
system were sharply reduced in calenda r
1955 to negative amounts. The increase
in the money supply was held to minima l
levels through 1956 (about one percen t
over the year), and both short- and

,long-term interest rates rose sharpl y
( Chart 2) .

One major issue of this period con-
cerned the causes of the inflation tha t
was occurring. On the one hand, many

	

,
argued that with an unemployment rate
of 4 percent or more, it was not excessive
aggregate demand that was causing in -
~flation, but rather the "cost-push" of
rising wage rates and "administere d
prices." It was also argued that the rela-
tively high level of unemployment wa s
a reflection of "structural unemploy-
ment" — unemployment attributable t o
such things as geographical and occupa-
tional immobility in the labor force —
so that increased aggregate demand was
not the appropriate cure . Rather, meas-
ures were needed to meet unemploy-
ment in those particular areas which ha d
been hard hit by changes in industr y
and to train unemployed for the kinds o f
jobs available ,

mi -19 8), t e estimated surplus turne d
I

	

into a deficit .

It is also notable that in these years
.the cash surplus substantially exceede d
the administrative budget surplus, From
World War II until 1958 the trust fund s
showed a sizable cash surplus whic h
added to the restrictive effects of Fed-
eral operations ,

This business expansion reached it s
peak in July 1957 . Major discretionary
actions taken to check inflationary pres-
sures, which were substantial, were i n
the monetary area. As shown by Chart 3 ,
the "free reserves" (total reserves fo r
bank deposists less borrowings at th e
Federal Reserve Banks) of the banking

penditures, and so approach a balance d
budget with some surplus for debt re-
duction (see Appendix I) .

Substantial emphasis on monetary
policy, both of a general nature and con -
sideration, at least, of specific control s
( over consumer credit), was also char-
acteristie of this period,

Assorted policies to promote economic
growth included measures to strengthen
competition, promote thrift, and im-
prove human and natural resources .
Such recommendations can be found i n
all the. Economic Reports of :-the 'Presi -
dent .

it is evident from Table 2 that in the
1955-57 expansion the total effect o f

,Federal government finances as reflected
in the cash budget was restrictive, an d
more so than had been expected . During

...the early part of the expansion (fisca l
1956) the actual surplus far exceede d

y the budget estimate. However, in th e
latter part of the expansion (fiscal 1957 )
the actual surplus fell short of the
budget estimate, When the subsequen t
recession approached its trough (i n

'd 5

	

h The Recession of 1958 . Since eco-
nomic activity had begun to decline in
the latter part of 1957, one might have
expected that the Budget for 1959 (pres-
ented in January 1958) would have in-
cluded discretionary measures to mee t
the recession . Increasing defense needs
incidentally provided some stimulus ,
and nondefense expenditures rose sub-
stantially but not on the basis of initia l
budget requests, On the tax side, n o
changes were recommended and further
extension of Korean War rates was agai n
requested. A surplus of $466 million
was estimated in the Budget for fisca l
1959. In fact, mainly as a result of th e
recession, the actual deficit was $12 .4
billion, the largest in the post-Worl d
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Chart 3
FREERESERVES t CHANGE IN MONEY SUPPLY, AND ,OTIER

SELECTED FINANCIAL SERIES
' ,"':Monthly; '19484966
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Table 3
Original Estimates of Surpluses (-}-) or Deficits (—)

In Administrative and Cash Budgets
Compared with Actuals

Fiscal Years 1959 .1961
(Millions)

Administrative Bud`et(&)

	

Cash Budget(b )

Original

	

Ori Inal
Year

	

Estimrte

	

Actual

	

kstfmlte

	

Actual

1959

	

$+ 466

	

$—12,427

	

$+ 624

	

$—13,092 r

1960

	

+ 70

	

+ 1,224

	

+ 626

	

+ 750

1961

	

+4,184

	

— 3,856

	

+5,921

	

— 2,300

a. Excludes trust funds .
b. Consolidated cash receipts from and payments to the public .
Source: Bureau of the Budget.

