent purchases ......... . 
State and local govermnent purcha ses . : 
Personal cons~~ption expenditures .. . . . 
Gross Private domesti c investment .... . 

Busi ness fixed investment ......... . 
Residential structures .......... . . . 
Change in business inventories .... . 

Net exports of goods and services .... . 

Unallocated resources ................... . 

.Addendum : Federal surplus or deficit(-), 
n'l.tional incor:ie accounts basis .......... . 

Per cap ita personal consurnption 
expenditures ......................... . 

Gross national product available ........... . 

Claims on available GNP ...... . .......... . 

Federal Goverrnnent purchases ......... . 
State and local govermnent purchases . . 
Personal consumpt i on expenditures .... . 
Gross private domestic investment ... . . 

Business fixed inve stment ......... . 
Residential structures . ... .. . . .. . . . 
Change in business inventories .. . . . 

Net exports of goods and services . .... 

Unallocated resources . . . . ... .. ..... . .. . . . 

A'.:J.endum : Federal surplus or defic i t(-), 
-,ational inco;11e accounts basis .. . .. . .. . . . 

Actuals Pro.; ec~ :ens 

1955 I 1966 11969 1975 I =--976 

Billions of dollars , 1969 prices 

569 . 0 

569 . 0 

69 . 8 
53 . 8 

344 . 3 
96 . 9 

55 .1 
34 . 5 
7 . 3 

4 . 2 

. 0 

5 . 6 

2, 083 

845.5 

845 . 5 

88 . 3 
9L, . 4 

519.2 
137 . 5 

92 . 0 
29 .4 
16 .1 

6 .1 

. 0 

-. 2 

2,637 

931.4 

931 .4 

101 . 3 
110 .8 
577 . 5 
139 .8 

99 . 3 
32 . 0 

8 . 5 

1.9 

. 0 

9 . 3 

2, 842 

1,188 :'.. ,232 

83 83 
lL,.O 14!, 
768 802 
192 198 

128 134 
52 52 
12 13 

5 5 

11 19 

25 32 

3 , 529 3,641 

Percent of total GNP available 

100 . 0 

100 . 0 

12 . J 
9. 5 

60 . 5 
17 . 0 

9 .7 
6 .1 
1.3 

. 8 

. 0 

1.0 

100 . 0 

100 . 0 

10 . L, 
11 . 2 
61 . L. 
16. 3 

10 . 9 
3 .5 
1. 9 

. 7 

.0 

. 0 

100 . 0 

100 . 0 

10 . 9 
11.9 
62 . 0 
15 . 0 

10. 7 
3 .4 

. 9 

. 2 

(\ . v 

1.0 

100 

99 

7 
12 
64 
16 

11 
4 
l 

l 

2 

100 

99 

7 
12 
64 
16 

11 
4 
1 

( 1) 

2 

3 

( :'.. .! Less than 0 . 5 percent . Note : - Projections are based on projected Fe::ier2.=._ 
expenditures ( See Table 27) and their influence on various compor.ents o: G~:? . 



TABLE 2 

F.2:DERAL BUDGETS 

CI-tl\NGES IN T~!E UNIFIED BUDGET OUTLAYS 

BY FISCAL YEAE. , 1961- 1977 
( dollars in billions) 

Fiscal Year over Federal Dollar Percentage Surplus 
Preceding Year Outla;y~s Increase Increase or Deficit 

1961 $ 97.8 $ 5. 6 6 .1 -3. 4 

1962 106 . 8 9 . 0 9 . 2 -7.l 

1963 111 . 3 4 . 5 4.2 -4. 8 

1964 118.6 7.3 6.1 - 5. 9 

1965 118. 4 - 0 . 2 -1. 6 

1966 134 . 7 16 . 3 13 . 8 - 3. 8 

1967 158.3 23 . 6 17 . 5 - 8 .7 

1968 178 . 8 20 . 5 13 . 0 - 25 . 2 

1969 184 . 5 5.7 3.2 +3 .2 

1970 196 . 6 12 . 1 6 . 6 - 2 . 8 

1971 211.4 14 . 8 7.5 - 23 .0 

1972 231 . 9 20 . 5 9 .7 - 23 .2 

1973 246 . 5 14 . 6 6 .3 -14.3 

1974 268 . L, 21.9 8 . 8 - J .5 

1975 324 . 6 56 . 2 20 . 9 -4J . 6 

1976 (est ) J72 . 2 47 . 6 14 . 7 -72 . 6 

1977 (est) 397 . 2 25 .0 6 .7 - 45 . 7 

Source: Economic Report of the President, January 1976, Table B- 63, 
p . 245 , for 1961- 1975 . Estisates for 1976 and 1977 from 
testimony of Office of Man2.g<2ment and Budget before the 
Senate Committee on Finance on the Public Debt, June 24, 1976 , 
Attachment B. 
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200 PARK AVENUE, NEW YO RK, N.Y. 10017 TELEPHONE: (212) 949-1 400 

Dr. Sidney Lg Jones 

Assistar1t Secretary for Econo1nic Policy 
Department of the Treasury-

i 

The following notes wern taken at The Regency Hotel, 
New York City, at our insti tutional meeting held on 

July 6, 1976 

HIGHLIGHTS 

"At the beginning of the year we thought that real growth _would be about 6 percent, we now believe it 
will be closer to 7 percent. Whereas we thought inflation would be 6 percent, or 5.9 percent,'we now 
think it will be a little lower than that; possibly down toward the other end of-a 5 to 6 percent range. The 
th ird estimate on unemployment was that we wou!cl report an average rate of 7.7 percent for the year 
... the expectation was that it would be down to 7.4 percent by year-end. The new estimate will show 
a significantly lower unemployment rate - under 7.5 percent. It is conceivable that the 
unemployment rate will be 7 percent by year-end. " . .. .... . .... ... .. . ..... . ... •.. ....• •• . . . • 

" . .. I believe that we are in the midst of making the most important policy decisions since the mic-
1960's . .. We are setting in place a series of fiscal measures, which in tum will influence monetary 
policies, which will really shape the economy for the rest of this decade, and probably well into the 
1980's." . .... . ............. . ..... • ..... . ... . ........ . . .. . . .... . ....... . . . • • ...... . . •••• 

"I am more optimistic now than I have been in any of the seven years I have been in government. The 
reason for that optimism is not any particular event, nor is it particularly related to the stage of the cycle 
we happen to be in. I perceive a changing mood .. . . I am now convinced that the American people, to 
an increasing degree, recognize that they have been had and will make known that feeling in various 
Congressional and national elections over the coming years . . . . the experience of a double digit 
inflation, Fe'deral spending deficits . .. and the severe difficulties of some of our major cities . . . have 
convinced me that the Ame, ican people now recognize thaf /here is something wrong. " ....... . . 

" .. . over the last decade, we have had m ore unemployment, more infla1ion, lower productivity, more 
bottlenecks whor, the system beyins to go, ... and to some degree cfeterioration in our international 
competitive situation I think //,at this has been a less than ciesirable economic performance. The 
American pccp!o are the disadvantaged, through tho unemployment, inflation and the waste ot . 
humc1;1 and material resources that r~r:ur when the system isn't functioning vuy well." .... •... . 

----

2 

2 

2,3 

3 
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Dear John: 

THE SECRETARY OF THE TREASURY 
WASHINGTON 20220 

August 24, 1976 

The following comments attempt to respond to your 
request for suggestions on the NPA statement on "Goals 
Oriented Planning in a Mixed Economy". There are several 
positive aspects of the statement that can be commended: 
the proper emphasis on the private sector; the subdued 
tone of most of the rhetoric; the modest claims for cost/ 
benefit results; and, the usual emphasis on doing good 
things like thinking about longer-term horizons, con-
sidering the ripple effects of individual actions, 
improving the efforts of Congress, and those familiar 
pleas to improve productivity, coordination, control, 
etc. These are all good things and it probably helps 
to keep making such suggestions since every thoughtful 
person recogni£~s the general need for looking ~head and 
considering the relationships between discreet policy 
actions. In this context, it would help to reconsider the 
emphasis on economic jargon, the exaggerated--even if 
sincere--claims for human skill in planning, and the 
simplistic references to the political process by which 
the real framework of resource allocation is developed. 

My major concern with such statements is that they _ 
appear to ignore the real nature of the extensive planning 
already going on in the U. S. economy. In fact, the U.S. 
economy is the most planned--but the least controlled--
system in the world. It is also the most successful 
system. Even casual observation of centrally-planned 
economies makes this point dramatically. But the planning 
that occurs takes place largely in the offices and homes 
of our people. This is the genius of our system and also 
the basis of its freedom. The leaders of major American 
institutions have greater planning responsibilities than 
the governments of all ·but a few of the world's individual 
nations. Our national success is not based on comparative 
advantages in population, natural resources, human 
characteristics, history, etc. Our unique accomplishments 
are the result of our institutions--political, economic, and 
social. These institutions work better because they are 

,. 
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responsive to the real interests of the people. When they 
lose that responsiveness--either in the public or the private 
sector--they are replaced. That places a tangible premium 
on planning and the results indicate the system works well. 
It is obviously not perfect but it is constantly evolving 
to remain truly responsive. 

The second erroneous assumption in such statements 
is the casual rejection of existing government planning 
efforts as being exclusively short-term oriented. I obviously 
spend a lot of time fighting fires because we in government 
are expected to solve problems and because thousands of 
laws require explicit actions. But I also spend many hours 
each day in discussions involving long-term goals and 
programs. In short, there is much more time and effort 
committed to long-term issues than is generally recognized. 
For example the statement on page 3 that the " .•. goal for 
housing construction in the Housing and Urban Development 
Act of 1968 have had little real impact on the course of 
government decisions" is totally incorrect. The extensive 
and continuous efforts of the Cabinet Committee on Economic 
Policy--specifically the Houthakker Housing Task Force study 
in 1969--the Cabinet Committee on Construction established 
in 1969, the Economic Policy Council and the Economic Policy 
Board provide specific evidence to the contrary. Throughout 
the government there are long-term planning efforts that 
continue on a permanent basis. The explicit recommendations 
from these efforts are continuously published in the Federal 
Budget and Economic Report submitted by the President, in 
legislative initiatives and in numerous special reports. 
In short, there is already extensive long-term planning in 
both the private and the public sectors. 

A third assumption is also objectionable. Most of the 
statements of this type make the specific claim that a 
centralized planning activity would not impinge on the 
allocation of resources. Such claims are either disingenuous 
or naive. The legislative record clearly suggests the 
interventionist role of governments. If the proponents of 
centralized planning are really sincere about only wanting 
to improve the flow of information and its analysis, then 
the obvious question they must answer is why create a new 
layer of bureaucracy to perform existing functions. There 
is already an Office of Management and Budget, Congressional 
Budget Office, Council of Economic Advisers, Bureau of 
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Economic Analysis, Bureau of the Census, Bureau of Labor 
Statistics and hundreds of other agencies. And there are 
coordinating bodies such as the Economic Policy Board, 
National Security Council, Domestic Council and hundreds 
of more specific groups. For example, to analyze long-term 
capital investment needs it isn't necessary to create a 
central bureau. Instead, a subcommittee of the Economic 
Policy Board, chaired by the Council of Economic Advisers, 
developed a study outline used by the Bureau of Economic 
Analysis to prepare the projections. The policy recommen-
dations resulting from that study were then described in 
the Economic Report of the President ~nd in a series of 
testimonies by Treasury officials before various Congressional 
committees. My personal reaction to most statements about 
central economic planning is that they do not seem to be 
based on actual experience within the u. S. Government or 
any careful and objective analysis of the results in other 
nations. For example, the actual French experience and 
current approach is very informative. 

In summary, the statement has many good features and 
properly emphasizes the need to consider the future but 
I would strongly oppose any system that would enlarge the 
role of government in intervening in our daily lives or in 
allocating the Nation's human and material resources according 
to some detailed central plan developed by a group of 
government officials. In fact, I am reminded of the comment 
of Judge Brandeis, "Experience should teach us to be most -
on guard to protect liberty when the government's purposes 
are beneficient. The greatest dangers to liberty lurk in 
insidious encroachments by men of zeal, well meaning but 
without understanding." 

I hope these comments are helpful. 

With best regards, 

Sincerely, 

(Signed) Bill 
William E. Simon 

Mr. John K. Evans 
International Business Advisor 
3005 Normanstone Drive, N.W. 
Washington, D. C. 20008 
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FOR IMNEDIATE RELEASE UPON DELIVERY 

ST-3! ... TEMENT .De"' srmmY L. JONES 
ASSISTANT SECR.'STARY OF 'l'i-IE TREASURY FOR ECONOMIC POLICY 

BEFORE 'rI-iE SUBCO~"'iMIT"I'EE ON FINANCIAL MARKE'l'S OF 
THE SENATE 'l'."'INANCE CO.M."'iITTEE 

FEBRUARY 19, · 1976 · 

Mr. Chair.nan and MPmbers of this Subcommittee: 

I welcome this opportunity to discuss the process of 
capital formation, financial institutions and possible 
incentives for encouraging capital investment. These 
topics are of fundamental importance in establishing national 
economic priorities. Experiences with sharp cyclical swings, 
unprecedented double-digit inflation, unacceptable levels of 
un0m~loyrnent and unc~rtainties about the futute adequacy of 
raw materials and productive ca9acity have created increased 
concern a.bout ·our national _economic pro~..:pects. -

Adequate capital formation is required for economic 
growth, creation of job opportunities, moderition of price 
increases and maintaining our competitive p::isi tion in int2rnatior:~.~~ 
mirkets. H6wever, capital investment is only one of the 
diverse claims against the national cutput. The quantity 
and type of c2pital forrr,aU.on in th~ future will depend upon 
what national priorities are established and whit time 
periods are used for plann~ng economic policies. The challenge 
of achi0ving capital ·formation goals can be met but success 
will not be automatic and major policy changes are required 
to: (1) eliminate the chrontc Federal deficits which divert 
resourc€3 and Jisrupt fin2ncial markets; (2) reverse the 
long-term decline of ~usiness profits which are the basic 
incentive for new investrn2nt and an important sou~ce of 
financing; and (3) provide a positive tax environment which 
is not biased against savings and investment. 

I. Capital Investrn2nt Background 

Economic growth depends upon: (1) the accumulated 
stock of productive assets; (2) the pace of new capital 
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investment; (3) the application of acvanced technology; 
(4) the quality of the national labor force -- its education, 
training, discipline and commitment; (5) the available 
infrastructure of transportation, communication, financial 
institutions and services; (6) access to raw materials; 
(7) managerial skills; a~j (8) the o~ganization of the 
economic system. The mi~ of these economic factors varies 
for each country and change s over time as substitutions 
occur . However, most analyst~ agree that a strong rate of 
new capital investment is required to sustain economic 
g:;-:owth . 

The United States retains a position of economic 
leadership because it has-had a favorable mix of the important 
economic variables, alo.,g with political stability a.nd 
improving social mobility. The absolute amount of gross 
private domestic investment has grown rapidly over the 
years , as summarized in Table J., and should begin to improve 
in 1976 following the declines in spending caused by the 
recession . Nevertheless, it is unrealistic to assume that 
the historical patterns of investment and productivity will 
be adequate to meet the economic priorities of the future. 
A r e•;iew of the performa11ce of the U, s. economy indica t.es 
several areas of concern. 