War II period. Receipts fell short of the This sharp turn in monetary polic y
budget estimates by $6.1 billion while contributed to the criticism tl i at in th e
expenditures exceeded the budget esti- expansion of 1959 restrictive policies
mate by $6 .8 billion. These "errors" oc- were overdone with the result that ex-
curred despite the fact that the level of pansion came to a premature end .
GNP assumed in the budget was within
one percent of the actual for the calen-
dar year 1958 .

Changes in monetary policy were sub-
stantial -- increased bank reserves con-
tributed -to sharp declines in interes t
rates, which were accompanied by re-
ductions in the discount rate at Reserve
Banks . However, it is notable that th e
trough in the recession had barely
passed before interest rates again rose
sharply, and free reserves were reduce d
to a zero level at the end of calenda r
1958. The fear of another inflationary ex -
pansion similar to that of 1955.57 appar-
ently affected Federal Reserve action ,

. Thus, without significant discretion-
ary action on the tax side, the Federa l
budget provided a large stimulus to
economic expansion in this recession .

The Expansion of 1959. The Federa l
budget for fiscal 1960, presented in Janu-
ary 1959, again contained no major rec-
ommendations for changes in either
taxes or expenditures . It estimated a slim
surplus of $70 million for fiscal 1960 .

In fact, actual receipts exceeded the
estimate by $1 .4 billion, and the budget
for 1960 showed a surplus of $1 .2 billion .
This was a sharp reversal from the $1 2
billion deficit of fiscal 1959, and it gave
rise to criticism that the shift in polic y
had been too sharp and operated to limi t
the expansion prematurely . Restrictive
monetary policy was carried to the poin t
that the money supply actually decline d
in the latter part of 1959 ( Chart 3, p .17) .

The peak of the expansion was
reached in 'the second quarter of calen -
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that began in the second quarter of 1960
was relatively mild and short-lived. The
unemployment rate rose to nearly 7 per-
cent in mid-1961 but thereafter fell to
about 5 1/2 percent where it remained
until 1964 (Chart 5) . Treasury bill rates
fell to less than 2 1/2 percent and Treas-
.ury bond yields remained . stable at
about 4 percent . The money supply
(especially if time deposits are- . in-
cluded) rose sharply (Chart 3) .

A special feature of this period was
the emergence of the balance of pay-
ments deficit as a major problem whic h
constituted a serious restraint on furthe r
easing of monetary conditions,12 An in-
novation in policy was "operation twist, "
the objective of which was to hold u p
short-term interest rates to check out- „

	

.

	

. .
flows of short-term capital to other coun-
tries, but to maintain long-term interest
rates at current levels so as to avoid
checking domestic investment.13 This
operation was apparently successful in
changing the relationship of short- an d
long-term interest rates — putting the m
both at nearly the same level (Chart 2) .
However, it is difficult to say how effec-
tive higher short-term rates were in
checking the outflow of funds . In any
case, many other measures were resorte d
to in an effort to meet the balance o f
payments problem without at the same
time imposing restrahits on domesti c
economic expansion .

The Expansion of 1961-66 . This period
is notable for a shift in policy to wha t
has been labeled the "New Economics, "
President Kennedy's first Budget Mes-
sage, however, seems almost identical in
emphasis to those of the last Eisenhower
years, (The last Eisenhower budget was

The Recession of 1960 . The recession presented in January 1961 . )
11. Arthur F . Burns, "Our Longest Expansion," Tax Review, Vol, 26, No. 11, November 1965, p . 47 .
12. For discussion of the balance of payments problem see below p, 33 .
13, The "bills only" doctrine was officially abandoned in February 1961 . (Annual Report at the Board of Gov-

ernors at the Federal Reserve system 1961, pp, 39, 40, )

dar 1960. During the remainder of cal-
endar 1960 industrial production an d
gross national product remained stabl e
in current dollars but declined in con-
stant dollars (Chart 4) .

This relatively quick ending of th e
expansion provided one of the issues of
the 1960 election campaign — the issu e
of whether the country's rate of eco-
nomic growth could be increased and
made more stable. Defenders of the ac-
tions of the Eisenhower Administration
claimed, with apparent justification, that
,the inflationary psychology of the 1955 -
57 period had been largely eliminate d
and that the stability reached in the
:price level was a major achievement.

One observer described this episode
,in counter-cyclical policy as follows :

It was in this setting [of recent in -
flationary experiences] that Presiden t

--Eisenhower decided that strong meas -
ures were needed if the inflationar y
psychology, which had been built up
over the years, was to be curbed befor e
it caused lasting damage to our econ-
omy and to our international politica l
position. Between the first quarter o f
1959 and the second quarter of 1960
the Federal cash budget shifted fro m
a deficit at an annual rate of $15 bil -
lion, to a surplus of $5 billion, and thi s
enormous fiscal swing was accom-
panied by sharp monetary restraints ,
Much may be said in criticism of th e
restrictive economic policy of that tim e
. . . BY.it it is also worth rememberin g
that the highly restrictive policy o f
1959 and early 1960 served a historic
function; that it routed a dangerou s
'inflationary psychology, that it demon -
strated that ours need not be an age of
inflation . , . and that it thus laid th e
foundation for the long stretch of ex -
pansion that we have been expe-
riencing.11
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The Budget presented in January 1962
showed an estimated cash surplus for
fiscal 1963 of $1 .8 billion. In the national
income accounts, the estimated surplus
for the Federal sector wigs $4.4 billion .
The Budget Message said in part : "To
plan a deficit under such circumstance s
'[of rising economic activity] would in -
crease the risk of inflationary pressures ,
:damaging alike to our domestic economy
and to our international balance o f
payments."

The Economic Report of the President
,in January 1962 was more of an innova-
tion, It was notable for its greatly in-
creased length—27 pages . It was not

;i 'merely a brief letter of transmittal send-
ing the CFA's Report to Congress . This
Report emphasized the goal of maxi -
mum production and employment i n
terms of a "full-employment GNP, "
which was estimated at $600 billion .
The emphasis of fiscal policy was on in -
creased expenditures, partly as a , result
of the recession of 1960-61, but also be-
cause "major increases in expenditur e
for national security and space program s
became necessary ." (Chart 6.) The fiscal
policy position was summed up a s
follows :

In a fully employed economy, these
increases would have required new ta x
revenues to match . But I did not rec-
ommend tax increases at this point be -
cause they would have cut into privat e
purchasing power and retarded recov-
ery, (page 6 )

This Economic Report was specific in
setting out a goal of economic growth :

We have not in recent years main-
tained the 4 to 4 1/2 percent growth rate
which characterized the early postwa r
period . We should not settle for les s
than the achievement of a long-term
growth rate matching the early post -
war record, Increasing our growth rat e
to 4 1/2 percent a year lies within the

range of our capabilities during th e
1960 ' s. (page 9 )

Two major policies adopted to stimu-
late growth in 1962 were the investmen t
tax credit, which reduce, the net cos t
of business equipment, and new de-
preciation guidelines, which replace d
the obsolete rules for determining "use-
ful lives " carried over from the 1930's .
These measures were "structural" ta x
changes rather than general rate changes
intended to affect . the level ., of total ' ..
revenues .

Another innovation in 1962 was the
concept of the "full-employment budg-
et ." Although early post-World War I I
budgets had emphasized the "nation 's
economic budget," which was a formu-
lation of Federal operations in terms o f
the national income accounts, this for m
of the budget had not been used in
Budget Messages for many years . It re -
appeared in the President's Messages i n
1962 in the form of the "full-employmen t
surplus." While the concept was de-
veloped in more detail in the CFA's
Report, it was stated in general terms i n
the President's Report as follows :

A surplus of $4 .4 billion in fisca l
1963 is expected in the national incom e
accounts budget—a budget constructe d
to measure the direct impact of Fed-
eral expenditures and receipts on the
flow of total spending. The surplus
would be several billion dollars higher
if the economy were operating steadil y
at a level high enough to hold unem-
ployment to 4 percent . (page 12 )

According to the CFA, "The full-
employment surplus is a measure of the
restrictive or expansionary impact of a
budget program on over-all demand."
However, estimating what GNP would
be at "full employment " and, in turn,
estimating what Federal receipts and
expenditures would be at that level of
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GNP involves numerous assumption s
and leaves much room for professiona l
differences of opinion .