First, during the decade of the 1960:s, . the United 
States ranked 17 in a list of 20 industrial nations belonging 
to the Organization for Economic Cooperation and Development 
(OECD) as to the average annual g~nwth rate of real ou tput 
( see rI1able 2) . 

Second, a ~tudy prepared by the Treasury Department 
indicates that total U.S. fixe~ invest.merit as a percent of 
national output during the time period 196 0 through 1973 was 
17. 5 percent using OECD definitions for compar ing the different 
countries. The U.S. figure ianks las~ anong a group of 
eleven major industrial nations. 1.'urt!-,ermore, the gap 
b etween the level of private rixed investment in the U.S. 
economy, measured as a share of naticnal output, and the 
commitrnents of other industrial na.tions tended to inc[ ease 
over t i@e . When only nonresidential investment is considered 
the total amounts are lower but the relative position of the 
Uni ted States is not changed. As discussed below, the low 
ranking of the Unjted States is the result of several basic 
characteristics of our economic s y stem. However, it is a 
useful signal for calling attention to fundamental concerns 
about the 1ind 2sirable levels of inflation, unemployment and 
productivity over the past ~ecade. 

• 



'-
Ja.pan 

- 3 -

,.. ('I 

Investment as Percent o f 
Real National Output 1960-73* 

Total Nonresident i al 
Fixed-.l-* Fixed 

35 . 0 29 . 0 
West Germany ,11o, .- '. 25 . 8 20 . 0 
France 24 . 5 18.2 
Canada 21. 8 17.4 
Italy 20 . 5 14 . 4 
United Kingdom 18~5 J. 5. 2 

U.S. 17.5 13.6 

11 OECD Countries 24.7 19.4 

• 

* OECD concepts of investment and n2~ional product. The 
OECD concept includes nondefense government outlays for 
machinery and equipment in the private investment total 
which required special aJj ustment in Uw U.S. na tionaJ_ 
accounts for comparability. ~ational outp~t is defined in 
this study as 11 g:::-oss dc'.1'.estic product," rathe:- than the 
more familiar measure o~ gross national product, to conforn 
with OECD definitions. 

** I l , . . t. 1 nc.ua1ng resiaen ia~. 
. .. 

Source: Treasury 

Third, the United St~tes al s ; ranks last in a list 
of seven--rrajor i :·!dustri,;, J. r .i.ltioEs as to the average aanuaj__ 
rate of growth of manuf~ct~ring output per manhour and 
gains in the gross domestic ?:;..·od\:~t: per E:rr.plc)yed person 
from 1Q60 th:rouqh 1 973. Dur-~£19 thdt period the anoun:.: 
of ''real " c ap.i ·::al invest.tent per add.i tiona.l civilian cm!_) lOyf.:e 
declined and the his_tor:i.c.:11 U.S. ?.:-::1-.rantase in "real" output 
per employed civilian compared to o~her industri ~l nations 
significantly nc;rrowed. Va.r.i..ous studies have indicated the 
close i.:-€'.la·::ionship br::twee:1 capital investment and v.3.rious 
me~sures of economic growth an~ oroductivity. A dynami= 
econrnny is neeeed to create Jons by a pplying new techDology 
and expanding productive capacity as a basis for raising the 
generctl stand&rd of living. Inadequate capit~ l i~vestrnent 
limits new job opportunities and leads to i11flation as 
productivity fails to rise as ~a9idly as labor and mater ials 
costs. 

... -
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f'n,ducUvity r.r0wt.h, 1960-1971 
· (Aver,,qc /\nnun l · ·R,-i-te )---

,liljl.lll 

w(~:, t < ;1 •, 111,1 ny 
J,'1-·:111(·1• 

c., n,H l.i 
T t ., l y 
lln i t<·d Ki nqdom 

l l O J·:C n N ., t i on s 

nom~s f: i c Product 
__ fJC'r <'~ I 0y,~d _ _12_enrnn 

2. l 

9.2 
5.4 
5. 2 
2.4 
5.7 
2. B 

5.2* 

* /\Vl'to1 ,w tor(, 01-:cn countries listed. 

lh ·p.i rt men t of the Trca sury 

M,1nufar.:t-.11ring otJtput 
--~I~'-P_r __ ~,, n hour 

l O. 5 
5.8 
6.0 
4. 3 
6.4 
4.0 

fj. 1 

Fourth, there have been many specific examples 
of production boi· t l enecks resulting from inadequate capacity 
durjnq µc1·iods of economic exparision. During the period of 
Wc1lJ<' ,md price controls extending from August 1971 until 
,Junl' llJ74 t·ht~ Cost of Living Council became increasingly 
co11c<'nwd c1bout the prospects for inflation resulting from 
r.:1w 111,1 t.cr i al s shortages and inadcqua te productive capacity 
in sever-al basic .industries. Current statistics concerning 
the utilizution of ex isting plant capacity suggest that 
extensive slack exists in the system sirtce the operating 
rate was 70.8 percent in the fourth quarter of 197S. However, 
it should be recognized t~at this figure can change rapidly 
as economic recovery occurs. It should also be empha sized 
that the concept of operating at 100 percent of physical 
capacity is misleading. Over th~ last fifteen years government 
figures indicate that manufacturing capacity utilization 
averaged 83 percent despite some periods of intense output. 
The highest figure reported during those f ifteen years was 
91.9 percent in 1966. Most companies need to preserve some 
reserve capacity to handle unexpected output requirements 
and to accommodate maintenance and replacement needs. 
Ch anging labor and material costs -- particularly energy 
prices -- must also be considered in evaluating the actual 
adequacy of exis ting plant and equipment . While it is 
unlikely that widespread productive capacity bottleneck s 
will develop during the next few months of econo1nic recovery, 
achievement of the Nation's longei-term economic goals will 
require increased capital formatiori. 
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Fifth, the financial markets have also experienced 
considerable strain as th~ combination of private financing 
needs and public claims have increased rapidly. Corporations 
have traditionally relieJ on retained earnings and capital 
consumption allowances for approximately two-thirds of their 
financing requirements. However, in 1974 ~onfarm nonfinancial 
corporate businesses required $101.8 billion of external 
funds out of total financing needs of $183.3 billion, or 
55.5 percent. It is estimated that over 80 percent of the 
rise in corporatA long-term funds of $270 billion over the 
past decade involved the sale of debt issues. This strong 
preference for debt issues -- particularly the influence of 
tax laws which allowed interest paymenfs to be deducted from 
taxable income -- has - brought about a doubling of the debt-
equity ratios. The resulting fixed charges, consisting of 
payments of p~incipal and interest charges, have made corporate 
financial positions less liquid and less flexible in reacting 
to the adversities of company problems and the general 
pressures caused by economic recessions. 

Fortunateiy, these prJblems have been recogni~ed and 
major efforts are now underway to correct the liquidity and 
solvency positions nf American businesses. C6nsi~erahlc 
progress has b een made already und companies are clearly 
intent on continuing the correction process. The major 
factor in this adjustment has been the sharp improvement in 
corporate profitability beginning in 197~ which is expected . 
to be continued this year. This important t~rnaround follows 
a long period of deteriorating profits beginning in the mid-
19601s and lasting until last year. For exarople in 1965 t he 
adjusted after tax domest1.c f,rofit.s of nonfir:a:ncial corr:)oratioi~s 
represented 6.8 percent of total n~tional income; by 1973 
that figure had declined to 3.3 percent. Similarly, adjusted 
after tax profits of nonf inancial corporations as a percent 
of gross product ori~inating in nonfinancial corporations 
fell from 10.2 percent in 1965 to 5.1 percent by 1973. 
Finally, over the same period the rate of return on capital 
investment declined from ll). l percent to 6 .1 percent . 