The full-employment budget may b e
regarded as one more step in the de-
velopment of statistical analysis of the
effects of Federal operations . It certainly
will not be the last .

The related concept of "fiscal drag "

refers to the tendency for a progressiv e
tax structure to impose an increasin g
check to economic growth as a perio d
of expansion continues . This concept
provided part of the argument for th e
tax reduction of 1964.

The CEA's Economic Report for 1962
Also for the first time set out the widely -
debated "guideposts for noninflationary

- wage and price behavior ." Although pre-
vious Economic Reports for many years
had discussed in general terms the rela-
aion between wages, prices and produc-
tivity, the 1962 Report was the first to
propose in specific terms guides for
"appraising wage and price behavior."
The guides were summed up in this re-
port as follows :

The general guide for noninflation-
ary wage behavior is that the rat e
of increase in wage rates (including
fringe benefits) in each industry be
equal to the trend rate of over-all pro-
ductivity increase. General acceptanc e
of this guide would maintain stability
of labor cost per unit of output for th e
economy as a whole — though not o f
course for individual industries .

The new element in this proposal wa s
the deliberate adoption of an increase d
deficit: " . . . . the immediate effect of my
proposed tax program will be to increas e
the deficit which would otherwise be in -
cuffed in the coming fiscal year ."" ,

It is unnecessary here to review the
extensive discussions of the estimate d
effects which the tax reduction was ex-
pected to have on the economy and i n
turn on Federal revenues . ls At any rate
the expansion of the economy exceeded

	

The general guide for noninflation-

	

the CEA forecast (Table 6, p. 40), and

	

ary price behavior calls for price re-

	

the actual deficit- in the Federal cas hductions if the industry's rate of pro -

	

ductivity increase exceeds the over-all

	

budget for fiscal 1964 was only about

	

rate — for this would mean declining

	

half of the original estimate (Table 4) .
unit labor costs ; it calls for an appro -

	

priate increase in price if the opposite

	

The Budget Message for fiscal 1965,

	

relationship prevails ; and it calls for

	

the first presented by President Johnson ,
14 . For an inside story of the change in President Kennedy's views, see Walter Heller, New Dimensions o /

Political Economy, (Cambridge : Harvard University Press, 1966) .
15, Details can be found in the Hearings before the Joint Economic Committee on th.- January 1963 Economic

Report o/ the President. Part 1, especially pages 12.25 .

stable prices if the two rates of produc -
tivity increase are equal .

These are advanced as genera l
guideposts . To reconcile them with
objectives of equity and efficiency ,
specific modifications must be made t o
adapt them to the circumstances o f
particular industries . . . (page 189 )

In the Budget Message for 1964 (pres-
ented January 1963) the emphasis on
the "gap" between actual and potentia l
GNP was carried further, and the re-
strictive effects of the tax system were
identified as one of the major causes o f
the "shortfall" in output. In this message ,
President , Kennedy proposed an exten-
sive program of tax reduction and re -
form to stimulate the economy and im-
prove the tax structure . "The checkrei n
of taxes on private spending and pro-
ductive incentives must be loosened i f
our economy is to perform at maximum
efficiency" (page 8) . This was a notabl e
change from -the first •Kennedy' Budget
Message."
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again brought a shift of emphasis in eco- 1965 (see Chart 7) and there were wide

	