These figures partially explain the loss of investment 
incentives and financing problems that have occurred. A 
major factor in the achievement of our national capital 
formation goals will involve a continued recovery of business 
profits necessary for encouraging future invest~ent and for 
providing an important source of financing. 

The five problem areas described above do not mean that 
economic progress in th2 United State s has not occurred. In 
fact, over the past fift een years the U. S . economy has 
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increased the real output of goods and services by 60 percent; 
the real income of the average Ar.ierican has risen by over 
50 percent; the number of Americans living in families with 
incomes below the poverty level has declined to 10.2 percent 
of the population; and 20 million new jobs have been created. 

In describing the relatively slower rate of capital 
investment in the United States and the disappointing 
productivity figures , it sho~ld be recognized that there are 
many factors that influence a nation's level of investment. 

First, the unusually larJe size of the U.S. economy and 
its relatively advanced stage of development, particularly 
the accumulated total of previous capital investments, 
creates a different inuestment environment. Having already 
developed an impressive productive capacity it is to be 
expe~ted that our rate of additional growth would be lower 
than the development rates of other nations who are still 
striving to achieve our relatively advanced level of economic 
activity. 

Second, the U.S. e~onomy has traditionally emphasized 
consumption which has c~ntributed to strong demand for goods 
and services leading to sustained output, employment and 
investment. In 1975 personal consumption totaled $963 billion, 
or 64 percent of the total gro~s national product and government 
purchases of goods and services amounted to $331 billion, or 
22 percent. By way of comparison gross private tlomestic 
fixed investment was $112 billion, or 7.5 perce~t of the GNP 
( this figure does not include residential construction or 
inve ntory spending). Personal and government consumption 
outlays have long dominated the GNP so that gross savings 
flows required for private capita] investment have been 
relatively low in the Unite~ 3tates throughout the postwar 
period. • 

A third, important factor affecting the pattern of U.S. 
investm~nt. compared with other nations, is the relatively 
large share of total capital outlays committed to the services 
category, which includes -housing, government and other 
services. Our heavy invest~ent in the services cateyory 
emphasizes consumption but moderates the expansion of productive 
capacity relative to other nations (see Table 3). 

A fourth influence 
in the United States is 
investment.that must be 
of existing facilities. 
U.S. capital investment 

on the pattern of capital i~vestment 
the relatively large share of our 
use l"'l for r eplacement and modernizati0n 
It is estimated that 62 percent of 

from 1960 to 1971 was committed to 

... 
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replacement needs, compared to the United Kingdom, 61 percent; 
Canada, 52 percent; France; 54 percent; West Germany, 53 percent; · 
and Japan, 31 percent. This divergent pattern reflects the 
advanced status of economic development in some nations and 
the postwar experience of Europe and Japan in restoring their 
devastated industrial facilities following World War II . 
The, heavy replacement requirement does provide a continuing 
opportunity to introduce new technology into the U.S. economy. 
However, the replacement eutlays do not add to the net total 
productive capacity of our economy. 

Fifth , many countries provide a diversified group of 
government incentives to encourage ir~vestment. Basic 
industr ies are frequently controlle d by foreign governments 
and special financial and ope~ating assistance may be 
provided to preferred private companies to assist in thier 
development if it is considered to be in the national 
interest. The United States has avoided most of the capital 
allocation and special incentive programs used in other 
countries but there are some Federal programs which provide 
direct financial support through the Economic Development 
Administrat ion , the Small Business Administration and some 
169 different government credit programs. The.Federal 
Government p a.r ticularly influences capital investment 
through its budget decision& and specific legislative requirements 
involving safety, health and environmental goals. Total 
government spending at the Federal, State and local levels 
now represents over one-third of the total GNP and its 
actual influence is even broade~ since it frequently provides 
captial grants to stimulate new proj ects, extGnsiva funding 
of research and developme nt and other specific incentives. 
The wide array of government cn-idi t p.nd incentive programs 
emphasizes the mixed nature of the current U.S. economy. 

In summary, four ·rnajor points concerning private fixed 
domestic investment should be emphasized: 

1. Captial investoe nt is a fundamental factor in 
nationa l economic development and the absolute level of such 
spending has been veri large in the U.S. economy pver the 
years. 

2. Other industrial nations have tended to allocate 
a substantially larger share o f their national output to new 
capita l formation in recent years and the gap has tended to 
increase. 

3. There are severa l underlying economic reasons for 
the relatively low position of the United States as to 
capital formation commitments as a sha re of total economic 
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output ·but a review of these moderating influences provides 
only an explanation, not a solution. 

4. The quantity and quality of capital investment in 
the United States should not be evaluated in terms of 
simplistic comparisons with other nations, historical 
patt~rns or some arbitrary growth goals. Instead, the 
adequacy of capital outlays can only be judged in terms of 
the achievement of our basLc economic goals of creating more 
jobs for a growing labor force, the relative stability of 
prices, the productivity of our ~orkers and the degree of 
progress in meeting specific environm~ntal, safety, health 
and resource development objective~. 

II. Future Cap~tal Formation Needs 

The dynamic nature of the U.S. economy makes it impossible 
to predict the exact amount of future capital needs. The 
pattern of economic growth can only be estimated in gerneral 
terms and actual events are often much different than expected. 
The relationship of capital investment to future output is 
particularly difficult to predict because capital/outpu~ 
ratios change over time. Some inaustries will iequire more 
capital per unit of output in the futQre and others will 
require less. The replacement rate of existing assets will 
also change as labor and materials costs-~ particularly 
energy prices -- affect the mix of production {actors. 
Unexpected private capital demands will undoubiedly develop 
and anticiapted claims Gay moderate or completely disappear. 
In short, the timing and masni~ude of actual j_nvestments 
will likely be quite different from the current projections. 

Despite the forecasting difficulii~s, it is possible to 
identify two basic trends: ( 1 j total private d0r.i.es tic 

_investment will be very larg'.':! compared to historical totals 
as the economy grows from the c~rreftt level of output of 
$1-1/2 t:cillion to over $3 tri::.lion by the 1~:id-1980 1 s; and 
(2) the relative share of ~rivate investment in n2w plant 
and equipment as a claim ag2 ! ~st the total GNP will have to 
rise to achieve the deslred national economic goal~. Both 
of these basic trends were recently identified in a major 
study pr~pared by the Bureau of Economic Analysis of the 
Departmer.t of Com.'nerce for the Council of Econo~n i c l-'.dviscrs 
which was published last month in the Economic Report of ~he 
President (see pages 39 to 47). The ,nc:jor concLusiorts of: 
that :;Uyl.y are attached to this testimony. Table 4 SU17'marizes 
the shift in business fixed investment as a share of GNP 
from an annual average 01 10.4 percent in 1965-70 and in 
1971-74 to an annual average of 12.0 percent during the 
time ~eriod 1975-80. For the entire decade of the 1970's 
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the growth rate is estimated to be 11.4 percent but the rate 
must be accelerated to comp~nsate for the sluggish pace of 
investments during the 1974-75 recession. In Table 5 som~ 
cumulative estimates of the dollar amounts -- stated in 
constant 1972 dollars -- required during the decade of the 
1970's are indicated f or a series of different assumptions 
invo'1.ving changing cc.:pital to output ratios for dif ferent 
industries and fulfillment of existing pollution control and 
energy resource developmefft. goals . Once again, it should be 
empha.sized that actual events may be significantly different 
from the specific percentages and dollar figures indicated 
but the massive aillounts of capital required and the necessary 
acceleration of future business capital investment to a 
level above the growth ·rat~ of the-recent past are clear . 
The policy conclusic~s of the Council of Economic Advisers 
are particularly significant: 

"If ratios of fixed investr:1eht to GNP substantially 
iri excess of 10 percent are unat~ainable, full 
employme nt cannot be achieved by 1980 at capita l-output 
ratios and productivity growth rates as high as those 
projectPd with the assumption that the environmental 
and energy goals are to be met. Whether full employ-
ment can be achieved a~ all by 1980 under these con-
ditions depends first, of course , o~ the reliabi lity 
of the previous estimates, and then on the ease of 
input substitution and on the flexib ili ti of relative 
factor prices. If the estimated capital re~uirements 
are not met, the 1980 o~~put l e~e l could be lower 
than projected, owing to l0we= productivity or 
lower employment, or both. Alternatively, goals 
concerr:.ing p-::>llution cc--ntro} and energy independe:1ce 
might have to be scaled down. Either of these possi-
bilities seems f~r less jl:i'>_'.rable U1an provid:Lrrg 
incGntive s to raise the :,;iw.n-, of 1nv,:-stment in GNP." 
(EconomiC:_ P.eport 9f !_h2 Pres{d_en~, ,Ja nuary 1976, p. 46.) 

'l'his summary statemen~. provides i:i basic reference 
point for evaluating our fut~ r2 n~sin2ss capital requirements: 
If we are to achieve our outp~t and employment goals with 
more stable prices along •~ich sp~cific environmental a~d 
and energy resource development objectives tb e pace of 
capital formation must be a2celerated. The magnitude of 
the necessary tilt tci'-;-12.rci investment is not large in 
percentage terr11s but in the mul ti--tr i 11 i on dollar economy 
of the near future the dol l ar amounts i~volved wi l l be 
large. 

Several studies attempti~g to forecast business 
capital inve stment requiremen t'. S have a 1:.,o b een prepared t,y 

I • ,. 
() . 

,f-
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privati companies and university scholars and their basic 
conclusions are surr.marized in 'I able 6. '!'he private-sector 
forecasts use a differe:it ti.me frame covering the mid-·197G"" s 
to mid-1980's peri.od, use current dollars to incorporate the 
anticipated impact of inflation and frequently add residential 
construction outlays t~ the busin~ss investment total to 
esti~ate t~tal privat~ domesti.c fixed investme~t. Nevertheless, 
the general conclusions are consistent with the Bureau of 
Economic Analysis findings·1.nd the interpretation of the 
Council of Economic Advisers"thdt the achievem9nt of the 
Nation's basic economic goals will require a shift toward 
increased capital investment to provide the several trillion 
doliars of funds needed. 

III. Govern,--nent Pol :Lcies 

Future fiscal and mo~etary policies will have a major 
impact on the achi evement of the capit~l formation goals. 
In farticular, inflation must be jetter controlled and the 
governemnt must avoid disrupting the capital markets if the 
private sec tor is to acquL~<? the ::1ecess.::i.ry investment funds. 
A balancing of the ?ed2ral b~Jget over time is a necessary 
prerequisite to achieve the goals discussed abo~e. 

Unfortunately, the Fed~ral Governmen~ will have reported 
a deficit in sixteen of the p3st seventeQn years ending with 
FY 1977, as summarized in 'Table '7. During the_ single decade 
F'Y l9fi8 th;·cuc;h FY 1977, the CUJ.1~;,.latiye FeC:i. e ra1 d2ficits 
will tc,tal $267. ': bi"llic,:1. Net Lorrowi ngs for supi::-,orting 
over on~ hun1.l:::-ed ''of:f--1:iuds,e':" Federal pro-;rarns ':l.rE:: exp~ci::ed 
to total another $229.2 billior during that single decade. 
'The Federal Covernment wi.11 l:21vc n:;urped a ~:.:)t2. l cf $496. 7 ;,il:::.ic::-. 
cui: ,--:.,f ::lvl capita] :11ar.- 1:et:: durii~.t:-:r a I0·--ye3r pe-: iod en-·l::i :---19 
with FY 1977. But t~s ~0st d~sccncerting pain~ is the 
upward mc.:tie:1tum ::,.f FcdE:Y.'"",l ·.::111t:',."<:/S wh"ich wjJl hav2 risen 
f~om $2G8 billion i~ FY 1974 tc S374 billion this fiscal 
yc:;-0,1~, 2. j~.irnp of 40 pi=-•rcr:;1t i:-i j ;_,st ti.lo fiscal. years. Anoth2:c 
large increase in Fsder~ i c~tJays will occur in FY 197 7 as 
PresiJ e11t~ r'c1~·c} ·_;~.:Y~~c1. t=-01 a :)t:\d<Jt~t. tt·a.t \\1c~..11d liI7'1it 
spending to $395 billi0n. P21t of this sh2~p incrf~S~ in 
ol1tl2y:=; is the, result ()f " zn1tor.lat ~~; sta.biliz e r-s", suct1 as 
unerQpl0y .lent co·npe!1s2tion bei~e.:: its, responding to ::.:-eceasion 
proble~s but mo~t of the added spe ndin9 has 0ecorne part cf 
the perrnansnc prcyrams of go~ernme~t 2nd will exte~d out 
i.:1to the :future . Go·:,~rnr~ent spe,:d.i.ng --- both :or terr,?or2.ry 
stirnui ~1s anc. pennansri prcc: ,_·::r1s - -- has incren so i at: " rate 
that is ere at t nq ser 1.ous :i:-F.:::.;r.ur-ce a 1 1.oca tior. ~1roblems ·,-.rhicn 
will not conve~ientJy disap?2~~ as the curro1,t recovery socn 
moves into its secona yea~. We mus~ ~ccognize the bdsic 
reality that \,1J1t'n t--.he c-::.'. ub in2t·ion of publi c and p1·ivate 
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demands for goods and services exceeds the underlying productive 
capacity of the system the ' inevitable result is an overheating 
of the economy followed by inflation and eventually economic 
recession. 

The strong underlying growth trends of the U.S. economy 
wil~ continue to provide for further economic progress, but 
we cannot realistically expect to satisfy every new public 
claim by shifting resources away from the private sector. 
This simple guideline has been frequently violated as total 
demand has been stimulated beyond the capacity of the economic 
system twice within the paut decade creating an unfortunate 
boom and recession sequence with severe inflation and unemploymer.-: 
distortions. The escalation of government spending levels 
summarized in Table 7 has seriously eroded our fiscal flexibility 
and the lagged impact of past spending decisions will 
affect the allocation of resources far into the future. In 
summary, the achievement of private domestic fixed investment 
goal s wil l require more realistic and sustainable government 
polici.es. 

Tax Policies 

Federal tax policies affect capital investment decisions 
by determining the after-tax earnings av~ilable for investment 
and by e~tablishing incentives or disincentives for future 
investment. Several major tax policies play~ major role: 
(1) the corporate income tax, i nc luding the existing approach 
of levying taxes at the corporace level on earnings and 
again on the recipients of di vj (~ends; ( 2) the investr:1ent tax 
credit; (3) depreciation guidelines; and (4) other tax 
incentives nesigned to encourage inv.estment for specific 
purposes, such as the Preaiaent's proposal for acceleratej 
depreciation for the constructio~ of plants and purchase of 
new equipment in high• unemployment areas. 'rhe Secretary of 
the Treasury and other Treasury officials have frequently 
presented testimony on all of th~se fundamental tax policy 
issues. Rather than repea~ing their views in this general 
statement about the importanc~ of capital formation, I re f er 
the Committee's attention to the benchmark statements presented 
by Secretary William E. Simon on July 8 and July 31, 1975 
before -+:he House Ways ,rnd Means Committee. 