-
nomic policy goals : differences in estimates of the extent to

which the expanded war effort in Viet -
This budget makes provision for the narn would increase defense expendi-

initiation of new and major effort to tares.break the vicious circle of chronic pov -
erty. . . . We owe t4 every young per- The Budget Message for fiscal 1967
son in America a fair start in life — and
this means that we must attack those " requested selective tax measures as a re -
deficiencies

	

in

	

education,

	

training, straining influence on the economy . The
health, and job opportunities by which scheduled reductions in the automobile
ahe fetters of poverty are passed -on and telephone excises were rescinded ,
from parents to children. and several billion of additional collec -

launching of the "Great Society" ~tions were obtained from speed-ups o ftions

programs in 1964 and 1965, combined -corporate and individual income tax .
payments, under the Tax Adjustment-Act 'with excise tax reductions, continued the of .:1966.stimulative fiscal policies of the Kennedy

Administration . However, the expansion Issues widely debated in the spring of
- ,of the Vietnam war in the summer and 1966 were the questions of the need fo r
fall of 1965, combined with the apparent a general tax increase for anti-inflation -
success of earlier policies in bringing the ary purposes, the feasibility and de-
economy close to full employment, sirability of further monetary restraint,
raised the problem of inflation . Signs of and checks on Federal expenditures a s
price increases that were greater than alternatives to tax increases .

	

In the
"normal" ~ appeared in , the summer -of meantime, the Administration proceede d

Table 4
Original Estimates of Surpiustis (-}-) or Deficits (—) in th e
Administrative and Cash Budgets Compared with Actual s

Fiscal Years 1862.1866
(Millions)

AdmiNistratiw fudget(U Cash Budget(b)

year

	

ECst>inahi

	

ACM ECstfmi a~0

	

Actua l

1962

1963

1964

1965

1966

$+ 1,468 $ -6,378
+

	

463 -6,266

-11,902 -8,226

— 4,300 -3,474

— 5,287 -2,286

$-}-

	

1,313 $ -5,797

+ 1,810 -4,012
-10,281 -4,802
— 2,948 -2,696
— 3,908 -3,210

a. Excludes trust funds.
b. Consolidated cash receipts from and payments to the public .
Source : Bureau of the Budget .
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Chart 7

INDEXES OF CONSUMER PRICES, WHOLESALE PRICES, INDUSTRIA L
MATERIALS PRICES, AND LABOR COST PER U :NIT`OF-,OUTPUT- "

Monthly 1948.1956

_

	

(IN,)

	

(kt1

	

(JOY)

	

(AW

	

(Jdr) (Mt,)

	

(MN) NJ
F

	

T

	

/

	

T

	

P

	

T

	

I

	

T ~ .

	

.`.

115 ~e
11 0Icons i

	

xi
105

i

100 ..

55 . ho

	

ptic ac . f m

	

and 1 c

	

(i ex; 195 159=1 ) 120

.1 .10

.N

ye a

- li e
105
10 0
/S

1 00

15 J
r

	

c t

	

o tilt m a

-1 AWIL
~c

`

15

so -1

I{
23 .

	

In iwu it

	

two ptue 1 g lug ) 140

120

	

•~+

	

I
IN I ti

L

	

. .

	

~: i100

i

.Note: Scales " L" are logarithmic; scales "A" are arithmetic ,
Shaded areas .are -periods of recession . "T" = peak . "T"

	

trough,

- - -

	

Source : iReproduced from U .S. Department of Commerce, Business Cycle Developments.