IV. Summary 

As the United States continues the relatively strong 
cyclical recovery that began last April it is important tha t 
economic policies increasingly focus on longer- ter~ goals . 
The rapid growth of the U.S. economy to its present size and 
the relatively low level of inflation until the late 1960 1 s 
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has resulted from the creativity and productivity of the 
sys~em. Continued pros~eri(y, however , cannot be taken for 
granted; it must be earned. We must be willing to allocate 
more of our resources to current investment rather than to 
current consumption to prepare fer the future. The logic of 
this reco~nendation is not based cin any arbitrary invest~ent 
level asser.1ed to be necessary to avojd some· "capital short:1.ge" 
or on statistical comparisons with other nations or earli~r 
time periods. Instead, th~ requir~d emphasis on investment 
reflects the Nation's fundame~tal economic goals of reducing 
both inflation and unemp loyment. , improving productivity, 
remaining competitive i~ international ~arkets and achieving 
specific environmental, safety and-resource-development 
objectives. With so many unful£i1.led current needs this is 
a difficul t concept Lor some to accept because they would 
prefer current consump t ion. However , our potential ability 
to achieve all 0£ our eco;tomic goa}.s will be unnecessarily 
restricted if we fail to prepare for the future. The 
simple truism that we canno t cons~me more than we pro~uce 
needs to receive greater a~tention in the dicusslon'of 
national pd.ori tio2s . 



TABLE 1 

Gross Private ~stic Fixed Investnent, 1950-1974 (Billions of dollars) 

PARl' A. Naninal D:>llars 
') " Nonresiden:tial Structures Residential 

Year Total and Prodi:cers' Durable Equi...e:!!:_nt Strnctures 

1950 $47.0 27.1 19.9 
1951 48.9 31.1 17. 7 
1952 49.0 31.2 17.8 
1953 52.9 -34.3 18.6 

"' 1954 54.3 34.0 20.3 
1955 62.4 38.3 24.1 
1956 66.3 43. 7 22.6 
1957 67.9 46.7 21.2 
1958 63.4 41.6 21.8 
1959 72.3 45.3 27.0 
1960 72. 7 47.7 25.0 
1961 72.1 47.1 25.Q 
1962 78.7 51.2 27.4 
1963 84.2 53.6 30.6 
1964 90.8 59.7 31.2 
1965 102.5 71.3 31.2 
1966 110.2 81.4 28.7 
1967 110.7 82.1 28.6 
1968 123.8 89.3 34.5 
1969 136.8 98.9 37.9 
1970 137.0 100.5 36.6 
1971 153.6 10'1.l 49.6 
1972 178.8 116.8 62.0 
1973 203.0 136.5 66.5 
1974 202.5 147.9 54.6 
1975p 197.5 148.7 48.8 

PP.RI' B. o.:inst.a.'1t 1972 oollars ~. 
1950 83.2 50.0 33.2 
1951 80.4 52.C? 27.5 
1952 78.9 52.1 26.8 
1953 84.l 56.3 27.8 
1954 85.2 55.4 30.2 
1955 96.2. 61.2 35.l 
1956 97.1 65.2 31.9 
1957 95.7 66.0 29.7 
1958 89.6 5:i.9 30.6 
1959 101.0 62.9 38.1 
1960 101.0 66.0 35.0 
1961 100.7 65.6 35.1 
1962 109.3 70.9 38.4 
1963 116.8 73.5 43.2 
1%4 124.8 81.0 43.8 
1965 138.8 95.6 43.2 
1%6 144.6 106.1 38.5 
1967 14'.l.7 103.5 37.2 
1968 150.8 108.0 42.8 
1%9 157.5 114.3 43.2 
1970 150.4 110.0 40.4 
1971 160.2 108.0 52.2 
1972 178.8 116. 8 62.0 
1973 191.4 131.3 60 .1 
1974 172.2 127.5 44.7 
1975p 149.0 112.4 36.6 

Source: Departr.-ent of Ccmnerce , Bureau of Ecorom:i.c Analysjs 
' 



TABLE 2 

Average Anr,ual Rate of Change in Real Growth for Member Nations of OECD, 

1960-70 . 

C-apan 
Greece 
Portugal 
Yugc -;1avia 
France 
Italy 
Canada 
Finla.nd 
Australia 
Nethe rla.r,ds 
Norwa:' 
Eelgiun 
Denmark 

(percent ) 

West Germany 
Austria 
Iceland 
Ireland 
U.S. 
LLD~ ·2rrJ::,o ur g 
united :~_ir,sJcm 

11.1 · 
7.6 
6.3 
6.7 
5.8 
5.6 
5.2 
5.2 
5.1 
5.1 
5.0 
4.9 
4.9 
4.8 
4.8 
4.3 
4.0 
4:0 
3.? 
2.2 

:',ource : Organizat..i_on for ,':c0n::,r:dc Deve~op<nent a1.d Coc..pe~.:>.i:ion. 



" TABLE 3· 

Output and,In"Testment by Sector 
1969-1971 Averages (Current price percents) 

United United 
States France Germany Kingdom Canada Japan 

" PART IT IO!~ l>. Sector Percentage of Total Output: 

Agriculture 3.0 5.9 3.2 2.6 3.9 7.3* 
Mining 1.6 0.8 2.2 1.4 3.4 0.9 
~-1anufacturing 30.3 45.1 50.4 33.5 26.6 43.0 
Utilities 2.3 1.8 2.3 2.8 2.4 2.0 
General Services 62.8 46 .2 41.9 59.7 63.7 46.8 

(Dwellings) (5.4) (4.5) ( 3. 8) (2. 3) ( 3. 3) (NA) 
(Government) (14.7) (8. BJ (9. 4) (10.1) (14.0) (3.1) 
(Other Services) (42.7) J~.?-.:1.L (28.7) (47.3) (46. 4) (NA)_ 

Total 100 100 100 100 100 100 

Sector Percentage of •rot al Investment: 

Agric11}ture 3.8 4.6 5.3** 2.6 5.5 5.9 
Mining 1.0 .7 l. 3 1.5 7.5 • 9 
Marmfacturing 19.7 27.8 25.2 23.8 16.6 26.8 
Utilities 5.2 3.9 5,0 8.6 9.4 3.9 
General Services 70.3 63.0 63.2 63.5 61.0 62.5 

(Dwellings***) (19. 9) (26. 3) (22.?.) (15.l) "'· (21. 5) (17.9) 
·(Gove?"nme:-it) (20. 4) (12.8) (9.9) (15. 9) (17.9) (24. 9) 
(Other Services) (30.0) (23. 9i (31. 1) ( 32. 5) (21.6) (19.7) ---Total 100 100 100 100 100 100 

= =--= --= 
PARTITION B Sector ?.atios: Investment Percentaoes 

Divided EY Output Percentay-es 

Agriculture 1. 3 0.5 1. 7 1.0 1. 4 0.8 
.Mining 0.6 o.~ 0.6 l. l 2.2 1.0 
Ma nufacturing 0.7 0.6 b.5 0.7 0.6 0.6 
Utilities 2.3 2.2 2.2 3.1 3.9 2.0 
General Services 1.1 l. 4 1.5 1.1 1.0 1. 3 

(Dwellings) (3.7) (5. 8) (5 . 8) (6. 6) (6.5) (NA) 
(Gove1nment) (1. 9) (1. 5) (Ll) (1.6) (1. 3) (8. 0) 
(Othe r Services) (0.7) 1.0..:.."U.. (1.1) (0. 7) {O. 5)_ WA) ---· ---

Source: OECD, National Accounts o-: OEC:::J C1.:iuntries , 1960-71. 
Output averages of Japan ar~ for 1969-70 
Investment averages of Germany a.re for 1967-68. 
Inves tment in owner-occupied d ·.vel lings. For Cane.da , France and 

the United Kingdom the ~igurc is from residential investment, which 
differs slightly f:com the f ormer category. 
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TABLE 4 

TABLE 4.-Share of b'.lJ intH fvd irwutmenl in gro.r~ nationcl produr.t: l1i.rtorical data and 
projected requirtmtr:I, ulu!ed peri,-..Js, 1965-SO 

Item i9S5-·70 11971-74 1191 :>·SO 1971-80 

llillions of l972 dollars 
---------~--------

Cum~~:'.r:;~.;~-~·~;:~~~~~;;;;t:':tt:;;~:::: ::::: :::::::::::::::: :: .t~~~:: ... ~'.~'.~: l·,a;2s4: s · ·• ir szi" i 
Cumulati ve bu$in~ss fi,ed investrr,ent: I 

Actnl.............. ... .. ... ... ...... . .. ... . .. .. ...... ..... 623.4 4.56.8 ................... . 
Projeciad ca~:ta!.oulpui(c/o) ratio ..... :....................... .................... '931i.6 1, 473.4 Fixed 1~70 c/o ratios: 

;;;~W~1:.;.·.-_-_-.-: ::::::::::::::::::::::::::::: :::::::::: ::::::::::j:::::::::: : m: i !, 331.3 
l, ,BJ. 4 

------
Percent 

6u5in~,s faed invr;tmant as per<enl of GNP: 

:~ir:~tei c1o- r i:C-s::::: :: :==::::: ~: :: : : : : : ::: ::: : ~:: ::: ~:::::I- ---- ---- - -
fos1 l c70 cio ratios: I 

!1. 2 e. 7 :;:~j~Jo1a'.;;;_-_-_-::::::::::: :: ::::::: ::::::: ::·:::::: ::::1::: ::::::: : ::::::::: 
--------'-----

10. 3 s. 9 

1 Derrted lrnm GNP projcc!ions in 1958 uc,\lar~ r.rovided by tho 01par~!':'l, rit of l;::t:.cr, Hivi~ic f\ vT Economic G·rowth. 
1 "Atl11::J1 Law" .::,c,r.tJins pr•i:l!ti:.,n t:ll•<ral exp~;,.-J,t:..ire~ D'.Hrn:r-t to tlF·• . 07') C~s:i:1 A;r lm,2;,dr,it:i'il..5 :i:1d b :t1s 1972 

Fcrlcr~I VL-:'H f'of! 1Jtion Ad /1..iT:tfljr,"!r.'.s, w11•:~ "P;~•l'37C taw" tl:,t1o:; 10! c-:r!"!t.fr, tr.~ss £<~~1'!,.1,n •• itS. 
: Derived by .si.;/Jt;ar.ting actua. i 11estmen:.. !~ iq71-74 fr,lr:1 U,r, "1s'i.:;;~t'3 ol 11,yc::,tm:ot ,..,qt.:if.,~ dJ~inct lSil-60. 
1fo~~.-Ttr; lSoS-74 d.1ta in this bbl~ havi; not t:, a~ n revised t'J- tht r.~:f t,,r.,hmark c'.ata us~d tlsewhere in this Repor t 

s:nce the projecti:n.;; v1ere Made he'.~rB the r:~n ~..it.1 Yierc ~• .. ;J;la'.:llr:. ; .. ,._,1ncver, u~ln-3 :h~ ,r.v 1Jt.3, t'.151i:ess h·e<J 1:1-.,est-
ment as p2,~e'.~f. of GNP w:Ju!d na\'e ':iei!n tr;e ;,,ame tor 1965-70 as !;hO'-"P in t :o tanle Of.•A percer:t; 2~d s!,zh!I)· lower for 
1971 ·7~ (10.2 ~Hten! instead or ID.4 pucentJ. · 

Souras: nepartment of Commflrce (Bureau of Ecc!'lorr:ic Analysi.:) ant! OP;,~rtrr!!lt o: L:1~0r \'J : ;;s,:,:1 '!rt ( conoh1i t 
Cr•Jh1h). · 

(As pubJ.ished in the Econonic Report of the 
Prcsider.t, c' a.nua.ry 1 <J"7{·; pa.qe 4 ,1 -----'-



TABLE 5 
·----:---. - ---. 

TABLE 5.-Factors affecting the cumulatiu total b11sin•ss fi:ud inustm,nt r,quirrdfrom 1971 
through 1980, by major indu1trits 

(Billions of 1972 doilmf 

I Agricul-1 -~ · I i £1eclric, I -,-
tu", Con- I Manu- Trans- Com• , eas, wa- : factor Total foiestry, Mining st rue- I lac• pora- munica- \ ter, and Services' Other• 
and lion luring tion lion 1 san,tzry 

fhheries I j services 1 ---------------- --.-, i ------
Fi>td 1970 upit2I-

output (c ,'o) ra- I I 
I ! tios, po!iution I control require-

29. s I monls limited to 
prt-1970 law ..... 1,283 .• I 68. S 48. 5 292. 2 134. 7 101.1 2C9. S 173. 8 225. 7 

Add for actual Pol-
lulicn Co,trol 

Le.~·s pi.s!e-d in 
19)0 and 1972 .... 47. 8 --------- . 9 • 5 29. 5 .6 .o U.2 . ) u 

Md for industries 
W "ith c!o utios in-

creasing for rea-
,oos other than 
the .&e~ievtmen t 
~f gretler trHHfY 

4. 2 .0 i,1depe:idenct. _ ••• 118. 2 I 10. 3 .0 35. 3 5. 3 .4 .4 62.4 

Add lor in~uslries 

-.0 I With decreasing I c: ,fo rttios •••••••. -36.0 -.0 -21.8 -.c i -13.2 -.0 • -1.0 -.0 -.D 
Add for a~ditiorisl I 
-Upital required 

.0 I for treater ,ne-rgy 
57. 9 . 0 inrler,tr.der.ce. ___ .0 49.0 . 0 .0 ;0 8. 9 .o 

Add for incre~se :n .... 
POilution con!ro! 

investment in~ 
duced by addi• 

I ttona! rnve-::tment in energy _______ _ , 2. 0 .C .4 .o I 1 . 2 .o .0 1.3 .o .0 

Tc-bl bus•ness fi<ed I I I 
I 

nwtsi. -~nt I I requ11t .......... i I. 473. • I 78. 8 81.2 :;0 C '. 344 . G , .uc.r, 101. 4 ,33. 3 236. 5 227. 5 
I 

1 Includes f>'(:du~t ion by !>oth pvblic and pril'ale e,nte ::,r1s.es 
t Consists t11 ;)otels tine lcd ;:ir.g place5, oers.)1111 Nnd r:...'Hiif ,~rvkts. b0si:i-E".S;i :.on-1~. A\Jtomo~ile repair and services, 

1mustments 1:;d r.111 Gic.al, tdti.:.:>lt-:ina: u w,t .. es ,n·l nc,,;;:Jfit orpri:ztticns. 
a Con~is.ts or ·~hoiesalr and ret.'li tfll!'.i f a ri d f1ni1; .:: c, 11,s.~rt.1:-.t anti 1i .:I esUte. 
t lncrust in discard fJtt in i:as utii1t1ts ctue to ,ner~·( c.or-:;1~: •,. tir:n~ "-"OUi..i produce this dteline unless ortsa-t by Sl.O 

btU1on hither tn'itSt~er.t f'fQL'll?d fer g,ez!!H tf1!!1£Y :"1•:.!,crt:i~1(i.!. 
, Althr:~zh tt-! :wt puts ind ~p1tn\-c,u':put rl!t ,n ct Pt .. :'!tim rt :'- r. i,, ,, nd rie11'litd indu::t11t:s ,re not nsu~ed t~ change 

1 the proct!sS of ,1ch1t'v'ir., girc'\u t1tfiY i.-1dt:,1l!r;r.!er,1.: :- , ! i"'<! :;ut-:;01.:.Jt1on f!f i,:,r,t'.•:rroe domestic c,ude tor ~i&her•erade 
il'i'rported cructe ellar.:\ Jr.,mt .1aacJ1t1of'lal pcilutrn• :or.t1ci! e"!.~:,t,11?:JlfS 1n ~1rc..k-um rtf1r.ina . 