26



1955 $ 70,842 $ 67,836 $+ 3,006 + 4.4% $ 70,727 $ 70,537 $+ 190 + .3% $+ 115 $ - 2,702
1956 68,793 77,087 -= 8,294 -10.8 68,235 72,546 4,311 -5.9 -F 558 =}- 4,452
1957 75,354 82,106 = 6,752 = 8.2 72,920 80,006 = 7,086 =8.9 14 2,434 + 2,099
1958 85,923 81,892 + 4,031 + 4.9 82,970 83,472 502 6 + 2,953 - 1,580
1959 87,286 81,660 + 5,626 + 6.9 86,662 94,752 - 8,090 + 624 _13,092
1960 93,502 95,078 = 1,576 - 1.7 92,875 94,328 - 1,453 =

	

1.5 -{- 626- 750
1961 102,178 - 97,242 + 4,936 + 5.1 '96,257 -99,542 - 3,271 -3.3 {- 5,921 == 2,300
1962 103,145 101,865 + 1,280 + 1.3 101,832 _107,662 = 59877 -5.5 -}= 1,313 - 5,797
1963 116,614 109,739 + 6,875 + 6.3 114,804 113,751 + 1,053 -}= .9 - 1,810 -4,012
1964 112,196 115,530 = 3,334 - 2.9 122,477 - 120,332 . + - 2,145 +1.8 =10,281 -4.802
1965 119,742 119,699 + 133 + .1 122,690 122,395 - 295 -{- .2 - 2,948 ! - 2,696

	

: _ .
1966 123,490 134,382 -10,892 - 8.1 127,398 137,592 .10,194 =7.4 - '3,908 - 3,210
Average of percentage difference s

between estimates and actuals6 5.1 3.7

a. Estimates were not adjusted for certain minor statistical revisions in actual payments to the public. These statistical revisions were not large enough to affect th e
percentage "errors" in the estimates.

b. Simple arithmetic averages computed without regard to stgn .
Source. Bureau of the Budget



to apply exhortation and persuasion to As one member once remarked : "Fiscal
check business investment and state- policy can do anything that monetar y
local government capital outlays . The policy can do, and do it more effectively
Federal Reserve System applied still both as to the volume and the composi-
more restrictive measures, and the tion of aggregate demand."17 However,
money supply began to decline .1'

	

it is one of the significant features of thi s
expansion that monetary policy also re -

The long, steady expansion of the mained "easy" over a longer period tha n
economy since 1961 (see Chart 4) seems ever before in a period of expansion .
to corroborate the emphasis of the Ken- Some economists are of the opinion that
nedy acrd Johnson Administrations on the continued high rate of increase i n
the effectiveness of fiscal policy. In this the money supply throughout this period
period the members of the CEA have (to mid-1966) was a major contributor
tended to deemphasize monetary policy. to the continued economic expansion .

16 . For the latest changes in the money supply, see Rates o/ Change to Bank Reserves and Money, Federa l
Reserve Bank of St . Louis (monthly) .

.17 . Gardner Ackley, "The Economic Policies of the Kennedy Administration," address to the Midwest Economic s
Association, . St . Louis, April 26, 1%3, p . 16 .

i J
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Current : Issues in Fiscal, PolicY
Fiscal policy issues change as the eco- of moving out of a situation with . sub-

nomic situation changes. Because of the stantial unemployment, '
current pressures of inflation, the em- Fiscal policy issues may be divided
'phasis here . will be on the problems of into two broad groups — economic and
`'containing inflation while maintaining political. There is no clear dividing line
economic growth. Because serious reces- between these categories, but the divi-
sions have been rare in recent years, little . sion serves as a useful way of organizing
attention,:will be 'given to the ;problems discussion 'and.-analysis .

"

	

ECONOMIC ':'ISSUE S

The major objectives of fiscal policy calendar 1965 to $59.7 billion in the first
are now widely accepted, namely : "full ten months of calendar 1966 . . They'are
employment," general price-level stabil- expected to go still higher . `
ity, and a high rate of economic growth . This rise in government expenditures ,

Major issues arise (1) when there is a together with the stimulus already give n
conflict between major fiscal policy ob- to the economy by an easy money policy
jectives and other national policy goals ; and the tax changes under the Revenu e
(2) when the major economic objectives Acts of 1962 and 1964, produced an "in-
'themselves are to some degree conflict- flationary gap"—an excess of total de-
'ing, and a choice must be made concern- mand over the capacity output at cur -
ing the relative importance of each ; (3) rent prices, When the total amount tha t
when alternative instruments or tools of
policy, each having somewhat different

the various sectors of the econom y
,

	