Note.---lxttil flll!J n-cl &l:d to ,,.~Is bn:•- of ri;;;ndini. 
S<wrr_,,: P~!"lrt!Mllt 01 CW>OMri,o, Su, .. a of ( c.c>""'< A~t ly111. 

(As published 
~"January 197 6, 

in the Economic 
paqe 45) 

Report of the President, 



TABLE 6 

ACTUAL AND PROJECTED INVESTMENT AS A PER CE NT OF GNP 

Average 
19(, 5- 97 I.. NYSE~/ 

Bosworth 
Duesenberry 

Carron?_/ 3/ Friedman-- G.Ej_/ DR.I~/ 
Chase 

Econometrics§/ 

•ross :private c.ori1esti.:. 
investr.ien t l?.l 16 . 4 15. 5 15 . 8 15.8 15.7 15.9 

Ion-residential fixed 10 .4 12 . 1 11. 3 li. 5 11.4 11. 0 11. 8 

nvent.ory 1.0 0.3 0 . 8 0 . 8 0 .4 0.8 0.8 

eside!ltial J .8 3.9 3.5 3. 5 4.0 J.8 J.J 
:i) 

0 

/ The New York Stock Exchan~e, The ~apital Needs and Savings Potential 01 the U.S. Economj: 
Proj~ct:i0ns Throur:;h 1985, Scpt.;:mbe·r 1972 •. Figures shown are based on cumulative projections 
J n ,; u rrer1 t do l J. a rs , 19'7 4 - 1 91:l 5 . 

/ 5a rn' Bo3worth, James S . Duesenberry, and Andrew S. Carron, Capital Needs in the Seventies, 
The :Srookings Institution , 1975 . F_igures shown are based on estimates for 1980 in current 
d~llars free Table 2-12, p. 39 (note the constan·t dollar 1980 figures in Table 2-11 project 
gross private domestic investment as 15 . 8 percent of GNP). · 

/ Benjamin M. Friedman, "Financing the l'-h~xt Five Years of Fixed I nvestment " in President's 
Authority ~o Adjust Imports of Petroleum, Pub!ic Debt Ceiling Increase; and Emergency Tax 
Prop0na1:;; Hearing,; -Defore the Comr:.lttce on/VayG and Means, House of fiepre.sentatives, JRn uary 
19'75, pp . 710 - 726 . Figures shown are based on 1975-=79 averages of current dollar projections. 

/ H0 F;inald H . Jones, ''C ,p ital Requirements of Business, 197L, - 85 ," Testimony submitted to 
.Sul.,committee or, EcrJnorrdc c;rowth, JoJnt Economic Committee , May 8, 1974 . Figures shown are 
D'.,.S<?d on cum•,llativc :projections In enrren~ dollars, 1974 - 1985. 

i/ Dat.a LE[;,)Uc'c:e:.; , Ine., :3;;.mmcr 1975, 'Special SLudy : The CaplLal Shortage . " 
i n,: :l r11; co v e r . } 9 8 '..i (] n t, Ii n n :t y , ,: u r r c n t 11 o l 1 n r 1; , 1: t ri r, d n. rd for c r. a ;; t . 

Summary table on 
t 

"Th e Next Te:n Years : Inflntion, Recession and Capital 
N c, r e e t' u i: -t on ,_. u n . 

t 
·• 

i 
I 

I 
1. 

I 
! 
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TABLE 7 

FEDERAL BUDGETS 

CHANGES IN THE UNIFIED BUDGET OUTLAYS 

BY FISCAL YEAR, 1961-1977 
(dollars in billions)-

Fiscal Year over Federal Dollar .Percentage Surplus 
Preceding Year Outlays Increase Increase or Deficit 

1961 $ 97.8 $ 5.6 6.1 -3.4 

1962 106.8 9.0 9.2 -7.1 

1963 111.3 4.5 4.2 -4.8 

1964 118.6 7.3 6.1 -5.9 

1965 118.4 -0.2 -1. 6 

1966 134.7 16.3 13.S -3. 8 

1967 158.3 23. 6 17.5 _o. 7 

1968 178.8 20.5 13.0 -25.:C: 

1969 184.5 5.7 3.2 +3.2 . 
) 97 0 196.6 12.1. 6. 6 -2.8 

1971 211. 4 14. 8 7. 5 -23.0 

1972 231:9 20.5 9.7 -23. 2 

1973 246.5 14.6 6.3 -14.3 

1974 268.4 21. 9 8. 8 -3.5 

197 5 324.6 56.2 20.9 -43.6 

1976(est) 373.5 48.9 15.l -7 6. 0 

1977(est) 3 94. 2 20.7 5.5 -42.9 

Source: Economic Report of the ~resident, January 1976, 
Table B-63, p.245. 



THE WHITE HOUSE 

MEMORANDUM FOR: 

FROM: 

SUBJECT: 

WASHINGTON 

September 16, 1976 

BILL CARRUTHERS 

DORRANCE SMIT~ 

rt 

Meeting with Senators Stevens and Javits 
Regarding Vice Presidential Debates 

Mike Duval and I met yesterday with Senator Ted Stevens, Senator 
Jacob Javits, and two Dole representatives to discuss the October 
15 debate between Senators Dole and Mondale. Mike explained 
the background of negotiations between the Presidential candidates 
and the League. 

The format of the debates, in the Senators I terms, should differ from 
the Presidential debates. The consensus was that for interest sake 
it would be most exciting to have a one-on-one confrontation. 
Javits and Stevens felt that this format would work in Dole's favor as 
a) the press seem to favor Mondale and b) Dole is most effective in this 
type of exchange where Mondale gets wild and might say something 
crazy. 

On issues the Senators differed . Stevens felt that the issue should 
be confined to their roles as Vice-President. Javits felt that the 
men should debate showing their qualities that would qualify them for 
President. Dole's input was asked on this. 

Everyone agr eed that the length of this debate should not exceed 60 
minutes. I made the point that cosmetically we needed to work 
with Dole on a few characteristics that are particularly sensitive when 
he is on-camera. The Dole people and the Senators all expressed interest 
in screening the Dole "Meet the Press" appearance and the 111960 Kennedy-• 
Nixon Debates 11 • They will be in touch with you regarding these needs. 
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It was agreed that the best time to negotiate the Vice-Presidential 
debate would be sometime after the first Presidential. Dole 
is going to challenge Mondale to debate in the South. The 
challenge will be issued on Friday afternoon. 

In my opinion the Carter people will probably want to make this as 
staid and boring as possible arguing that the format should not 
differ from the Presidential de bates. They must view the V. P. 
debate as an "no win" situation; therefore, they will work to 
minimize the chance of error. I think our tact should be that the interest 
of this debate will be minimal if it follows the same format as the 
Presidential debates. An order to make these more interesting 
a direct exchange between the two candidates would best satisfy 
the audience. Furthermore, it would help to break up the format 
as the audience will have seen two Presidentials and will be 
awaiting the third. If the Vice-Presidential format is the same, 
there will be little new interest created, whereas we could generate 
a great deal of interest with a more lively format. 

cc: Mike Duval / 
Helen Collins 
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