—
consumers, business, and government —

kinds of effects, can be used to pursue attempt to spend exceeds what can b e
these objectives; (4) when the nature of produced at existing prices, the genera l
the economic situation and the causes of price level is bound to rise,
economic instalility are subject to doubt

debate._. .. .and The major economic problem of 1966
was how to contain inflation . If inflation

	

: -:

Major Fiscal Objectives and :continues to be a major problem in 1967'
Other National Policy Goals

policy issues similar to those of 1966 wil l
have to be de It with What combina -

In the current situation expenditures
for the war in Vietnam are a major sourc e
of the pressures on the economy, De-
fense Department obligations rose fro m
$43.2 billion in the first ten months of

tions of measures are best suited to
eliminating the inflationary gap? If in-
flation in 1967 turns out to be more o f
the "cost-push" variety, what changes in
policy should be made? On the othe r
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hand, if a recession develops in 1967 (as
some predict), a shift to stimulative
measures will be appropriate ,

It is indicative of the basic strength o f
the American economy that a consider -
able range of choice is possible in select-
ing anti-inflationary measures . However ,
,basic value judgments and politica l
issues necessarily enter into the determi-
nation of the policies chosen .

A central issue is how far the "Great
Society" goals, which involve substan-
tial increases in Federal expenditures ,
should be pursued at the same time as
defense expenditures are rising. The Ad-
ministration in 1965 and 1966 endeav-
ored to pursue both sets of goals on th e
expenditure side, while minimizing th e

-

	

need for restrictive tax measures .

: The assumption that inflationary pres-
sures would not be strong clearly turned
out to be wrong . The price level bega n
to rise more rapidly in 1966, bringing
with it the costs and burdens of inflation .
The main burden of checking inflation
fell to the Federal Reserve System an d
monetary policy . The result was record
increases in interest rates and a special
burden on housing construction, which
is particularly sensitive to tight mone y
conditions .

In September, in order to tighten fiscal
policies and ease the pressures of tigh t
money, the President proposed the sus -
pension of the 7 percent investment ta x
credit and of accelerated depreciation
on commercial and industrial building s
for a period of 16 months, combined
with a cut back in "low priority" expen-
diture programs. He did not define ex-
actly what expenditure programs h e
meant, The tax measure, with scor e
modifications, was passed late in Octo-
ber. The effective date of the tax credit
suspension was October 10,

The choice of this action was in par t
a response to the rapid rise in busines s
investment expenditures in 1,965 and

	

-
1966. However, suspension of the tax
credit also meant some shift of emphasis
from the long-term objective of promot-
ing economic growth through "highe r
capital investment.

Despite any action taken in the fal l
of 1966, the central issues will remain to

,

be faced again by the Administration
in the Budget for the fiscal year 1968
(presented in January 1967), and to be
debated as Congress acts on . -the new
budget.

The priority to be given to "Great So-
ciety" programs will probably be a major
issue in formulating the budget. These
programs consist largely of education
aids, the "war on poverty," and assorte d
programs to ease the problems of cities
and metropolitan areas. Here is where
important choices must be made — a s
discussed below, most other expendi-
tures are less controllable. The goals in
the new programs are largely long-term :
the nature of the objectives in povert y
programs and urban renewal is such that
they cannot be gained overnight . Conse-
quently, it would seem reasonable to
plan to stretch out these programs ove r
a longer period, Indeed, the administra-
tive and political problems that have
arisen — partly because of the "crash ap-
proach" used —also argue for a slow-
down. Waste and duplication could b e
reduced by a stretch-out . On the other
hand, it is argued, a revolution is under
way in expectations of the poor and t o
slow down these programs would inten-
sify unrest and violence .

A more general fiscal issue is involve d
here also, That is the ability of the Ad -
ministration and Congress to control ex-
penditures for the purpose of short-ru n
economic effects — to cut back when in .
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